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B o t h  the i n c r e a s e d  t r a n s a c t i o n  c o s t s  and the i n c r e a s e d  f r e q u e n c y  of 

t r a n s a c t i o n s  wil l  a f f e c t  that p o r t i o n  o f  the p o r t f o l i o  t hat w o u l d  o t h e r w i s e  

h a v e  b e e n  i n v e s t e d  in S o u t h  A f r i c a  r e l a t e d  e q u i t i e s .  O n  S e p t e m b e r  30, the 

s t o c k s  li st e d  in A p p e n d i x  A  a c c o u n t e d  for 5 7 . 9 %  o f  the v a l u e  o f  all co m mo n  

s t o c k s  h e l d  b y  the p o r t f o l i o s .  For v a r i o u s  reaso n s ,  this w e i g h t i n g  s e em s  to 

h a v e  b e e n  h i g h e r  t h a n  the a v er a g e  w e i g h t i n g  in S o u t h  A f r i c a  r e l a t e d  s t o c k s  

that h a s  b e e n  p r o d u c e d  o ve r  the p a s t  f ive y e a r s  by  M i c h i g a n ' s  c u r r en t  

i n v e s t m e n t  s t y l e  and h i g h e r  than the m a r k e t  v a l u e  w e i g h t  o f  S o u t h  A f r i c a  

r e l a t e d  s t o c k s  in M i c h i g a n ' s  u n i v e r s e  o f  choice. W e  a s s u m e  the a v e r a g e  

p r o p o r t i o n  o f  th e  p o r t f o l i o  that w o u l d  be i n v e s t e d  in S o u t h  A f r i c a  rela te d  

s t o c k s  is 55%.

Th e  o n g o i n g  t r a n s a c t i o n  c o s t s  o f  d i v e s t m e n t ,  e x p r e s s e d  as a p e r c e n t a g e  o f  the 

v a l u e  o f  the e q u i t y  p o r t f o l i o ,  are t h e r e f o r e  a s  s h o w n  in T a b l e  E.2. S a l e s  

t u r n o v e r  t imes e x e c u t i o n  costs, b o t h  p r e -  an d  p o s t  d i v e s t m e n t ,  h a v e  b e e n  

m u l t i p l i e d  b y  t w o  to a c c o u n t  for the cost o f  r e i n v e s t m e n t  a f t e r  e a c h  sale.

T A B L E  E . 2

C O N T I N U I N G  T R A N S A C T I O N  C O S T S  O F  D I V E S T M E N T  A S  A 

P E R C E N T A G E  O F  T O T A L  C O M M O N  S T O C K  P O R T F O L I O  V A L U E

N e w  o n g o i n g  t r a n s a c t i o n  costs:

.55 X  .35 X  .22% X  2 = .085%

Le s s  P r e v i o u s  o n g o i n g  t r a n s a c t i o n  costs:

-  .55 X  .25 X  .12% x  2 =  - .031%

T O T A L  C O N T I N U I N G  I N C R E A S E  I N  T R A N S A C T I O N  COSTS: .054%



T a b l e  3.1 in the b o d y  o f  the text s h o w s  the c o m b i n e d  e f f e c t s  o f  T a b l e s  E.l and 

E . 2  o n  a g r o w i n g  p o r t f o l i o  for the f ir s t  t e n  y e a r s  a f t e r  d i v e s t m e n t .  T h e  

o n g o i n g  cost c a l c u l a t e d  in T a b l e  E.2, is a s s u m e d  to i n c r e a s e  b y  u n i f o r m  si x t h s  

o f  .054% in the f i r s t  s i x  y e a r s  o f  d i v e s t m e n t  (. 00 9 %  in the f i rs t  year, .018% 

in th e second, u p  to .054% in the sixth). T h e  e q u i t y  p o r t f o l i o s  ar e  a s s u m e d  

t o  be a c o n s t a n t  4 6 %  o f  a t ot a l  f i v e - p e n s i o n - f u n d  v a l u e  g r o w i n g  at 

a p p r o x i m a t e l y  1 3 . 5 %  a y e a r  (see A p p e n d i x  F).



A P P E N D I X  F 

D E T A I L B D  O P P O R T U N I T Y  C O S T  E S T I M A T E S

B y  o p p o r t u n i t y  c o s t  w e  m e a n  i n v e s t m e n t  r e t u r n s  tha t  p r o b a b l y  w o u l d  b e  lost in 

t h e  f u t u r e  as a c o n s e q u e n c e  o f  d i v e s t i t u r e .  It is n o t  o b v i o u s  h o w  t o  m e a s u r e  

t h e s e  p o t e n t i a l  losses. T h e  u n i v e r s e  o f  s m a l l e r  c a p i t a l i z a t i o n  s t o c k s  ha s 

g e n e r a l l y  o u t p e r f o r m e d  t i e  e n t i r e  u n i v e r s e  o f  U.S. c o m m o n  s t o c k s  o v e r  th e  last 

s i x t y  y e a r s  t o  a n  e x t e n t  that c a n n o t  be e x p l a i n e d  b y  c o n v e n t i o n a l  m e a s u r e s  o f  

risk. T h e  u n i v e r s e  o f  S o u t h  A f r i c a  fre e  s e c u r i t i e s  h a s  a l s o  g e n e r a l l y  

o u t p e r f o r m e d  t h e  e n t i r e  u n i v e r s e  o f  U.S. c o m m o n  s t o c k s  o v e r  l o n g  p e r i o d s  o f  

time. F u r t h e r m o r e ,  a p a s s i v e  S o u t h  A f r i c a  f r e e  i n d e x  h a s  o u t p e r f o r m e d  a 

p a s s i v e  e n t i r e  s t o c k  m a r k e t  i n d e x  o v e r  m o s t  p r e v i o u s  time  p e r i o d s  o f  three 

y e a r s  o r  longer.

T h i s  s u p e r i o r  p e r f o r m a n c e  r e m a i n s  a f t e r  s t a n d a r d  c a p i t a l  a s s e t  p r i c i n g  m o d e l  

a d j u s t m e n t s  for risk. T h a t  is, the "alpha" o f  the S o u t h  A f r i c a  f r e e  p a s s i v e  

p o r t f o l i o  is u s u a l l y  p o s i t i v e  for i n t e r v a l s  o f  t h r ee  y e a r s  or lon g e r a l t h o u g h  

th i s  s u p e r i o r  p e r f o r m a n c e  is no t s u f f i c i e n t l y  p e r s i s t e n t  f r o m  q u a r t e r  to 

q u a r t e r  o r  y e a r  t o  y e a r  t o  be r e g a r d e d  as s t a t i s t i c a l l y  s i g n i f i c a n t . * 0 T h i s  

p h e n o m e n o n  is e s s e n t i a l l y  a  r e f l e c t i o n  o f  the s u p e r i o r  p e r f o r m a n c e  o f  s m a l l e r  

c a p i t a l i z a t i o n  s t o c k s  o v e r  the last s i x t y  years, a g a i n  t o  a n  e x t e n t  that
o

c a n n o t  be e x p l a i n e d  by  c o n v e n t i o n a l  m e a s u r e s  o f  risk.

10. For r e f e r e n c e s  to m u c h  o f  thi s  l iterature, and  a c o n t e n t i o u s  a n a l y s i s  o f  

i t s  f i ndings, s e e  I n v e s t o r  R e s p o n s i b i l i t y  R e s e a r c h  Center, S o u t h  A f r i c a  R e v i e w  

S e r v i c e ,  T h e  I m p a c t  o f  S o u t h  A f r i c a - R e l a t e d  D i v e s t m e n t  o n  E q u i t y  P o r t f o l i o  

P e r f o r m a n c e  (r evised), ( W a s hington: 1985).

I. Measures of Opportunity Cost
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Fo r  a p a s s i v e l y  m a n a g e d  p o r t f o l i o ,  the e v i d e n c e  s e e m s  q u i t e  o v e r w h e l m i n g  that 

o v e r  lo n g e r t ime p e r i o d s  d i v e s t m e n t  w i l l  p r o d u c e  an  i n c r e a s e  in r e t u r n  that is 

d i s p r o p o r t i o n a t e l y  l a r g e  c o m p a r e d  to the a v a i l a b l e  m e a s u r e s  o f  the i n c r e a s e  in 

r i s k . 11 H o w e v e r ,  o u r  t a s k  is to c o n s i d e r  th e o p p o r t u n i t y  c o s t  i m p o s e d  o n  an 

a c t i v e l y  m a n a g e d  p o r t f o l i o  s u c h  as M i c h i g a n ' s .

W e  n o t e  in A p p e n d i x  C  that the T r e a s u r e r ' s  o f f i c e  h a s  a s t a t e d  p o l i c y  that 

s h o u l d  be m i n i m a l l y  a f f e c t e d  b y  d i v e s t i t u r e :  to p  d o w n  d e c i s i o n  m a k i n g  from

m a c r o - e c o n o m i c s  to b r o a d  s e c t o r s  to i n d i v i d u a l  stocks; an d  s e l e c t i o n  o f  s t o c k s  

f r o m  a p o t e n t i a l l y  w i d e  u n i v er s e ,  a s s i s t e d  b y  p u r c h a s e d  v a l u e  s c r e e n s  c o v e r i n g  

a p p r o x i m a t e l y  850 issues. T h e  a c t u a l  r s v e a l e d  s t y l e  s h o w s  m o r e  c o n c e n t r a t i o n  

o n  l arge c a p i t a l i z a t i o n  issues. W e  s hall us e  S E I ' s  o b j e c t i v e  m e a s u r e s  o f  

s t y l e  for this ana l y s i s.

11. T h i s  m a y  s u g g e s t  t o  s ome r e a d e r s  the d e s i r a b i l i t y  o f  a d o p t i n g  a p a s s i v e  

p o r t f o l i o  a p p r o a c h  as p a r t  o f  a c o o r d i n a t e d  r e s p o n s e  to d i v e s t m e n t .  For the 

three y e a r s  e n d i n g  J u n e  30, 1985, the S& P  500 e a r n e d  a total r e t u r n  o f  2 6 . 3 % 

per annum; S E I ' s  i n d e x  o f  c o m m o n  i n s t i t u t i o n a l  h o l d i n g s  e a r n e d  2 5 . 3 %  w i t h  a 

be t a  o f  o n e  and an  a l p h a  o f  -1%; the sam e  i n d ex  less S o u t h  A f r i c a  related 

s t o c k s  e a r n e d  2 5 . 7 %  w i t h  a b e t a  o f  .97 an d  a l p h a  o f  - . 5% .

At least in t his p a r t i c u l a r  period, a n y  p a s s i v e  s t r a t e g y  w o u l d  h a v e  

i m p r o v e d  re s ults. If the systems' r a p i d l y  g r o w i n g  s i z e  p r e c l u d e s  super i o r  

a c t i v e  m a n a g e m e n t ,  t h e r e  m a y  be i m pr o v e d  p e r f o r m a n c e  a n d  r e d u c e d  t r a n s a c t io n  

c o s t s  to be h a d  f r o m  a p a s s i v e  strategy. H ow ever, if s u c h  g a i n s  exist they 

ar e  l a r g e l y  i n d e p e n d e n t  o f  d i v e s t m e n t .  T h e  a p p r o p r i a t e  q u e s t i o n  w o u l d  then 

be: g i v e n  a p a s s i v e  s t r a t e g y  a l r e a d y  in place, w h a t  w o u l d  be the i n c r e a se s  in

t r a n s a c t i o n  c o s t s  o r  d e c r e a s e s  in re t u r n s  r e s u l t i n g  f r o m  d i v e s t m e n t . The 

p r o b a b l e  a n s w e r  is that the i n cr e a s e  in t r a n s a c t i o n  costs, f r o m  o ne  small 

n u m b e r  to another, w o u l d  be less than u n d e r  p r e s e n t  p o l i c y ;  and the 

o p p o r t u n i t y  cost w o u l d  be o f  s i m i l a r  m a g n i t u d e  t o  that c a l c u l a t e d  in this 

appendix.
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O v e r  the p a s t  fiv e  y e a r s  that the p r e s e n t  i n v e s t m e n t  s t r a t e g y  and pe r so n n e l

h a v e  b e e n  in place, the e v i d e n c e  a c c u m u l a t e d  h a s  b e e n  m o s t  c o n s i s t e n t  w i t h  the

12
a s s u m p t i o n  tha t  p o r t f o l i o  m a n a g e m e n t  p r o d u c e s  an a l p h a  o f  zero. Th i s  doe s  

no t  m e a n  that m a n a g e m e n t  h a s  b e e n  poor. W h a t  h a s  b e e n  a c h i e v e d  r e f l e c t s  a 

h i g h  level o f  p r o f e s s i o n a l  i n v e s t m e n t  m a n a g e m e n t .  A l t h o u g h  a n o t h e r  f ive y e a r s  

o f  d a t a  m a y  c h a n g e  o u r  c o n c l u s i on ,  for n o w  w e  a r e  a s s u m i n g  that the

T r e a s u r e r ' s  o f f i c e  d o e s  no t p o s s e s s  s o m e  e x c e p t i o n a l  a b i l i t y  to m a n a g e  its
*

h u g e  p o r t f o l i o s  in w a y s  that c o n s i s t e n t l y  o u t p e r f o r m  the r e s u l t s  a c h i e v e d  b y  

m o s t  o t h e r  i n t e l l i g e n t,  p r o f e s s i o n a l  i n v e s t o r s  a f t e r  a d j u s t i n g  for risk.

T h e r e  r e m a i n s  o n l y  o n e  v i a b l e  a p p r o a c h  to e s t i m a t i n g  the o p p o r t u n i t y  c ost o f  

d i v e s t m e n t  for M i c h i g a n .  F i r s t  m e a s u r e  the i m p li e d  i n c r e a s e  in p o r t f o l i o  

v a r i a n c e  tha t  w i l l  be c a u s e d  b y  d i v e s t m e n t .  Then, e s t i m a t e  the implicit 

t r a d e - o f f  b e t w e e n  v a r i a n c e  an d  r e t u r n  i m p l i e d  b y  the c h o i c e s  a c t u a l l y  m a d e  in 

M i c h i g a n’s p o r t f o l i o s .  Finally, c o n v e r t  the i m p l ie d  i n c r e a s e  in v a r i a n c e  into 

the i m p l i c i t  e q u i v a l e n t  loss o f  return.

12. SEI, F u n d s  E v a l u a t i o n  S e r vices, B a l a n c e d  F u n d  R e p o r t ,  P u b l i c  Sch o o l  

E mployees' R e t i r e m e n t  System, S e p t e m b e r  30, 1985, E x h i b i t  Y  100, s h o w s  an

a l p h a  for the p r e c e d i n g  fiv e y e a r s  o f  - . 7 7 %  w i t h  a s t a n d a r d  d e v i a t i o n  o f  + 2%.



2. Th e  I n c r e a s e  in V a r i a n c e  "Caused" by D i v e s t m e n t

For d i v e s t m e n t  o f  m a r k e t  p o r t f o l i o s  in the a b s t r a c t  L a w r e n c e  L i t v a k  and A n d r e w

R u d d  re p o r t  the r e s u l t s  o f  o p t i m a l l y  r e b a l a n c i n g  the r e m a i n i n g  S o u t h  A f r i c a

fre e s e c u r i t i e s  in o r d e r  t o  m a t c h  the S & P  500 as c l o s e l y  as p o s s i b l e .  Rudd

13
r e p o r t s  a n  o p t i m i z e d  p o r t f o l i o  w i t h  an i n c r e a s e d  v a r i a n c e  o f  4.9%. Li t v a k

14
r e p o r t s  v a r i a n c e  i n c r e a s i n g  b y  3 . 6 %  as a re s u l t  o f  a s i m i l a r  e x e r c i s e .  In

its m a r k e t  w e i g h t e d  i n d e x  o f  i n s t i t u t i o n a l  hol di n g s ,  S E I  r e p o r t s  that

d i v e s t m e n t  c a u s e s  a n  i n c r e a s e  in v a r i a n c e  of 4.65%. S E I  h a s  d u p l i c a t e d  this

c a l c u l a t i o n  for that p o r t i o n  o f  its u n i v e r s e  o f  i n s t i t u t i o n a l  s t o c k s  that

c h a r a c t e r i z e  M i c h i g a n ' s  E x p e c t e d  G r o w t h  style. In this case, the i n c r e a s e  in

15
v a r i a n c e  d u e  to d i v e s t m e n t  is 3.8%.

T h e s e  e s t i m a t e s  a re  r e m a r k a b l y  close. The  f i r s t  t w o  n u m b e r s  ar e  b i a s e d  

d o w n a r d  b e c a u s e  t h e y  r e l y  o n  a n  e x - p o s t  o p t i m i z a t i o n .  *ne s e c o n d  t wo  n u m b e r s  

a r e  b i a s e d  u p w a r d  b e c a u s e  t h e y  d o  n o t  p e r m i t  a n y  r e b a l a n c i n g  o f  the

p o s t - d i v e s t m e n t  p o r t f o l i o .  Yet e a c h  p a i r  o f  n u m b e r s  c o v e r s  e s s e n t i a l l y  the 

s a m e  range. W e  ca n r e a s o n a b l y  a s s u m e  that the p r o p e r  m e a s u r e  o f  i n c r e a s e d  

r i s k  due to d i v e s t m e n t ,  in M i c h i g a n ' s  case, is an i n c r e a s e  o f  v a r i a n c e  b e t w e e n  

3 . 5 %  and 5%.

13. Rudd, A n d r e w ,  " D i v e s t m e n t  o f  S o u t h  A f r i c a n  e q u i t i e s :  H o w  risky?", The 

J o u r n a l  o f  P o r t f o l i o  M a n a g e m e n t ,  (Spring, 1979), p . 8.

14. U.S. C o n g r e s s  (98th, s e c o n d  s ession), C o m m i t t e e  o n  'the D i st r i c t  of 

C o l u m b i a ,  " H e a r i n g s  o n  S o u t h  A f r i c a  D i v e s tm e n t ,  J a n u a r y  31 a n d  F e b r u a r y  7, 

1984", p. 193.

15. SEI Co rp . ,  "S o u t h  A f r i c a n  I n ve s t m e n t s :  M e t h o d o l o g y  a n d  R e s u l t s ".
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3. M i c h i g a n ' s  R i s k - R e t u r n  T r a d o - o f f

W e  c a n  e s t i m a t e  h e w  m u c h  r e t u r n  t his i n c r e a s e d  v o l a t i l i t y  is "worth" to 

M i c h i g a n  b y  e x a m i n i n g  the b e t a  o f  the s t o c k  p o r t f o l i o s  as a n  i n d i c a t o r  o f  the 

a m o u n t  o f  r e t u r n  M i c h i g a n  is w i l l i n g  t o  "buy" w i t h  i n c r e a s e d  v o l a t i l i t y  w i t h i n  

its p o r t f o l i o s -  W e  c a n  a l s o  c o m p u t e  th e  s l o p e  o f  t h e  r e t u r n - v a r i a n c e  line at 

the p o i n t  o n  a n  e f f i c i e n t  f r o n t i e r  that is r e p r e s e n t e d  b y  M i c h i g a n ' s  c h o s e n  

m i x  o f  cash, b o n d s  a n d  s t o c k s  in t h e  p e n s i o n  p o r t f o l i o s .

T h e  a v e r a g e  s t o c k  p o r t f o l i o  b e t a  for the fiv e  y e a r s  e n d i n g  S e p t e m b e r  30, 1985, 

15
w a s  .95. B e t a  v a l u e s  h a v e  f l u c t u a t e d  c o n s i d e r a b l y  f r o m  time tc tim e  and 

o f t e n  h a v e  b e e n  a b o v e  1.1 in the p a s t  year. H o w e v e r ,  the a v e r a g e  v a l u e  less 

tha n o n e  is c o n s i s t e n t  w i t h  the c o n s e r v a t i v e  p o s t u r e  o f  the b o n d  p o r t f o l i o  

(90% U.S. g o v e r n m e n t s  and a g e nc i e s ;  a v e r a g e  d u r a t i o n  o f  f ive y e a r s )  an d  w i t h  

the l ower t han a v e r a g e  e q u i t y  c o m m i t m e n t  for the S E I  f u n d s  u n i v e r s e  (63rd 

p e r c e n t i l e )  and w i t h  the a s s e t - m i x  r i s k  t o l e r a n c e  e s t i m a t e s  that f o l l o w . * 6

15. SEI, F u n d s  E v a l u a t i o n  Ser v i ce s ,  B a l a n c e d  Fun d  R e p o r t :  M i c h i g a n  P u b l i c

S c h o o l  E m ployees' R e t i r e m e n t  System, S e p t e m b e r  30, 1985  E x h i b i t  Y  100.°

16. I b i d . , l o c . c i t . , and E x h i b i t s  S 050, U 060.



T o  e s t i m a t e  the d e g r e e  o f  ris k  a v e r s i o n  i m p l i c i t  in the p e n s i o n  funds' over a l l  

a s s e t  mix, w e  f i r s t ha d  to e s t i m a t e  e x p e c t e d  r e t ur n s ,  v a r i a n c e s  and 

c o v a r i a n c e s  for the r e l e v a n t  a s s et  cl a s s e s .  O u r  time h o r i z o n  w a s  t e n  years, 

as in the  d i v e s t m e n t  c o s t  e s t i m a t e  itself. T h e  a n a l y s i s  w a s  c o n d u c t e d  in 

t e r m s  o f  o n l y  t h re e  asse t s :  cash, fixed i nc o m e  a n d  s t o c k s .  S m a l l  v a l u e s  of

r eal e s t a t e  e q u i t y  and  c o n v e r t i b l e  s e c u r i t i e s  w e r e  c o m b i n e d  w i t h  s t o c k s  w h i l e  

b o n d s  a n d  m o r t g a g e s  w e r e  a l s o  c o m b i n e d  t o  y i e l d  the f o l l o w i n g  c h o s e n  a s se t  mix:

Cash, 4%; F i x e d  Income, 50%; Stocks, 4 6%.^

T h e  f o l l o w i n g  t a b l e  d i s p l a y s  the e x p e c t e d  a n n u a l  r a t e s  o f  return, s t a n d a r d  

d e v i a t i o n s  an d  c r o s s  c o r r e l a t i o n s  that w e r e  e s t i m a t e d  for the t h r e e  a sset 

c a t e g o r i e s  o v e r  a ten y e a r  h o r i z o n  s t a r t i n g  O c t o b e r  1, 1985.

T A B L E  F.l 

S T A T I S T I C A L I NP U T S  FOR A S S E T  C L A S S E S

A S S E T E X P E C T E D

R E T U R N

S T A N D A R D

D E V I A T I O N

------ C O R R E L A T I O N S ------

C A S H  F I X E D  S T O C K S

C A S H 8 . 3 % 3.1 % 1.0

F I X E D 11.1 5.45 - . 1 6  1.0

S T O C K S 14.0 21.0 - . 1 3  .08 1.0

M u c h  of the d a t a  in T a b l e  F.l w a s  t a k e n  f r o m  I b b o t s o n  and S i n q u e f i e l d  or

18
c a l c u l a t e d  a c c o r d i n g  to t heir m e t h o d s .  W e  e s t i m a t e d  the e x p e c t e d  ten y e a r

a v e r a g e  r e t u r n  o n  C a s h  (90 d a y  T -b i l l s )  at a 2 p e r c e n t a g e  p o i n t s  less t han the

19
1 0 . 3 %  p r e v a i l i n g  y i e l d  o n  a t e n  y e a r  U.S. G o v e r n m e n t  o b l i g a t i o n .

17. I b i d . , E x h i b i t C  030.

18. I b b otson, R o g e r  G. and T e x  A. S i n q u ef i e l d ,  Stocks, Bonds, B i l l s  and 

I n f l a t i o n :  T h e  P a s t  a n d  the Future, (The F i n a n c i a l  A n a l y s t s  R e s e a r c h

F o u n d a t i o n ;  C h a r l o t t s v i l l e :  1982).

19. Th e  U.S. 1 0 . 5 %  o f  8/ 9 5  w e r e  o f f e r e d  to y i e l d  1 0 . 2 8 %  an d  the 1 1.5% of 

1 1/95 to y i e l d  1 0 . 3 6 %  o n  S e p t e m b e r  30, 1985.



S t o c k s  w e r e  a s s u m e d  to p r o v i d e  a s i x  p o i n t  p r e m i u m  r e t u r n  o v e r  cash. And 

M i c h i g a n ' s  s t o c k s  w e r e  a s s u m e d  to p r o v i d e  a p r e m i u m  e q u al  t o  b e t a  t i m e s  the 

a v e r a g e  p r e m i u m  o r  .95 X  6 = 5.7. T h u s  M i c h i g a n ' s  s t o c k s  a r e  a s s u m e d  to 

p r o v i d e  a t otal r e t u r n  o f  8.3 + 5.7  = 14% as year.

T h e  F i x e d  I n c o m e  p o r t f o l i o  w a s  m o d e l e d  as a 6 0 - 4 0  w e i g h t e d  a v e r a g e  o f  

m a r k e t a b l e  b o n d s  a n d  real e s t a t e  m o r t g a g e s ,  r e s p e c t i v e l y .  Y i e l d s  o n  the 

fo r m e r  w e r e  t a k e n  at 10.7%, the a v e r a g e  o f  a s e v e n  y e a r  FNMA, F e d e r a l  F a r m  

C r e d i t  a n d  W o r l d  B a n k  bond. Y i e l d s  o n  the la t te r  w e r e  t a k e n  at 11.7%, the 

a v e r a g e  o f  y i e l d s  o n  a 1 2 %  G N M A  p a s s - t h r o u g h ,  a n d  the c o n v e n t i o n a l  p o s t e d  

m o r t g a g e  r a t e s  r e p o r t e d  b y  FN M A  a nd  FHLMC. Th e  e n t i r e  F i x e d  I n c o m e  p o r t f o l i o  

is thus a s s u m e d  t o  h a v e  an a v e r a g e  y i e l d  o f  1 1 . 1 %  and d u r a t i o n  o f  5 . 2  years. 

T h e  e x p e c t e d  r e t u r n  is a s s u m e d  e q u a l t o  the 1 1 . 1 %  y i e l d  t o  m a t u r i t y .

T h e s e  m e t h o d s  d i f f e r  f r o m  I b b o t s o n  an d  S i n q u e f i e l d  in that w e  h a v e  s u b t r a c t e d

t w o  p e r c e n t  "from l o n g e r  b o n d  y i e l d s  t o  e s t i m a t e  c a s h  y i e l d s  w h e r e  t h e y

s u b t r a c t e d  1.3 p e r c e n t  and w e  a d d e d  a s i x  p e r c e n t  p r e m i u m  r e t u r n  for s t o c k s

20
w h e r e  t h e y  a d d e d  8.3%. Th e  s t a n d a r d  d e v i a t i o n s  a n d  c o r r e l a t i o n s  o f  S t o c k s

a n d  C a s h  are t a k e n  d i r e c t l y  f r o m  I b b o t s o n  & S i n q u e f i e l d ,  e x c e p t  that the

s t a n d a r d  d e v i a t i o n  o f  s t o c k s  is a d j u s t e d  d o w n a r d  b y  an  a s s u m e d  b e t a  o f  .95.

T h e  c o r r e l a t i o n  o f  F i x e d  I n c o m e  w i t h  the o t h e r  t w o  a s s e t s  is i n t e r p o l a t e d  f r o m

I b b o t s o n  & S i n q u e f i e l d  w i t h  l o n g  t er m  c o r p o r a t e s  p r o x y i n g  for m o r t g a g e s  and

21
lon g te r m  g o v e r n m e n t s  for bonds.

20. I b b o t s o n  an d  S i n q u e f i e l d ,  o p . c i t . , pp. 46-61. O u r  s t e p  fr o m  bond to 

e x p e c t e d  c a s h  y i e l d s  r e f l e c t s  the p e r s i s t e n t l y  s t e e p e r  y i e l d  c u r v e  o f  the p a s t  

h a l f - d o z e n  years. E v e n  so, it a n t i c i p a t e s  a h i g h e r  a v e r a g e  level o f  c a s h  _ 

y i e l d s  for the n e x t  d e c a d e  t h a n  t h o s e  a c t u a l l y  p r e v a i l i n g  in the fall o f  

1985. T h e  6 %  p r e m i u m  for e q u i t i e s  o v e r  c a s h  a l s o  w e i g h t s  r e c e n t  e x p e r i e n c e  

m o r e  h e a v i l y .  For the ten c a l e n d a r  y e a r s  e n d i n g  w i t h  1984, the a r i t h m e t i c  

a v e r a g e  s p r e a d  b e t w e e n  S& P  500 total r e t u r n s  and 90 d a y  T - b i l l s  w a s  6.6%; for 

the e l e v e n  y e a r s  e n d i n g  w i t h  1984, 2.85%.

21. I b b o t s o n  a n d  S i n q u e f i e l d ,  o p . c i t . . pp. 15, 20.
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T h e  d a t a  in T a b l e  F.l ar e  the n e c e s s a r y  i n p u t s  for c a l c u l a t i n g  a n  e f f i c i e n t

f r o n t i e r  o f  p o r t f o l i o s  c o n s i s t i n g  o f  d i f f e r e n t  c o m b i n a t i o n s  o f  the t hree

assets. T h e  g r a p h  o n  the f o l l o w i n g  p a g e  p i c t u r e s  the fro n t i e r ,  in e x p e c t e d

22
r e t u r n - s t a n d a r d  d e v i a t i o n  space, a n d  M i c h i g a n ' s  l o c a t i o n  o n  it. T a b l e  F.2

l i s t s the p o r t f o l i o  c o m p o s i t i o n  an d  c e r t a i n  c r i t i c a l  c h a r a c t e r i s t i c s  o f  the

c u r r e n t  p o r t f o l i o  an d  f o r t y  o t h e r  p o i n t s  o n  the f r ontier.

T h e  r o w  l a b e l l e d  " r i s k  t o l e r n c e "  m e a s u r e s  the i n c r e a s e  in v a r i a n c e  for a unit

i n c r e a s e  in e x p e c t e d  r e t u r n  at e a c h  o f  the f o r t y  p o i n t s  o n  t he  e x p e c t e d  

f r ontier. M i c h i g a n ' s  p o r t f o l i o  is 3 9 %  o f  the d i s t a n c e  f r o m  e f f i c i e n t

p o r t f o l i o  n u m b e r  28 t o w a r d  e f f i c i e n t  p o r t f o l i o  n u m b e r  29. A c c o r d i n g l y  w e  h a v e  

i n t e r p o l a t e d  M i c h i g a n ' s  "risk t o l e r n c e "  at a p p r o x i m a t e l y  130. T h e  i n v e r s e  of 

t h i s  numb e r , .0077, is the o p p o r t u n i t y  cos t  o f  e a c h  uni t  i n c r e a s e  in p o r t f o l i o  

v a r i a n c e .

22. M i c h i g a n ' s  p o r t f o l i o  w a s  no t  o n  the e f f i c i e n t  f r o n t i e r  c a l c u l a t e d  h e r e  

u n t i l  the C a s h  p o s i t i o n  w a s  f i x ed  at a m i n i m u m  o f  4%. T h i s  is b e c a u s e  the 

a sset c h a r a c t e r i s t i c s  listed in T a b l e  F.l and e m p l o y e d  in the c a l c u l a t i o n  

c a n n o t  f u l l y  e x p r e s s  the l i q u i d i t y  a d v a n t a g e s  o f  Cash, e x c e p t  b y  s p e c i f y i n g  

that a m i n i m u m  a m ou n t  is r e q u i r e d  t o  f i n a n c e  n e c e s s a r y  t r a n s a c t i o n s  and to 

h a v e  the c a p a c i t y  to e x p l o i t  u n a n t i c i p a t e d  m a r k e t  o p p o r t u n i t i e s .  A n  identical 

p r o b l e m  w i t h  a s i m i l a r  e x p l a n a t i o n  a r o s e  w h e n  w e  t r i e d  to m o d e l  the m o r t g a g e  

a n d  b o n d  c o m p o n e n t s  o f  F i x e d  In c o m e  as s e p a r a t e  assets.

In b o t h  o f  t hese c a l c u l a t i o n s  o f  a n  e f f i c i e n t  frontier, th e p o i n t  m ost 

c l o s e l y  a p p r o x i m a t i n g  M i c h i g a n ' s  p o r t f o l i o  implied a m o r e  a g g r e s s i v e  a t t i t u d e  

t o w a rd  risk. B e s i d e  b e i n g  the m o r e  a c c u r a g e  and c o r r e c t  o f  these 

a l t e r n a t i v e s ,  o u t  m e t h o d  y i e l d s  the h i g h e s t  c ost o f  r i s k  and t h e r e f o r e  the 

h i g h e s t  e s t i m a t e d  o p p o r t u n i t y  c ost o f  d i v e s t m e n t.
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W e  c a n  c a l c u l a t e  an e s t i m a t e  o f  the s a m e  c o e f f i c i e n t  f r o m  the b e t a  c o e f f i c i e n t

23
t h r o u g h  a m e t h o d  used b y  Rudd,

R i s k  C o e f f i c i e n t  = B/ (2 X  B eta X  VE), 

w h e r e  B is the e x p e c t e d  e x c e s s  r e t u r n  o f  s t o c k s  o v e r  cash, and  V E  is the 

v a r i a n c e  o f  that return. T a k i n g  E at 6%, V E  at 22%, a n d  B e t a  at .95, y i e l d s  a 

c o e f f i c i e n t  o f  .0065.

T a b l e  F.3 s u m m a r i z e s  this d i s c u s s i o n  b y  p r e s e n t i n g  a r a n ge  o f  o p p o r t u n i t y  cost 

e s t i m a t e s .  In our c a l c u l a t i o n s  w e  h a v e  u s e d  the h i g h e s t  o f  t h e s e  n u m b e r s ,  or 

.039% a year.

T A B L E  F.3

D I V E S T M E N T  O P P O R T U N I T Y  C O S T  R A N G E S

R I S K  C O E F F I C I E N T : .0065 .0077

I N C R E A S E  IN

V A R I A N C E :

3 . 5 % .023% p er  a n n u m .027%

5 . 0 % .033% .039%

23. Rudd, Andrew, o p . c i t . , pp. 9-10.

24. For E, s u p r a . , fn. 25; for VE, I b b o t s o n  a n d  S i n q u e f i e l d ,  o p . c i t . , p. 29
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4. F u t u r e  R e t u r n s  and V a l u e s

T h e  a s s u m p t i o n s  e m p l o y e d  in the p r e c e d i n g  s e c t i o n  o f  this a p p e n d i x  i m p l y  a

r a t e  o f  r e t u r n  for the p o r t f o l i o s '  i n v e s t m e n t  h o l d i n g s  in t h e  future. T hi s  

s e c t i o n  c o m b i n e s  t hose a s s u m p t i o n s  w i t h  a c t u a r i a l  p r o j e c t i o n s  o f  n e t  c ash 

flow, to f o r e c a s t  the f u t u r e  v a l u e s  o f  the  r e t i r e m e n t  s y s tems' to*al 

h o l d i n g s .  T h e  r a t e  o f  r e t u r n  a n d  t otal v a l u e  e s t i m a t e s  a r e  u s e d  t h r o u g h o u t  

t h i s  s t u d y  in the c a l c u l a t i o n  o f  the c o s t s  o f  d i v e s t m e n t .

A s  i n d i c a t e d  in T a b l e  F.2, the e x p e c t e d  r a t e  o f  i n v e s t m e n t  r e t u r n  for the 

M i c h i g a n  r e t i r e m e n t  s y s t e m s  o v e r  the ne x t  t e n  y e a r s  is 12.32%. U s i n g  the 

a s s u m p t i o n s  in T a b l e  F.l, t here is a 9 0 %  p r o b a b i l i t y  that the a c t u a l  t e n  yea r  

r e t u r n  w i l l  be b e t w e e n  6 . 7 %  a n d  17.3%.

B a s e d  o n  the a c t u a r i a l  d a t a  s u p p l i e d  to u s  b y  th e  T r e a s u r e r ,  w e  e s t i m a t e  that

the c o m b i n e d  r e t i r e m e n t  s y s t e m s  w i l l  e x p e r i e n c e  a n  e x c e s s  o f  c o n t r i b u t i o n s

o v e r  e x p e n s e  and b e n e f i t  p a y m e n t s  a v e r a g i n g  $ 2 0 0  m i l l i o n  a y e a r  for the next 

t en years. A s  a result of i n v e s t m e n t  r et urns, t h i s  $2  b i l l i o n  w i l l  g r o w  to 

$ 3 . 6  b i l l i o n  at the end of a decade. A d d i n g  the S e p t e m b e r  30, 1985, v a l u e  o f  

the p o r t f o l i o  c o m p o u n d e d  at 1 2 . 3 2 %  for ten y e a r s  t o  $ 3 . 6  b i l l i o n , g i v e s  an 

e s t i m a t e d  v a l u e  o f  the f ive r e t i r e m e n t  s y s t e m s  p o r t f o l i o s  in 1995 at $ 3 7 . 2  

b i l l i o n .  T h i s  r e p r e s e n t s  a c o m p o u n d  ra t e  o f  g r o w t h  o f  1 3 . 4 8 %  f r o m  the end of
o

S e p t e m b e r ,  1985, p o r t f o l i o  v a l u e  o f  $ 1 0 . 5 1  b i l lion.
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Th e  f o l l o w i n g  T a b l e  F.4 d i s p l a y s  e s t i m a t e d  total p o r t f o l i o  an d  e q u i t y  

p o r t f o l i o  v a l u e s  b a s e d  o n  t h e s e  a s s u m p t i o n s  a n d  a l s o  a s s u m i n g  that  e q u i t i e s  

will r e m a i n  a c o n s t a n t  4 6 %  o f  the total. T h e  v a l u e s  s h o w s  ar e  a n n u a l  a v e r a g e s  

e s t i m a t e d  as the g e o m e t r i c  a v e r a g e  o f  y e a r  e nd  valu e s .

T A B L E  F.4 

P R O J E C T E D F U T U R E  M A R K E T V A L U E S

Y E A R

(in b i l l i o n s  o f  d o l la r s )  

R E T I R E M E N T  S Y S T E M  T O T A L E Q U I T I E S

1 10. 9 5.0

2 12.4 5.7

3 14.1 6 .5

4 15. 9 7 . 3

5 18.0 8.3

6 2 0 . 7 9.5

7 2 3 . 3 10.7

8 2 6 . 5 12. 2

9 3 0 . 0 13.8

10 34.1 15.7
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A P P E N D I X  G 

C O S T  E S T I M A T E S  O F  D I V E S T M E N T  

B A S E D  O N  T H E  S U L L I V A N  P R I N C I P L E S

A p p e n d i x  A  i d e n t i f i e s  t ho s e  f i r m s  o p e r a t i n g  in S o u t h  A f r i c a  an d  N a m i b i a  rhat 

a r e  s i g n a t o r i e s  to  the S u l l i v a n  P r i n c i p l e s  a n d  h a v e  b e e n  r a t e d  in C a t e g o r y  I 

o r  II f o r  c o m p l i a n c e  w i t h  t hose p r i n c i p l e s  b y  A r t h u r  D. Little, Inc. in its 

1 9 8 5  r e p o r t .  M a n y  o f  the large s t  a n d  m o s t  p r o f i t a b l e  c o m p a n i e s  o n  the list 

a r e  s i g n a t o r i e s  and h a v e  r e c e i v e d  o n e  o f  the t w o  h i g h e s t  ratings.

T w e n t y - t h r e e  o f  the 36 c o m p a n i e s  that ar e  in th e  p o r t f o l i o s  and in S o u t h e r n  

A f r i c a ,  q u a l i f y  as h i g h - r a n k i n g  S u l l i v a n  s i g n a t o r i e s .  T h e y  i n c l u d e  IBM, 

G e n e r a l  M o to r s ,  D o w  C h e m i c a l  and G e n e r a l  Elec t r i c .  H i g h  r a n k i n g  S u l l i v a n  

s i g n a t o r i e s  d e f i n e s  a list that p r e c i s e l y  c a p t u r e s  the large s t  ca p i t a l i z a t i o n ,  

i n s t i t u t i o n a l  f a v o r i t e  s t o c k s  w h o s e  e x c l u s i o n  is the p r i n c i p a l  c o n s e q u e n c e  of  

ful l d i v e s t m e n t .

T h e  r e m a i n i n g  13 c o m p a n i e s  in S o u t h  A f r i c a  and N a m i b i a  a c c o u n t e d  for 1 4 . 7 %  o f

th e  t otal e q u i t y  p o r t f o l i o s ,  b y  value, at the en d  o f  S e p t e m be r ,  1985, c o m p a r e d

w i t h  5 7 . 9 %  for the e n t i r e  list o f  36 c o m p a n i e s .  C o s t s  o f  initial

d i v e s t m e n t - r e l a t e d  s a l e s  w o u l d  be r e d u c e d  in thi s  p r o p o r t i o n ;  but i n c r e as e d  

s l i g h t l y  as the s t o c k s  b e i n g  sol d  a re  the m o s t  e x p e n s i v e  t o  t rade in the list
o

o f  36. S i n c e  th e  u n i v e r s e  o f  l arge c a p i t a l i z a t i o n ,  e a s y  t r a d i n g  s t o c k s  w o u l d  

b e  v i r t u a l l y  u n a f f e c t e d , r e i n v e s t m e n t  t r a n s a c t i o n  c o s t s  w o u l d  n o t  be changed. 

F o r  e x a c t l y  the sam e  r e a s o n s  p o s t - d i v e s t m e n t  t u r n o v e r  w o u l d  n o t  increase.

And, for the same  re a s o n s  a g a i n  o u r  a l r e a d y  s m a l l  e s t i m a t e  o f  the o p p o r t u n i t y  

c o s t  o f  f ull d i v e s t m e n t  w o u l d  b e c o m e  zero.



T h e  a v e r a g e  s i z e  o f  p o s i t i o n s  w o u l d  no t  change. T h e r e f o r e  t he r e  w o u l d  be n o  

n e e d  to h i r e  p r o p o r t i o n a t e l y  m o r e  i n v e s t m e n t  a n a l y s t s .  T h e  c o s t  o f  

s u b s c r i b i n g  t o  the I R R C  S o u t h  A f r i c a  R e v i e w  S e r vi c e ,  c o u l d  be r e d u c e d  b y  an 

a n n u a l  p u r c h a s e  o f  the A r t h u r  D. L i t t l e  A n n u a l  R e p o r t  o n  the S u l l i v a n  

s i g n a t o r i e s .

In  S u m m a r y :

I n i t i a l  t r a n s a c t i o n  c o s t s  = .147 X  .15% X 2 = .044%. T h i s  n u m b e r  d i v i d e d  b y  5 

(for c o m p a r a b i l i t y  w i t h  our  e a r l i e r  c a l c u l a t i o n s ;  a l t h o u g h  the task  c o u l d  be 

a c c o m p l i s h e d  e a s i l y  in a m u c h  s h o r t e r  peri o d )  e q u a l s  .009% p e r  a n n u m  for the 

first f ive y e a r s  a f t e r  di v es t m e n t .  A d d i t i o n a l  a d m i n i s t r a t i v e  c o s t s  w o u l d  be 

o n l y  a fe w  h u n d r e d  d o l l a r s  a year, s o  w e  s hall i gn o r e  them. T h e  f o l l o w i n g  

e x h i b i t  t a b u l a t e s  the o n l y  m e a n i n g f u l  c o s t s  o f  a S u l l i v a n  o n l y  d i v e s t m e n t  

p o l i c y .

T A B L E  G.l

T O T A L  C O S T S  O F  A S U L L I V A N  P R I N C I P L E S  D I V E S T M E N T  P O L I C Y  

(All f r o m  initial for c e d  sales and r e p u r c h as e s . )________

Y E A R C O S T  (in m i l l i o n s  o f  d o llars)

1 .44

2 .49

3 .54

4 .59

5 .65

T h e  p r e s e n t  v a l u e  o f  these e x p e n s e s  at a d i s c o u n t  r a t e  o f  1 2 . 3 2 %  is $2,000,000.
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A P P E N D I X  H 

F I X E D  I N C O M E  I N V E S T M E N T S

T h e  im p a c t  o f  d i v e s t m e n t  o n  f i x e d  i n co m e  r e t u r n s  and t r a n s a c t i o n  c o s t s  is 

s m a l l e r  t h a n  it is o n  e q u i t y  p o r t f o l i o s  b e c a u s e  S o u t h  A f r i c a  r e l a t e d  co r p o r a t e  

b o n d s  a r e  a m u c h  s m a l l e r  p r o p o r t i o n  o f  the total b ond u n i v e r s e  ( i n c l u d i n g  

d o m e s t i c  and f o r e i g n  g o v e r n m e n t  and g o v e r n m e n t  a g e n c y  issues) t han the 

c o r r e s p o n d i n g  s t o c k s  are o f  the e n t i r e  e q u i t y  u n iverse. In ad d i t i o n,  it is 

e v e n  m o r e  true o f  the b o n d  m a r k e t  than the s t o c k  m a r k e t  that i n ve s t m e n t  

s u c c e s s  d e p e n d s  on m a k i n g  c o r r e c t  d e c i s i o n s  a b o ut  a f e w  d o m i n a t i n g  factors 

s u c h  as the a v e r a g e  q u a l i t y  and a v e r a g e  d u r a t i o n  o f  the p o r t f o l i o .

In  M i c h i g a n ' s  s p e c i f i c  case, the impact o f  d i v e s t m e n t  o n  the f i x e d  income 

p o r t f o l i o s  is less a g a i n  b e c a u s e  t h e y  o w n  s o  f e w  S o u t h  A f r i c a  r e l a t e d  issues. 

S o u t h  A f r i c a  r e l a t e d  b o n d s  at the e n d  o f  Augu s t ,  1985, h a d  a v a l u e  o f  $ 1 9 6  

m i l l i o n ,  equal to 5 . 1 5 %  o f  the m a r k e t a b l e  b o n d  p o r t f o l i o  a n d  3 . 8 %  o f  the f ixed 

i n c o m e  p o r t f o l i o  as d e f i n e d  in A p p e n d i x  F.

T h e  I m p l e m e n t a t i o n  C o m m i s s i o n  di d  not a s k  us to f o c u s  o n  f i x e d  income 

c o n s e q u e n c e s  p r e c i s e l y  b e c a u s e  t h e y  w e r e  o b v i o u s l y  small. Howev e r ,  for the 

s a k e  o f  the c o m p l e t e n e s s  o f  thi s  study, w e  e s t i m a t e  the o p p o r t u n i t y  cost of  

d i v e s t m e n t  o n  the fi x e d  income p o r t f o l i o  at z e r o  and the t r a n s a c t i o n  cost of 

i m p l e m e n t i n g  d i v e s t m e n t  as

$ 1 9 6  m i l l i o n  X  1.0% =  $ 2 . 0  m i l lion.

W e  a s s u m e  that the p r o c e e d s  f r o m  the d i v e s t m e n t  s a l es  c o u l d  be r e i n v e s t e d  in 

g o v e r n m e n t s ,  a g e n c i e s  or c o r p o r a t e  n e w  is s u e s  at ne t  p r i c es .  *



Alaska jiiaie legislature
Bouse  o f  Representatives

Committee on State Affairs Pouch V 
State Capitol 

Juneau, Alaska 99811Official Basinets

F e b r u a r y  3, 1986

Mr. D a v i d  R o s e
E x e c u t i v e  D i r e c t o r
A l a s k a  P e r m a n e n t  F u n d  C o r p o r a t i o n
P o u c h  4 - 1 0 0 0
Ju n e a u ,  A K  9 9 802

T h e  H o u s e  S t a t e  A f f a i r s  C o m m i t t e e  h a s  s c h e d u l e d  a 
t e l e c o n f e r e n c e d  p u b l i c  h e a r i n g  on  H B  465 "An A c t  r e l a t i n g  t o  
f i s c a l  m a t t e r s  i n v o l v i n g  t h e  s t a t e  a n d  p e r s o n s  d o i n g  b u s i n e s s  
in t h e  R e p u b l i c  o f  S o u t h  A f r i c a "  for M o n d a y ,  F e b r u a r y  10, 19 8 6  
f r o m  3: 0 0  t o  4 : 3 0  p.m.

W e  i n v i t e  y o u r  p a r t i c i p a t i o n  a t  t h i s  p u b l i c  h e a r i n g  a n d  w i l l  
c o n t a c t  y o u r  o f f i c e  l a t e r  t h i s  w e e k  t o  c o n f i r m  y o u r  
a t t e n d a n c e .  W e  u n d e r s t a n d  t h a t  t h e  P e r m a n e n t  F u n d  B o a r d  is 
a l s o  m e e t i n g  o n  F e b r u a r y  1 0 t h  in J u n e a u  a n d  e x t e n d  o u r  
i n v i t a t i o n  t o  t e s t i f y  o r  a t t e n d  t h e  h e a r i n g  t o  all o f  t h e  
t r u s t e e s .

S i n c e r e l y ,

Rep. K a t i e  H u r l e y  
C h a i r



BILL SHEFFIELD, GOVERNOR

O E I» A H T > IE !V T  O F  R K V K .M ’K PO UC H S
JUNEAU . ALASKA  99811  
PHONE: (9 0 7 ) 4 6 5 -2 3 00

OFFICE OF THE COMMISSIONER

D e c e mb e r  16, 1985

The H o n o r a b l e  K a t h e r i n e  T. Hurley 

Ch a i r m a n

House S t a t e  A f f a i r s  C o m m it t e e

I w o u l d  like to respond to you r  letter of N o v e m b e r  25 c o n c e r n i n g  the 

fi nancial c o n s e q u e n c e s  of d i v e s t i t u r e  of State funds i nv ested in U.S. 

c o r p o r a t i o n s  d oing business in S o u t h  Africa. I trust this r es p o n s e  will 

s u f f i ce  to answer the same q u e s t i o n s  you asked of C o m m i s s i o n e r  Eleanor A n d r e w s

in a letter w h i c h  she has referred to me.

W i t h  respect to the Per m a ne n t  Fund, I w ould like to refer your q u e s t i o n s  to 

the Perm a n e n t  Fund C o r p o r a t i o n  so that they may respond to you directly. I 

shall answer your que s t i o n s in the o r d e r pr e s e n t e d  wit h  regard to all other 

funds.

1. What is the b r e a k d o w n  of Al as k a  in ve s t m e n t s  and p u b l i c  funds i n v ested in 

So u t h  Afric a ?

Pl e a s e  see the e n c l o s e d table w h i c h p r o v i d e s  a m o u n t s  as of S e p t e m b e r  30, 

1985 w h i c h  were i n v ested in banks or c o r p o r a t i o n s  with o pe r a t i o n s  in S o u t h  

Africa. T h e s e  banks and c o r p o r a t i o n s  were i d e n t i f i e d on the b a s i s  of a 

J a n u a r y  1985 list of 284 c o m p a n i e s  p u b l i s h e d  by the I n v estor R e s p o n s i b i l i t y  

R e s e a r c h  Ce n t e r  (IkRC).

I w o u l d  like to stress that no funds are invested by the S t a t e  in S o u t h  

Africa, either in the equity or debt s e c u r i t i es  of S o u t h  A f r i c a n  banks or

co r p o r a t io n s ,  the debt s e c u r i t i e s  of the S o ut h  A f r i c a n  govern m e n t ,  or

d i r e c t l y  in gold, property, or m o r t g a g e  loans on p r o p e r t y  in S o u t h  Africa.

It is e ven a r g uable whet h e r  St a t e  funds are i n v ested i n d i r e c t l y  in S o u t h  

Af r i c a  s in c e  in purc ha s i n g  s e cu r i t i e s  of c o m p a n i e s  with o p e r a t i o n s  in S o u t h  

A f r i c a  S t a t e  funds go to the se l l e r  of the security, not the c o m p a n y  that 

issued the security. (All S tate p u r c h a s e s  of c o r p o r a t e  s e c u r i t i e s  are in 

the s e c o n d a r y  market.)

I w o u l d  like to note that the IRRC list is not n e c e s s a r i l y  an a d e q u a t e  

or fair m e a s u r e  of the s i g n i f i c a n c e  of U.S. c o r p o r a t e  a c t i v i t y  in the S o u t h  

A f r i c a n  economy. Many o ther c o r p o r a t i o n s  w i th o u t  e m p l o y e e s  in S o u t h  A f r i c a  

sell goods, either d i r e c t l y  or through middlemen, or buy S o u t h  A f r i c a n
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e x p o r t s — p a r t i c u l a r l y  s t r a t e g i c  metals such as platinum, manga n e se ,  chrome, 

e t c . — in q u a n t i t i e s  w h i c h  far o u t w e i g h  in e c o n o m i c  s i g n i f i c a n c e  the 

a c t i v i t i e s  of man y  c o m p a n i e s  on IRRC's list.

T h e s e  q u e s t i o n s  a b o u t  the s cope of e c o n o m i c  a c t ivity as well as very 

p r a c t i c a l  i n f o r m a t i o n - g a t h e r i n g  p r o b l e m s  lead to widely d i v e r g e n t  rosters 

of c o r p o r a t i o n s  i n v o l ve d  in S o u t h  Africa. They vary in number of c o m p a n i e s  

f r o m  201 to 6,000. W i t h  all the merger, d i v e s titure, buy-out, and raider 

a c t i v i t y  g o i n g  on in toda y ' s  c o r p o r a t e  world, m o n i t o r i n g  of S outh Afri c a n  

c o n n e c t i o n s  n e c e s s a r i l y  is q u i t e  imprecise.

Tha t  said, you will note that the

of d o m e s tic c o m m o n  stock i n v e s t m e n t s / ^  ___________________________

pe r c e n t  o f _c b r p o r a t e  bonds, an d  1 0 O ~ p e r c e n t  of i n t e re s t - b e a r i n g  bank *~“ 

d e p o s i t s  w e r e  invested in f irms w i t h  o p e ra t i o n s  in S o u t h  A f r i c a  on 

S e p t e m b e r  30, 1985. It is p r o b a b l e  that the p e r c e n t a g e  for foreic co m m o n  

stock i n v e s t m e n t s  is higher than domestic, but we do not have any 

in f o r m a t i o n  to identify such c o m p a n i e s  at this time.

Th e  d o m e s t i c  c o m p a n i e s  in w h ic h  the S t a t e  was invested on S e p t e m b e r  30, 

w h i c h wer e  in S outh Africa, i n c l ud e  Ge n e r a l  Motors, Ford, G e n er a l  Electric, 

Mobil, Xerox, IBM, Kodak, W e s t i n g h o u s e ,  Dow, DuPont, Gillette, Revlon, 

J o h n s o n  & Johnson, Jo h n  Deere, NCR, Coca-Cola, Pepsico, Sohio, Go o d  Year, 

Boeing, Lilly, H e w l e t t - P a c k a r d ,  3M, B r i s t o l - M e y e r , Singer, and m a n y  other 

h o u s e h o l d  names.

2. W hat is the risk of losing p u b l i c  funds invested in S o u t h  A f r ic a ?  W h a t  is 

the d eg r e e  of n o n - m a r k e t  risk? W h a t  is the risk if we d on't divest?

T h e r e  is alm o s t  no risk of loss of pub li c  funds. Again, we do not 

invest f unds in S outh Africa. We invest some funds in the stock of U.S. 

and f o r e i g n  m u l t i n a t i o n a l  c o r p o r a t i o n s  w h ic h  may or may not do b u s i n e s s  in 

So u t h  Africa.

T h o s e c o r p o r a t i o n s  w h i c h  a c t u a l l y  have p h y s i c a l  ass e t s  in S o u t h  A f r i c a  

are h e a v i l y  capitalized. The value of the S outh A f r i ca n  assets is such a 

small p o r t i o n  of their total w e a l t h  that loss of the en t ir e  value of those 

assets would not have m a t e ri a l  l o n g - t e r m  affe c t  on the value of the s h a r e s  

of s tock hel d  by the r e t i r e m e n t funds.

Th e  f o l lo w i n g  i n f o r m a t i o n  from the " S t a ti s t i c s  of Income Bu l le t i n "  

p u b l i s h e d  by the IRS and c o v e r i n g  1980, the mos t  recent y ear available, 

il l u s t r a te s  how p e r i p h e r a l  S o ut h  A f r i c a n  o p e r a t i o n s  are to U.S. 

c o r p or a t i o n s .  A ss e t s  of S o u t h  A f r i c a n  c o m p a n i e s  c o n t r o l l e d  by U.S. 

c o r p o r a t i o n s  were $5.1 billion, less than 1/2 p e r c e n t of the $ 1 , 4 5 7 . 5  

bi.l’ion in total as s e t s  of the 1,474 c o n t r o l l i n g  corpor a t io n s .  T h e  $493 

m i l l i o n  in taxa b l e income from S o ut h  A f r i c a n  op e r a t i o n s  was s l i g h t l y  mor e

e n c l o s e d  table shows t h a t ,40 p e r c en t  

82 percent'--of c o mm e r c i a l  p a p er‘i"‘2'4'â '
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than 1/2 p e r c e n t  of the $ 7 7 . 7  b i l l i o n  in total taxable income for these 

c o r p o r a t i o n s  and o n l y  1 p e r c e n t  of their total taxa b l e  income fro m  f o r e i g n  

sources.

I n d i v i d u a l  c o r p o r a t i o n s  w h i c h  are h e a v i l y  invested in a s s e t s  in S o u t h  

A f r i c a n  w o u l d  not be s u it a b l e  as i n v e s t m e n t  o p p o r t u n i t i e s  in any event. 

G i v e n  c u r r e n t  c o n d i t i o n s  in S o u t h  Africa, suc h  stocks w ould not a c c o r d  w i t h  

the s t a t u t o r i l y  m a n d a t e d  "prud e nt  inves t or  rule."

A s i m i l a r  q u e s t i o n  is p r e s e n t e d  w h e n  d i s c u s s i n g  the s tock of 

c o r p o r a t i o n s  w h i c h  t r a d e  wi t h  S o u th  A f r i c a n  c o r p o r a t i o n s  but have no 

p h y s i c a l  a s s e t s  loca t e d  in S o u t h  Africa. A t  that p oint one must e x a m i n e  

the vo l u m e  of sales or p u r c h a s e s  f r o m  S o ut h  A f r i c a - b a s e d  c o m p a n i e s  to 

d e t e r m i n e  the r e l a t i o n s h i p  to total sales or purchases. A si g n i f i c a n t  

p e r c e n t a g e  of sales or p u r c h a s e s  to total volume would indicate a d e g r e e  of 

risk to the c o r p o r a t i o n  w h i c h  should not taken by the r etirement funds, 

again, in an y event. Thus, a c o r p o r a t i o n  dealing, for example, in S o u t h  

A f r i c a n  m e t a l s  deemed of indus t r ia l  or s t r a t e g i c  importance w ould be a h i g h  

risk i n v e s t m e n t  w h i c h  w o u l d be i n a p p r o p r i a t e  as an investment vehic l e  

u n l e ss  that trading was a m i n or  par t  of the c o r p o r a t i o n ' s  business.

As an i l l u s t r a t i o n  of these points, c on s i d e r  G e n e r a l  M o t o r s  w h i c h  has

an a s s e m b l y  p l a n t  and d i s t r i b u t i o n  n e t wo r k  in S o u t h  Africa. Th e  r e t i r e m e n t  

funds' risk depe n d s  on the Un i t e d  St a t e s  economy, GM's w o r l d w i d e  sales, and 

f o r e i g n  c o m p e tition, p a r t i c u l a r l y  f ro m  the J apanese. Loss of all G M ' s  

assets in S o u t h  Af r i c a  w o u l d  have  n e g l i g i b l e  effect on share values or 

profits.

N o n - m a r k e t  risks a s s o c i a t e d  w i t h  d i v e s t m e n t  incl u d e  the need to 

d i v e r s i f y  i n v e s t m e n t s  an d  to a s s u r e  l iquidity. S o m e  of the p r o b l e m s  in 

doing so are a d d r e s s e d  in a r t i c l e s  e n c l o se d  w i t h  this letter.

3. How w ould l i m i ti n g  the p o r t f o l i o  to n o n - S o u t h  Afri c a  i n v e s t m e n t s  a f f e c t  

p e r f o r m a n c e  in the s h o r t  and long term?

E n c l o s e d  is a c a l c u l a t i o n  of the effect on the r e t i r e m e n t funds' 

p e r f o r m a n c e  e s t i m at e d  over a f i v e - y e a r  period. A s  you can see, the o v e r a l l  

\  loss is e s t i m a t e d  at a p p r o x i m a t e l y  $178  million. This is not a d o l l a r

/  o u t f l o w  but a loss of o p po r t u n i t y . Th e  ef f e ct  on the r et i r e m e n t  funds

w ould be to i n crease the re q uired e m pl o y e r  c o nt r i b u t i o n s .

Th e  r e t i r e m en t  fund e m p l o y e r  c o n t r i b u t i o n  rates are set a n n u a l l y  at a 

level to fund r e t i r e m e n t  b e n e f i t s  for c u r r e n t  emp l oy e e s  as well as to 

retire the a c c u m u l a t e d  u n fu n d e d  l i a b i l i t y  o ver a 25-year period. Both 

funds are d e e m e d  on an act u a r i a l basis to be funded in excess of 80 

percent. W e  are g r a d u a l l y  l i q u i d a t i n g  the b a l a n c e  to a c h i e v e  100 p e r c e n t  

funding. The rate of l i q u i d a t i o n  of the u n f u n d e d  liability has been
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a c c e l e r a t e d  because of the p e r f o r m a n c e  of the funds' portfolios. However, 

were the reti r e m e n t funds c o n s t r a i n e d  in the scope and q u a li t y  of their 

inve s t m en t s ,  we m i g h t  be unable to a d h e r e  to the l i q u i d a t i o n  s c h e d u l e  under 

the p r e s e n t  c o n t r i b u t i o n  rates. If that w ere to occur, rate incr e a s e s  

w ould be appl i ed  not only to the S t a t e  but to all of the m u n i c i p a l i t i e s  and 

school d i s t ri c t s  w h o  are m e m b e r s  of the funds. E n c l o s e d  are lists of these 

o t h e r  e m p l o y e r  m e mb e r s  and their c o n t r i b u t i o n  rates.

A l s o  e n c l o s e d  are three docu m e n t s  that p r o v i d e  some b a c k g r o u n d  on the 

e f f e ct  of S o u t h  African, d i v e s t i t u r e  on i n v e st m e n t  perfo r m a n c e .  O n e — "South 

A f r i c a n  D i v e s t me n t :  Th e  I n v e s t m e n t  I s s u e s " — is a r e s e a rc h  piece that

a p p e a r e d  in the Fin a n ci a l  A n al y s t s  J o u r n a l . The o t h e r  two are letters from 

T r i n i t y  Inves t m en t  M a n a g e m e n t  C o r p o r a t i o n  to the Ne w J e r s e y  D ep a r t m e n t  of 

T r e a s u r y  that point out som e  of the ver y  p r a c t i c a l  p r o bl e m s  that d i v e st m e n t  

p o s e s for i nv e s t m e n t  performance.

4. What w o u l d  be the effect of d i v es t m e n t  if it w ere c o n d u c t e d  g r a d u a l l y  over 

a two, six, twelve, or tw e n t y - f o u r  m o n t h  perio d ?

The o n l y  prud e n t  time frame for d i v e s t m e n t  w o u l d  be five y e a r s  unless 

e x t r a o r d i n a r y  losses were acceptable. In o r de r  to ad h e re  to any ex te n t  to 

the p r u d e n t  investor rule, re p l a cement i n v e s t me n t s  must be sought w hich 

will m i n i m i z e  risk. B e c a u s e  the funds would be limited to c o r p o r a t i o n s  of 

lower c a p i t a l ization, the a m o u nt s  invested in any one firm would have to be 

scaled down. Thus, finding a lt e r n a t i v e s  and achi e v i n g  a b a l anced p o r t f o l i o  

would take several years. It could not be a c c o m p l i s h e d  in months if the 

p r u d e n t  i n v estor rule is retained.

5. If the S t a t e  decided to divest, what w ould be the actual t r a n s a c t i o n  costs?

The fol lo w i n g  e s t i m a t e  of trading c o s ts  is based on an a n a l y s i s  by 

T h o m a s  Loe b  as summa r iz e d  in the "South A f r i c a n  Divest me n t :  The I n v e s t me n t

Issues" article. The e s t i m a t e  includes di re c t  bro k e r  c o m mi s s i o n  costs, 

m a r k e t - m a k e r  spreads, and the impact on p r i c e  as a result of trading.

The o n o - t j jT ip  c o s t  __,gf selling S outh A f r i c a - r e l a t e d  stocks w o u ld  be 1.5 

percent, otT J ^ , 1 9 0 , 0 0 0 , of the value of the s t o c k s  sold, $146, 100,000 as 

of S e p t e m b e r  30, 1985. If the S tate w ere to buy S o u t h  A f r i c a - f r e e  

re p l a c e m en t  stocks (which is not assum e d  in the e nc l o s e d  e s t i m a te  of 

p o r t f o l i o  per f o r m a nc e ,  rather S outh A f r i c a - r e l a t e d  stocks are r e pl a c e d  with 

fixed income s e cu r i t i e s  whose a c q u i s i t i o n  c o s t  w o u ld  be less than stocks), 

the a c q u i s i t i o n  c ost would be $ 3 , 3 0 0 , 0 0 0  as of S e p t e m b e r  30, 1985. T hese 

costs w ould increase in the future as the S t a t e’s stock p o r t f o l i o  g r ow s  and 

the a v er a g e  size of the State's p o s i t i o n  in any o n e  stock increases.

Th e  size of stock h o ld i n g s  in any o n e  c o m p a n y  is i m portant b e c a u s e  the 

g r e a t e r  the size of the holdings, r e l ative to a c o m p a n y ' s  total m a r k e t
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c a p i t a l i z a t i on ,  the g r e a t e r the impact a trade of that hold in g  has on 

m a r k et  prices. The aver a g e  p o s i t i o n  siz e  of the State ' s  h o l dings of any 

one c o m p a n y  on S e p t e m b e r  30, 1985 was $ 1 , 0 7 8, 0 0 0 .  I n t e r po l a t i o n  of the 

Loe b  a n a l y s i s  for a p o s i t i o n  of this size m eans that the S tate w o u l d  incur 

trading c o s t s of 1.5 p e r c e n t  for S o u t h  A f r i c a - r e l a t e d  c o m p a n i e s  (large blue 

chips) as o p p o s e d  to 2.3 p e r c e n t  for r e p l a c e m e n t  stocks (small 

c a p i t a l i z a t i o n  stocks).

A s e c o n d  trad i ng  cost e f f e c t  w ou l d  be a t t r i b u t a b l e  to dives t m e n t  

b e c a u se  of the .8 perce n t  higher c ost of t r a d in g  the r e p la cement stocks on 

a n  o n - g o i n g  basis. For the first q u a r t e r  of FY 86, total domestic com m o n  

stock sales and p u r c h a s e s  for the r e t i r e m e n t  systems wer e  $131 million, or 

$524 m i l l i o n  at an annual rate. M u l t i p l y i n g  the S e p te m b e r  30, 1985 ratio 

of S o u t h  A f r i c a - r e l a t e d  stocks in the r e t i r e m e n t  system, 40 percent, by the 

.8 p e r c e n t  higher trading c osts that w o u l d  be i n c urred p e r m a n e nt l y  on the 

t u r n ov e r  in this p o r t i o n  of the p o rtfolio, and the p r o j e c t e d  $524 m i l l i o n  

t u r n o v e r  for FY 86, one gets an increase in FY 86 trading costs related to 

d i v e s t m e n t  of $ 1 , 6 77,195. E s c a l a t i n g  this c ost by the p r o j e c t e d  gr o w t h  in 

the r e t i r e m e n t  funds stock p o r t f o l i o s  (as c o n t a i n e d  in J a m e s  W i l s o n ' s  

e n c l o s e d  memo) on e  would get the f o l l o w i n g  an n u a l  and total trading costs 

for div e s t m e n t :

D i v e s t m e n t ' s  Effect on Tr a d i n g  Costs

A n n u a l  Inc re a s e d  T u rn o v e r  Costs

FY 86 

F Y  87 

FY 88 

FY 89 

FY 90

T o t a l  I n c r e a s ed  T u r n o v e r  Costs 

O n e - T i m e  D i v e s t m e n t  Costs 

Sale

Pu r c h a s e

T o t a l  F i v e- Y e a r  Trading C osts

In co n c l us i o n ,  the D e p a r t m e n t  of R e v e n u e  b e l i e v e s  that there w ould be 

s i g n i f i c a n t  c osts a t t a c h e d  to a S o u t h  A f r i c a n - r e l a t e d  d i v e s t m e n t  program. In 

ad d i t i o n  to the a p p r o x i m a t e l y  $200 m i l l i o n  in o p p o r t u n i t y  losses and 
t r a n s a c t i o n  c osts detailed in this letter, there w o u l d  be real if 

n o n - q u a n t i f i a b l e  costs for a d di t i o n a l  a d m i n i s t r a t i v e  efforts to moni to r  and 
e n s u re  compliance.

$ 1,677,195 

2,322,770 

2,961,855 

3,656,090 

4,386,010

$ 1 5 , 0 0 3 , 9 2 0

2.190.000

3.300.000

$2 0 ,4 9 3 , 0 0 0
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In the 1970s and early 1980s, c o r p o r a t i on s  of lesser c a p i t a l i z a t i o n  

o u t - p e r f o r m e d  the blue chips w h i c h  c o n s t i t u t e  the core of S tate inves t m e nt  

p o r t f o li o s .  Because of this, there are those who will assert that dives t m e nt  

wo u l d  not h a r m  i nvestment performance, even though the record for small 

c a p i t a l i z a t i o n  stocks since 1981 has not been good.

S m a l l  c a p i t a l i z a t i o n  stocks are more risky and the returns from them m ore 

v olatile. It is wi d e l y  r ecognized in the re s e a r c h  liter at u r e  on this issue 

that no study has a d d re s s e d  what the returns w o u l d be for a South A f r i c a - f r e e  

p o r t f o l i o  that is r e s t ru c t u r e d  so as to m a i n t a i n  the same level of risk. Th e  

returns m i g h t  not n e c e s s a r i l y  be greater than p o r t f o l i o s  w ith South 

A f r i c a - r e l a t e d  stocks.

Th e  p o s s i b i l i t y  of d i m i n i s h ed  returns would be c o m p o u nd e d  in A l a s k a ' s  case 

b e c a u s e  of sta t u to r y  res t r i c t i o ns  on i n v e s t m e n t s  that are d e si g n e d  pre c i s e l y 

to a v o i d  g r e a t e r  risk. Such s t atutory p r o v i s i o n s  as limiting c o m m o n  stock 

i n v e s t m e n t s  to c o m p a n ie s  that have paid d i v i d e n d s  in each of the last three 

y e a r s  w o u l d  be a muc h  more o n e r o u s  re s t r i c t i on  if the field were  limited to 

small c o m p a n y  stocks rather than blue chips.

Thus, d i v e s t m e n t  cannot be viewed in i s o l a t i on  but must be c o n s i d e r e d  in 

l ight of the overall risk p o s t u r e  of State investments. D i v e s t m e n t  would 

p r e c i p i t a t e  a major r e s t r u c t u r i n g  of S tate i nvestment p o r t f o l i o s  w i t h  results 

that would be less than certain.

If t here is any a d d i ti o n a l  in f o r m a t i on  that the D e p a r t m e n t  can p r o v i d e  or 

if yo u  hav e  a d d i t i o n a l  questions, p

M A N / M B / g b

85-125

E n c l o s u r e s



HOUSE STATE A F F A I R S  C O M M IT T E E  

S E P T E M B E R  10, 19R5 

9:00 AM

C A L E N D A R : HC R  17 " R e l a t i n g  to In vestment of S tate Ass e t s  in C o m pa n i e s  doing

b u s i n e s s  w i t h  the R e p u b l i c  of South Af r i c a . "

PRESENT: R e p r e s e n t a t i v e s  K a t i e  Hurley, "Red" Boucher, Mik e  Navarre, V i r g i n ia

Co l l i n s ,  R oger Jenkins, M. Mike M i l l e r  (in Juneau)

TAP E II SIDF. A

R e p r e s e n t a t i v e  Katie Hurley:

W e  have before us House C o n c u r re n t  R e s o l u t i o n  17 w hich was introduced by 

R e p r e s e n t a t i v e  Dun c an  and Clocksin r e l a t i n g  to State I n v e st m e n t s  in Com p a n i e s d o i n g  

bu s iness w ith the Affa i r s  Committee. We did schedule a h e a r i n g  and at the request 

of the s po n s o r s  that h e a r i n g  was c ancelled. A c t u a l l y  it was the first m e e ti n g  of 

the C o m mi t t e e  on it and I believe R e p r e s e n t a t i v e  Clocks i n  w ill s p e a k  to this w hen he 

m a k e s  his comments. W e  h a v e  sent out c o n s i d e r a b l e  information and notices to peo p l e  

around the state that this hear i n g  w ould be held. At the time that I scheduled 

this, I did not realize that it was g o i n g  to be so timely as it is in the news these 

days. W hen I a t t ended the National C o n f e r e n c e  of State L e g i s l a t o r s  in Seattle, the 

e a r l y  part of the month, I listened in on a panel of 4 n a t i o n a l pe o p l e  w ho  were  

s p e a k i n g  on both sides of this issue and it was v e r y  e n l i g h t e n i n g  for me and I 

r e quested the tapes of that h e a r i n g  and so d u r i n g  the next w i n t e r  I expect that 

those of us wh o  want to be more informed wil l  be able to listen to those and get



m o r e  information. T w o  of the m e m b e r s  of that panel w i l l  be c o m m u n i c a t i n g  w i t h  us 

today. One from N e w  Y o r k  C i t y  D u m isami K u m a l o  w h o  is from the C o m m i t t e e  on South 

Africa. He is a c i t i z e n  of South Af r i ca  wh o  n o w  lives in N e w  Y o r k  City and w o r k s  

and travels around the c o u n t r y  s p ea k i n g  to the subject. And also with  us is Mr.

J ohn H a r r i n g t o n  wh o  r e p r e s e n t s  W o r k i n g  Assets. He u n f o r t u n a t e l y  wil l  not be able to 

stay all day but will be able to be w i t h  us this morning.

I al s o  heard that the C o n s u l  of the S o u t h  A f r i c a n  C o n s u l a t e  Gene ra l  w a s  g o i n g  to be 

in A l a s k a  this wee k  and co n tacted her, C h r i s t i n e  Joelson, and she indicated to me 

she w ould not be able to be in A n c h o r a g e  but she would be in Ju n e au  and was v e r y  

pleased to k n o w  we hav e  this won d e r f u l h o o k - u p  in the state and we had set a time 

that she w ould be s p e a k i n g  to us at three o ' c l o c k  this after n o o n .  However, on F ri d a y  

my office received a phone call from her that her s up e r i o r  had told her she could 

not speak p ub licly on the subject but w ould be h a p p y to meet p r i v a t e l y  w i t h  people. 

I've been trying to get in touch with he r  to tell her that it is not ou r  p o l i c y  in

the state to d i s c u s s  the stat e' s  b u s i n e s s  in p r i vate, that w e  hav e  a public m e e t i n g

l a w  and I will be i n f o r m i n g  her of that. She does intend to be here at the end of 

the w e e k  so some of y ou  m a y  be g e t t i n g  calls to m eet w i t h  her.

I do not w is h  to go into mor e  of the d e t a i l s  about the r e s o l u t io n  but I w o u l d  like

at this time to have one of the co- s p o n s o r s,  Rep. C l ocksin, s peak to us. Also, I 

wan t to take note of the fact that S e n a t o r  F i s c h e r  w h o  is the prime spon s o r  of the 

R e s o l u t i o n  in the Senate is wit h  us and w i l l  be g i vi n g  us some open in g  remarks.

And to those of you around state, w e l c o m e  and I hope that we w ill all learn more 

about this ve r y  i m p o r t a n t  issue.
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Rep. M. Mik e  M i l l e r  in Jun e a u  asked if the plans f him to escort the consul w ere 

no w  obsolete.

I w ould assume that since she said she did not w i s h  to attend that there is no 

o b l i g a t i o n  on y o u r  part Rep. M il l e r  but if you w i s h  to invite her to come I think it 

w o u l d  be i n t e r e s t i n g for her. M a y b e she m i g h t  c h a n g e  he r  mind and give us a 

s t a t e m e n t .

R e p r e s e n t a t i v e  C l o c k s i n  thanked Rt>p. Hurley.

R e p r e s e n t a t i v e  C l o c k s i n  :

F o r  the record, m y  name is Rep. Don C l o cksin. I am a s p o n s o r  of H ouse C oncurrent 

R e s o l u t i o n  #17 r e l a t i n g  to I n v e s t m e n t s  of S tate Ass e t s  in C o m p a n i e s  doing Business 

w i t h  the R e p u b l i c  of S outh Africa. It is my intent, Rep. Hurley, simply to state 

som e of the b a c k g r o u n d  around this leg i s l a t i o n,  b r i e f l y  state my position, and then 

d e f e r  to the o ther e x pe r t s  and o th e r  inter e s t e d  people w h o  w i s h  to testify on this.

I can talk to you, Rep. Bouc h e r and Rep. M i l l e r  at any time but some of these o ther 

p e o p l e  don't have that opportunity.

First, w i t h  regard to the backg r o u n d  of this R e s o l u t i o n  let me emp h a s i ze  that the 

p r i m e s p o n s o r  of the R e s o l u t i o n  is Rep. Duncan w h o  is the p rime m o t i v a t i n g  force 

that caused the R e s o l u t i o n  to be filed. I wa s  w o r k i n g  on l e g i s la t i o n  as wel l  and 

w h e n  I disc o v e r e d  that Rep. Duncan was f i l i n g  his, I c o - s p o n s o r e d  it.
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Let me also point out of course that there is a Senate R e s o l u t i o n  also p e n d i n g  was 

s p o n s o r e d  by Senat o r  F i s c h e r  and I should n ot e  that S e n a t o r  F i s c h e r  is no n e wc o m e r  

to this issue. He also filed a R e s o l u t i o n  last yea r  in 1984, on the subject, so 

there is a c o n t i n u i n g  i n terest a m o n g  a n u m b e r  of us as we took the lead of S e n a t o r  

F i s cher.

T h e  R e s o l u t i o n  is a request to the G o v e r n o r  to divest state as s e ts  in c o m p a ni e s  that 

do b u s i n e s s  w it h  South Africa. That R e s o l u t i o n  was to be t aken up for h e a r i n g  by 

y o u r  c o m m i t t ee  at our request and w i t h  you r  c o o p e r at i o n .  Th e  R e s o l u t i o n  that I 

e m p h a s i z e  was a requ e s t  to the Go vernor. S h o r t l y  b e f o r e  the h e a r i n g  we received a 

proposed fiscal impact a n a l y s i s by the A d m i n i s t r a t i o n  that i n d i c a t e d  for the first 

y e a r  of i m pl e m e n t a t i o n  of s uch d i v e s tm e n t  it would cost $21 m i l l i o n  a year. That 

f i s c al  a n a l y s is  met w i t h  some su r prise by m a n y  of us b e c a u s e ou r r e s e a r c h  has 

i n d i c a t e d  that d i v e s t m e n t  ha°. not cost m o n e y  in most of the a reas w h e r e  it has 

o c c u rr e d  and that the amount of r e v e n u e  r e ce i v e d  from a l t e r n a t i v e  invest m e n ts  equ al s  

or e x ce e d s  that amount of m o n e y  received f r o m  i nv e s t m e n t s  in c o m p a n i e s  d o i n g  

b u s i n e s s  in South Africa. So we are a bit n o n p l u s s e d  with suc h a h i g h  fiscal note 

of the Resolution.

In addition, in i nf ormal c o n v e r sa t i o n s  w i t h  m e m b e r s  of the A d m i n i s t r a t i o n ,  we were  

i n f o r m e d  that b e c au s e  it was a request, the A d m i n i s t r a t i o n ,  if the r esolution were  

passed would ignore it and w ould not c o m p l y  w i t h  the request. In light of those two 

d e v e l o p m e n t s ,  Rep. D u n c a n  and I req u e s te d  you, Rep. Hurley, to hold the R e s o l u t i o n  

w h i l e  we evaluated the fiscal inform a t i o n  and w h i l e  we e v a l u a t e d  the fact that they 

w o u l d  not c o o p e r a te  w ith the request. In r e s p o n s e  to that, we are n o w  c o m f o r t a b l e
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and yo u  w i l l  h e a r  o t h e r s  testify to this, we are n o w  c o m f o r t a b l e  that the cost will 

not be a n y w h e r e  near what the A d m i n i s t r a t i o n  o r i g i n a l l y  indicated. Secondly, we 

h av e  ordered up a request from the bill d r a f t i n g  folks in Jun e a u  for legisla t i o n  

that will m a n d a t e  d i s i n v e s t m e n t  of state assets. Y o u  do not hav e  that l e g i s l at i o n  

b e f o r e  yo u  but I hope at least the focus of my t e s t i m o n y  is m a n d a t i n g  d i s i n v e s t m e n t  

p o l i c y  rather than a v o l u n t a r y  d i s i n v e s t m e n t  policy since that po l i c y a p p a r e n t l y  

w o u l d not h a v e  been succes s f u l .  So that g i v e s us the ba c k g r ou n d .  W h i l e  H o u s e  

C o n c u r r e n t  R e s o l u t i o n  17 is still v i a b l e  and T still support it, there is a bet t e r  

s o l u t i o n  and that s o lu t i o n  w i l l  be refer red to you r c o m m i t t e e  upon our b e g i n n i n g  

the session in January.

D i s i n v e s t m e n t ,  as I p er c e i v e  it, is « d i r e c t i o n  to all of state govern m e n t ,  

i n c l u d i n g  the Per m an e n t  Fund, to w i t h d r a w  state funds from any c o m p a n y  that does 

b u s iness in S outh Africa. That m e a n s  that ou r  money, the p e o p l e ' s  m o n e y  in Ala s k a  

w o u l d  not be used to invest in the g o v er n m e n t  of South A f ri c a  and I hasten to add 

that r e s e a r c h  ind i c a t e s  none of our m o n e y  is p r e s e n t l y  i n v ested in the g o v e r n m e n t  of 

S outh Africa, and secondly, that we not invest in any c o m p a n y  that does b u s in e s s  in 

South Africa. The issue gets m ore co m p l i c a t e d  whe n  yo u  start tr y i n g to trace 

f u n d i n g  sour c e s  and p r o h i bi t  indirect investment. F o r  example, the c i r c u m s t a n c e s  

w h e r e  the S tate of A l a s k a  invests in a b a n k  w h i c h  then turns around and invests in a 

co m p a n y  w h i c h  inve s t s  in S outh Africa. I d e f e r  to the w i s d o m  of this com m i t te e  and 

any ' lture c om m i t t e e  that may c o n s i d e r  this l e g i s l a t i on  as to the technical 

f e a s a b i l i t y  of i m p l e m e n t i n g  d i v e s t m e n t  to that degree. The p r i m a r y  goal is to not 

spend our m o n e y  in South Af r ic a  and w h a t e v e r  t e c hnical c h an g e s  are n e c e s s a r y  to 

i m p l e m e n t  that goa l  are the ones that T support. A n o t h e r  point I t hi n k  to be made 

w i t h  regard to what I w o ul d  like to see is in the Resolu t io n .  If y o u  will not e  on
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the b o t t o m  of the first page of the R e s o l u t i o n  it has "in prudent m a n n e r  without 

u n n e c e s s a r y  loss of earnings", its a "with all d e l i b e r at e  speed p r ov i s i o n "  that is 

d e s i g n e d  to allow, to assure we do not s u f f e r  losses based on d i s tress sales if you 

can use that term. We do not want a p r e m a t u r e  h a s ty  w i t h d r a w a l  that would cost the 

s t a t e  a great deal of m o n e y  when d iv e s t m e n t  occurs. The exper i en c e  in 

M a s s a c h u s s e t t s  I think is an indic a t i o n that a time period is n e c e s s a r y  to conduct 

an o r d e r l y  w i t h d r a w a l  of funds from South Africa. The M a s s a c h u s s e t t s  legislation 

o r i g i n a l l y  did not provide for that o r d e r l y  w i t h d r a w a l  and there was some loss of 

funds. The l e g i s l a t i on  was since changed and allowed for that orde r l y  wi t h d r a w a l  

and the legisl a t i o n  we hav e  o rder that w ill be before you r  committee in January. We 

w i l l  h a v e  some p r o v i s i o n s  to a l l o w  an o r d e r l y  w it h d r a w a l  of the funds.

L e t ' s  see the amount of m o n e y  we are talk in g  about? The figures v ary daily. 1 

t h i n k  the most recent figures indicate that there are a p p r o x i m a t e l y  $800 m i l l i o n  in 

s tate funds that are invested in c o m p a n i e s  that do b u s in e s s  in South Africa. T hose 

funds are scattered a m o n g  seven dif f e r e n t  i n vestment funds the state has. I think 

this is a v e r y  i mportant point to u n d e r s t a n d .  M u c h  of the focus of a t t e n t i on  on 

this i s s u e of a t t e n t i o n  on this issue has been focused on the P er manent Fund with 

its $6.5 billion in assets and its o b l i g a t i o n  to invest u n d e r  the prudent investor 

rule. In fact there are six o t h e r funds in the State of Al a s ka  that have 

s u b s t a n t i a l  amounts of m o n e y  that are invested and m a n y  of them are invested in 

c o m p a n i e s  that are invol v e d  in South Africa. I h ave a chart that was prepared 

a c t u a l l y  at the request of Senator F i s c h e r  that I m ade a v a i l a b l e  to the c o mmittee 

and m e m b e r s  and a u d i e n c e  here w h i c h  breaks d o w n  est i m a t e s of the amount of m o n e y  in 

e ach of those funds, types of i n v e st m e n t s  those funds have and an estimate of the 

a m o u n t  of eac h  fund that is invested in South A f r i c a n  companies. The total South
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A f r i c a n  amount runs, a c c o r d i n g  to this figure, this document, $882.9 

m i l l i o n - a p p r o a c h i n g  $1 billion in state funds are invested in com p a n ie s  in South 

Africa. That is a p p r o x i m a t e l y  8% of all the invested funds in the state of A l a s k a  - 

a s u b s t a n t ia l  amount of money. The o ther funds by the w a y  just to get some pict u r e  

o b v i o u s l y  the g e n e r a l  fund. As the general funds sits there before we expend it 

towards the end of the year is invested. The Public F m p l o y e e s  R e t i r em e n t  funds, the 

T e a c h e r s  R e t ir e m e n t  funds, I n t e r na t i o n a l  Airp o r t  fund, o ther funds such as this and 

this chart is available.

I t h i n k  rather than g e t t i n g  into the d e t a i ls  of di s i n ve s t m e n t ,  T w ant to he a r  the 

o c h e r  w i t n e s s e s  so I am g o i n g  to cut this short in o rder to do that. I think one 

point needs to he made w ith regard to this issue. There has been some s u b s t a n t i al  

de b at e  about w h e t h e r  d i s i n v e s t m e n t  is a good idea, w h e t h e r  it is a good policy, 

w h e t h e r  it is a good thing for i n t e r n a t i o n a l relations. I think there are three 

r e s p o n s e s  to the q u e s t i o n  w h e t h e r  d i s i n v e s t m e n t  is e f fective. First of all, this is 

a s ituation w here A l as k a  has an o p p o r t u n i t y  to have a su bs t a n t i a l  impact. If you are 

talk i n g  about the n u m b e r  of d o l la r s  involved, and a gain this changes pr a c t i c al l y  

ev e r y  day but the latest figure I sav; said that states, m u n i c i p a l i t i e s ,  u n i v e r s i t i e s  

etc., in the United States h ave di s i n v e s t e d  to the total of about $2 billion. Very 

rough figures. But, if you a s s u m e  that there would be d i s i n v es t m e n t  of about $ 800 

m i l l i o n  in Alaskan funds, yo u  wr'll see the impact of a d e ci s i o n  in Alaska. It is a 

m a j o r  impact. A l a s k a  in not a m i n o r  p a r t n er  in the q u e s t i o n  before us, they will 

h a v e  a m a j o r  impact on policy. That is point nu m b e r  one. \ e direct impact of 

di s i n v e s t m e n t  on S o u th  A f r i c a  is a c o m p l ic a t e d  question. I am a J o h n n y - c o m e - l a t e l y
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on that quest i o n . I  would be delighted to d i s c u s s  it wit h  yo u  but there are people 

her e who can disc u ss  it in more detail and w i t h  m o r e  expertise, so 1 d e f e r  to them.

I b e l ie v e  that d i s i n v e s t me n t  is the policy that is n e c e s s a r y  to e l i m i n a t e  the 

sy s temic d i s c ri m i n a t i o n  in South Africa. The most important point I think about the 

ef f e c t  of di s i n v e st m e n t ,  is that if w e  imp l e me n t  d i s i n v e s t m e n t  in Alaska, we the 

pe o pl e  of Alaska, will not be p a r t i c i p a t i n g  in apartheid. In a sense it w i l l  be a 

p o l i c y  of neutrality. The question will not n e c e s s a r i l y  be w h e t h e r  A l a s k a  is 

a t t e m p t i n g  to i n fluence international policy or w h e t h e r  w e  w ere trying to shift the 

a l i g n m e n t  of c o u n t r i e s  in the world, b e c a u se  that is not the role of a state. The 

q u e stion will be and should be 'Do we want ou r  money, A l a s k a n  money, invested in an 

e c o n o m y  that is s u pported by i n s t i t u t i o na l i z e d  racism?' It is therefore a m oral 

q u e stion and not a po l itical question, its w h e t h e r  our m o n e y  should be involved in 

that system, not the best method to t e r m i n a t e  the s y s t e m  but simply the m o r a l 

q u e s t i o n  of whel ler T get up in the m o r n i n g  and feel real good about the fact that 

my m o n e y  is b e i n g  invested in Soutli Africa. I think it is important to k eep that 

p e r s p e c t i v e  whe n  you hear the debate about the effect of d i s i n ve s t m e n t .  I have 

n o t h i n g  furth e r  unless there are any q u e s t i o n s  I can answer or clarify. Again, I 

a p p r e c i a t e  the effort of you Rep. H u r l e y  to have this come before your co m mi t t e e  and 

sc h e d u l e  this t e l e co n ference. I a p p r e c ia t e  you r  pr e sence and that of Rep. Boucher, 

Rep. M i l l e r  in J u n e a u  and w h at e v e r  o t he r  l e g i s l a to r s  have joi n e d  us around the 

State.

REP. K A T I E  H U R L E Y

I w a n t e d  to call att e n t i o n  to the fact that we do have S e n a t o r  J o s e p h s o n  here. He
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w o u l d like to com e  up and sit at the table. Rep. T h o m p s o n  l i s t e n i n g  in K o d i a k.  

T h o s e are the o n l y  o t h e r  l egislators I am aware of at this time that are here. If 

it is alright w i t h  you, Rep. Clocksin, since we can get at y o u  any time to as k  you 

ques t i o ns ,  I w o u l d  re a l l y  like to m ov e  a l o n g at this time.,

Rep. C l o c k s in  had cop i e s  of the reports w h i c h  he left frr the a u d i e n c e  and then to 

be circu l a t e d  a mong the members of the committee.

Rep. T h o m p s o n  i n t e r r u p t ed  by r e q u e s t i n g  some i n f o r m a t i o n  be sent to him in Kodiak. 

The C h a i r  responded that she w ould be h a p p y  to send them-.

Rep. C l oc k s i n  als o  res p on d e d  that he sent s ome m a t e r i a l s  to Rep. T h om p s o n  late last 

w e e k  and he thinks that the chart is a m o n g  it but if he has not received the 

m a t e r i a l s  as yet, he a s s u r e s  him that Rep. H u r l e y ' s  s t a f f  wi l l  get it to him right 

away.

S E N A T O R  FISC HE R

I wi l l  be ver y  brief, it's y o u  I am i n t e r e s t e d  in h e a r i n g  fr o m  others. I did put m y  

g e n e r a l  t h oughts in w r i ting. Last w e e k  there was an a r t ic l e  p u b l i s h e d  in the 

A n c h o r a g e  News, co p i e s  are a v a i l a b l e  and I w o u l d  lik e  to i n t r o d u c e  and p r o v i d e the 

c o p i e s  for the reco rd s  so that I don't h a v e  to repeat myself. I t hink this h e a r i n g  

is e x t r e m e l y  important and m u c h  more so than when the m e e t i n g  was first scheduled.

I t h i n k  that in the last couple of w e e k s  w e  h a v e  seen the true na t u r e of the cruel
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and b a rb a r i c  regime in S o u t h  Africa. It is jus t  u n b e l i e v a b l e  what is happ en i n g ,  the 

atta c k i ng ,  the whi p pi n g ,  the k i ll i n g  of ch i l dr e n .  To me  it's just about the 

u l t i m a t e .  It g o e s  be y o n d  rac i s m  and is j ust truly o f f e n s i v . . I wa s  v e r y  i nterested 

to see that even the P r e s i d e n t  of the United States, P r e s i d e n t  R e a g a n  m a d e  a 

s t a t e m e n t  y e s t e r d a y  that, I wil l  q uote from this m o r n i n g ' s  p a p e r " A m e r ic a ' s  v i e w  of 

a p a r t h e i d  is simple and straight forward. We believe it is wrong. W e  condemn it 

and we are united in h o p i n g  for the da y the apa r t h e i d w ill be no mor e . "  As quite a 

f e w  others, I don't t hink that the P r e s i d e n t ' s  acti o n s  are l i v i n g  up to his words 

but I h op e  that at the n a t i o n a l  level w e'll m o v e  in that direc t i o n .  If I m a y  quote 

f rom myself, the c o n c l u s i o n  of my a r t i c l e  states "It isn't often that we h a v e  an 

o p p o r t u n i t y  to do s o m e t h i n g  a f f i r m a t i v e  a bout an i n t e r n at i o n a l  issue of o v e r r i d i n g  

moral concern. In the case of state p o l i c y  toward a p a r t h ei d  we have such an 

o p p o rt u n i t y ,  so it is up to Alaskans to a ct." I trust w e  w ill and I thank y ou  for 

m o v i n g  ahead w i t h  this issue.

C H A I R

T h a n k  yo u  Sena t o r  F i s c h e r . We did send c o p i e s  of y o u r  st a t e m e n t  to the memb e r s  of 

the committee. I a lso w a n t  to add that d u r i n g  the N a t i o n a l C o n f e r e n c e  on State 

L e g i s l a t o r s,  a m u c h  s t r o n g e r  reso l u t i o n than this r e s o l u t i o n  that is before us was 

p r e s e n t e d  and r e p r e s e n t a t i v e s  of t h i r t y - f i v e  states s u p p o r t e d  it at that 

c o n f e r e n c e,  but fifteen did not and a c c o r d i n g  to the rules of the o r g a n i z a t i o n  any 

r e s o l ut i o n  that d oes not get a "do pass" from  the r es o l u t i o n s  c o m m i t t e e  takes a 

t h r e e - f o u r t h s  vote, so it lost by three votes. But I was v e r y  i m pressed w i t h  the 

fact that t h i rt y - f i v e  sta t e s  did support it and in any o t h e r  case that would be 

c o n s i de r e d  a majority, r e a l l y  a s t r o n g  supp o r t  and I don't t h i n k  that pu b l i c i t y
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r e a l l y  came out fro m  that c o n f e r e n c e  and I do h ave a cop y  of that resolution. It's 

in a draft form; its s o m e t h i n g  that we can look at later.

S E N A T O R  F I S C H E R

M a d a m  C h a i r  I j u s t  wan t  to pick-up on y our comme n t  that the r e s o l ut i o n  that was 

i n t r o d u c e d  in the H o u s e  and the Senate e a r l y  this year o b v i o u s l y  is not adequate 

enough, or str o n g  enough. I join Rep. C l o c k s i n  in his p r o posal to submit 

l e g i s l a t i o n  so that by la w  we can m a n d a t e  the m a n a g e r s  of v a r io u s  funds to m o v e  

toward this d iv e s t m e n t . I was shocked at the a t t i tu d e  of some of our a d m i n i s t r a t i o n  

p e o p l e  in J u n e a u  w h o  w e r e  jus t in a m e a l y  m o u t h  fashion s a y i n g  'we might lose a f e w  

b u c k s  if we do what is right.' I think first of all that they we r e  wrong. I do not 

think w e  w i l l  lose m o n e y  and I am sure we w i l l  have  tes t i mo n y  on that. But 

fur th e r m o r e ,  I jus t  t hink that m o r a l  v a l u e s  are a hell of alot m o r e  important than a 

f e w  dollars. T h a n k  you.

C H A I R

Do y o u  have a comment Rep. Boucher?

R E P R E S E N T A T I V E  B O U C H E R

Yes, if I may. We are p r o b a b l y  d e a l i n g today w i t h  one of the most e m o t i o n a l l y  

char g e d  issues. O b v i o u s l y  it o c cu p i e s  page one t h r o u g h o ut  the Uni t e d  States. The 

P r e s i d e n t  has wi t h in  the past s e v e n t y- t w o  h o u r s  taken strong steps in this
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d i r e c t i o n .  I think it is two things. It is v e r y  eas y to go w i t h  an e m o tional tie. 

A l m o st  if you stand up and say now lets take a look at the big picture on it, but 

there are two things I w o u l d  like to point out. We can d i s i n v e s t  w hi c h  m e a n s we 

d on't invest in c o m pa n i e s  that invest, but even m ore the P r e s i d e n t  said we wil l  sell 

n o  comp u t e r s . Now, m a y b e  the state of A la s k a  is g o i n g  to take a look at. For 

example, we just a p p r o p r i a t e d  m o n e y  to C o m i n c o , - a  s u b s t a n t i a l  committment. N o w  

C o m i n c o  op e rates a diam o n d mine, if I u n d e r s t a n d  it, in C ape P r o v i n c e  S outh Africa. 

H o w  do we look at that? Secondly, IB M  I see is a m a j o r  investor. The State of 

A l a s k a  purchases m o r e  IBM D i s p l a y w r i t e r s  per c a p i t a  than any s t a t e  in the union. N o w  

if w e  are simply g o i n g to m a k e  a p o l i t i c a l  sta t e me n t  by j o i n i n g  d i s in v e s t m e n t ,  I 

t hink all of us and n a t i o n a l l y  a bhor w h a t  is g o i n g  on in S o u t h Africa, I think 

c o l l e c t i v e  n a t i o n a l  opinion. I w ould like to see us make  wha t  we do just not 

t o k e n i s m  but m e a n i n g f u l .  So therefore, I w a nt e d  to, M a d a m  Chair, beyond the word 

" d i s i n v e s t m e n t "  there are m a jo r  state d o l l ar s  g o i n g  d i r e c t l y  to IBM. We are 

a p p r o p r i a t i n g  m o n e y  In a j oi n t  effort. In fact, one of the reas on s  that C o m i n c o  was 

s e l e ct e d  is because of its social concern. N o w  maybe we can c e r t a i n l y  e x p r es s  

s t r o n g  feelings d i r e c t l y  to C om i n c o  and o t he r  pe o p l e  that are d o i n g  business within 

the state of Alaska. I w o u l d  hope that w e  j u s t  don't n a r r o w  it s e l f  m a y b e  I don't 

h a v e  p r o p e r  u n d e r s t a n d i n g  of the word d is i n v e s t m e n t ,  I j ust look upon, we call our 

m o n e y  m a n a g e r s and tell us to move our  stocks and b o n d s  in o t h e r  d i r e c t i o n s  and 

that's c e r t a i n l y  m a y  w e l l  h a v e  a rol e  but I w a n t  wha t  w e  do, to not just be 

t okenism, to be m e a n i ng f u l .
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C h a i r

T h a n k  y o u  Rep. Boucher. I feel t h a t’s e x a c t l y  w hat Rep. C l o c k s i n  is saying and 

S e n a t o r  Fischer. We need to look at the w hole p i c t u r e  of w h e r e  our m oney goes and 

w h e r e  we spend ou r  money. I would like to take note of the fact that Rep. Martin, 

the m i n o r i t y  leader is present. Welcome. It's t e r ri b l e  to be the C h a i r  and hav e  to 

w a t c h  the time and try to be sure that e v e r y b o d y  gets heard.

- 1 3 -



J O H N  HARRIN G T O N,  P R E S I D E N T  OF W O R K I N G  A S S E T S  M O N E Y  F UND

T h a n k  yo u  ver y  much M a d a m  C hair and m e m b e r s  of the C ommittee. As w a y  of i n t r o d u c ti o n  

a gain and sort of a background, my name is John Harrington. As M a d a m  C h ai r  said, I 

am Pre si d e n t  of W o r k i n g  Assets M oney Fund in San Fr a n ci s c o  w h i c h  is n o w  one of the 

larg e s t  s o c i al l y  r e s p o n s i b l e  m oney ma r k e t  funds in the country. I am an i n v e s t m e n t 

advis o r .  I am a c o n s u l t a n t  w i t h  an investment a d v i s o r y  firm in Philadelphia. I was 

f or t u n a t e in 1980 and 1981 to chair the former G o v e r n o r ' s  p u b l i c i n v e s t m e n t  task 

force in C a l i f o r n i a  w h i c h  looked into a n u m b e r  of issues i n c l u d i n g  the R e p u b l i c  of 

S outh Af r i c a  and in v e s t m e n t s  in South A f r i c a  as w e l l  as the t r e m e n d o u s  assets of our 

s tate in o u r s tate p e n s i o n funds as w ell as the f i d u c i a r y  r e q u i r e m e n t s  of trustees 

and fi d u c i a r ie s  in California. I was also a trustee in the S a c r a m e n t o  R etirement 

I n v e s tm e n t  Board ha v i n g  f i d uc i a r y  r e s p o n s i b i l i t y  there. I was a cons ul t a n t  to an 

i n v e s tm e n t  c o mmittee to the State Senate and have wo r k e d  since 1972 w hen I w a s  an 

a n a l y s t  in the A s s e m b l y  Office R e s e a r c h  in C a l i f o r n i a  on m a k i n g  r e co m m e n d a t io n s  and 

d r a f t i n g  proposals to m o v e  funds both public and public e m p l o y e e  pension funds as 

w e l l  as p r i v a t e  pens i on  funds away from b anks and fin a n ci a l  i n st i t u t i o n s  and 

c o r p o r a t i o n s  involved in S outh Africa.

I t h i n k  that y o u r  w o r k  today is vital. I t h i n k  as F i s c h e r  m e n t i o n e d  this is very 

t imely and as M a d a m  C h a i r  men ti o n e d  wha t is g o i n g  on in S o u t h A f r i c a  and the 

t r e m e nd o u s  impact that pension funds and public funds have had across the coun t r y  on 

the e c o n o m y  of S outh A fr i c a  and the p o l i t i c a l  and e c o n o m i c  system. As y o u  wel l  

know, U.S. corpor a t i o n s , banks, financially, e c o n o m i c a l l y  suppo r t  pr o bably the most
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b a r b a r i c  racist and t e rrorist gover n m e n t  in the h i s to r y  of m o d e r n  human kind. The 

Un i t e d  States is the largest trading p a r t n e r of South Af r i c a  and one of the largest 

i n vestors in S outh Africa. S e venteen percent of i n v e s t m e n t s  in S o ut h  Af r i c a  by 

foreign c o m p a n i e s  are mad e  hy U.S. firms but it is not the total investment that is 

i m p ortant in South Africa. It is the str a te g i c  nature of i n v e s t m e n t s  in South 

Africa. A nu m b e r of p e o p l e  have m e n t i o n e d  IBM and the c o m p u t e r  industry, w h i c h  is 

one of the most s t r a te g i c  in i m p l e m e n t i n g  a p a r t h e i d  in S outh Africa. For example, I 

am sure y o u  are a ware of the night raids in w h i c h  S o u t h  A f r i c a n  po l i c e  come into the 

townships, kic k open the doors and mak e  d a i l y  arre s t s  & n i g h t l y  arrests. All of 

that d a t a  is put t og e t h e r  by ICL Brit i s h  comp u t e r s .  Some of this in f o rm a t i o n  is 

through dat a  p r o c e s s i n g  and IBM is r e s p o n s i b l e  for thro u g h  the D e p a r t m e n t  of 

Interior.

Y o u  ask y o u r s e l f  ho w can 4 million people s u b j u ga t e  28 m i l l i o n  people and one of the 

answ e r s  is by c o m p u t e r  techn ol o g y  and c u t t i n g  one of the g r e a t e s t  b o t t l e n e c k s  in 

South A f r ic a n  e c o n o m y  and that's the r e q u i r e m e nt  of skilled w h i t e  labor. But in 

South Africa, 75% of c om p u t e r s  are provided by A m e r i c a n  c o m p a n i e s  - IBM, Borroughs, 

N a t i o n a l  C ash R e gister, Sperry, Univac, CDC, Hewl e tt  Packard, 3M, Kodak, all are 

v e r y  str a t e g i c  to almost e v er y  g o v e r nm e n t  a g e n c y  in S outh Africa. In petroleum, 

C altecs, Standard Oil of C a l i f o r n i a  and Texaco, refine t w o - th i r d s  of S outh A f ri c a ' s  

oil. Th a t 's  the one r e s o u r c e  South A f r i c a  d o e s  not h ave is p et r o l e u m .  A m e r i c a n  

c o m p a n i e s  are v i t a l  and strategic, to the e c o n o m y and to the s u r v i v a l  of the w h i t e  

g o v e r n m e n t .  S y n t h e t ic  fuels, Sasol 2 an'1 J w e r e  built by B e c k t a l  and Ford 

C o r p o ra t i o n .  A gain v i t a l  r e sources to the S o ut h  A f r i c a n  G o v e .o m e n t , A l l i s - C h a l m e r s  

and W e s t i n g h o u s e  provided nucl ea r  power and n o w  of course they have a v e r y  p r i m i t i v e  

d e l i v e r y  sy s te m  and a n u c l e a r  weapon. Bank loans w h i c h  are stra te g i c ,  and of 

course, w h i c h  have been in the news r e c e n t l y  total about $5 billion. The S outh
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Afri c a n  e c o n o m y  now is in an uproar, and I'm g o i n g  to m e n t i o n  that in a minute, but 

A m e r i c a n  b a n k s  hav e  come to the aid h i s t o r i c a l l y  of the S o u t h A fr i c a n  e c o n o m y  bot h  

after the Sharp bill, the S h ar p  Bill m a s s a c r e  in 1960 and a f t e r  S e w a t o  in 1976. So 

h ank loans are very, ver y  v a l u a b l e  to the S o u t h  A f r i c a n  G ov e r n m e n t .

South Afr i c a  is a v ery bad investment n o w  and I think that's one of the comments. 

I'll try to get through this as fast as I can, but I wa n t e d  to c o m m en t  on Mr. 

W e l l i n g t o n ' s  sta t e m en t  but I think there is c e r t a i n l y  some e v i d e n c e  to the contrary, 

w o r k i n g  s p e c i f i c a l l y  as a m a n a g e r  in a po rtfolio. L o o k i n g  at risk, South A fr i c a  is 

an e x t r e m e l y  high risk situation. As e a r l y  as the 1980's, p r o f e s s i o n a l  c o r p or a t e  

risk a n a l y s t s  poin t ed  out to m a j o r  U.S. co r p o r a t i o n  o p e r a t i n g  in South Af r i c a  

that they w ere u nder trem en d o u s  e x posure and h igh risk in S outh A f r i c a  and they 

could lose their ass e t s  in South Africa. As I menti on e d ,  the e c o n o m y  is on the 

v erge of collapse. It's in a state of seige. It's in a state of war. Its in state 

of e mergency.

Se v e n t e e n to twenty p e r c e n t  i nflation rate is n o w  in S outh Afri c a . Y o u ' v e  got a 25% 

c r i m e rate, y o u  have the S outh A f r i c an  e c o n o m y  up to $22 b i l l i on  in debt, alm o s t  

h alf of this is due in the next 10-12 months, and of cou r se  the S o u t h  African 

G o v e r n m e n t  r e c ently a n n o u n c e d  that they are p l a c i n g  w h a t  they call a m o r a t o r i u m  on 

their p r i n c i p a l  debt p ay m e n t s  for the n ext fou r  m o n t h s  w h i c h  Mr. D e c o c c a  has said is 

n ot a default. But w hen y o u  don't p a y  y o u r  p r i n c i p a l  p a y m e n t s  that's j ust about the 

n e a r e s t  thing to a defa ul t  yo u  can get. The rand is at the lo w e s t  level its been in 

h i s t o r y  of S o u t h  Afric a n  currency. T h e r e is a flight of i n t e r n a t i o n a l  currency. 

R e g a r d l e s s of the n e w  e x c h a n g e  contr o l s  imposed by the S ou t h  A f r i c a n  bank, Central 

Bank, m o r e  and more  m o n e y  is l e a v i n g  the c o u n t r y  d a i l y  and m o r e  and mor e  w hite 

c i t izens are l e a v i n g  the country. S p e a k i n g  of the flight of c u r r e n c y  and capi t a l  in
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the last five years, 35 A m e r i c a n  c o m p a n i e s  h ave pulled out of S outh Africa, 18 in

tne last six months. T h e r e  is 50% u n e m p l o y m e n t  rate a m o n g  A f r i c a n s  in South A fr i c a

and there is mor e  and more v i o l e n c e  i n c r e a s i n g  d a i l y  and it will incre a s e  and 

c o n t i n u e  to i n c r e a se  and there is no doubt about that. It is a v i o l e n t  soci e t y  and

1 t is a terrorist g o v e r n m e n t  that tries to impose its will on the m a j o r i t y  of the

people. The l a b o r  s i t u a t i o n  is e x t r e m e l y  vol at i l e .  They alm o s t  had a m ajor mine 

s t r i k e  w h i c h  would h a v e  closed down almost 60% of the e c o n o m y  and that is not yet 

c o m p l e t e d . T h e r e  are s t i ll  n e g o t i a t i o n s  g o i n g  on. The c o m p a n y  I am a consu l t a n t  to 

is one of several c o m p a n i e s  that has sus p e n de d  t heir r e c o m m e n d a t i o n s  on gold shares 

on c o m p a n i e s  involved in South Africa, they wi l l  not rate gold shares period. The 

African Na t i o n a l  C o n g r e s s  is i n c r e a s i n g l y  t a r g e t i n g  m u l t i n a t i o n a l  companies.

Seve r a l  h ave been bombed o ver the last two or three years, seve r a l  others w ill be 

targeted and have been targeted.

I wa n t e d  to m e n t io n  s e v e r a l  things and again, I am g o i n g  to try to zip through this. 

T h e  S u l l i v a n  P r i n c i p l e s  h a v e  been m e n t i o n e d  a nu m b e r  of times, I think you should 

k n o w  mor e  about the S u l l i v a n  P r i n c i p l e s  w h i c h  h a v e  been around for about n ine years 

n o w  w h i c h  is b a s i c a l l y  a cod e  of conduct. R e v e r e n d  Leon  Sullivan, a Baptist 

m i n i s t e r  and also G e n e r a l  Mo to r s  D i r e c t o r  n i n e  y ears ago got 18 c o m p a n i e s  to sign a 

c ode of cond u ct  that they w o u l d  pay e q u a l  p a y  for e qual w o r k  in S o u t h  Africa. About 

half of the A m e r i c a n  c o m p a n i e s  hav e  n o w  signed those p r i n c i p l e s  that are very 

si m i l a r  to the E u r o p e a n  E c o n o m i c  Code of C o n d u c t  and the C a n a d i a n  C o d e  of Conduct 

w i t h  c o r p o r a t i o n s  o p e r a t i n g  there. B a s i c a l l y  A m e r i c a n  c o m p a ni e s  are pay i n g  A r t h u r  

B. L it t l e  and c o m p a n y  to rate them, sort of lik e  bond raters. You h a v e  in this case 

r a t i n g  and p e r f o r m a n c e  on the S u l l i v a n  Co d e  of Conduct. It e s s e n t i a l l y  totals 

A m e r i c a n  c o m p a n i e s  e mp l o y  70 thousand e m p l o y e e s  in S outh Africa. If you look at 

the top two c o m p l i a n c e  r e c or d s  of A m e r i c a n  c o m p a n i e s  in S o ut h  Af r i c a  yo u  affect
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about 26 thousand A f r i c a n  w o rk e r s  out of the total p o p u l at i o n .  The Sullivan 

P r i n c i p l e s  are i r r e c o n c i l a b l y  i rrelevant. The S outh Afri c a n  s o c ie t y  and to the 

f u n d a m e n t a l stru c t u r e  of apartheid. And in fact the S u l l iv a n  P r i n c i p l e s  have been 

p r o b a b l y  the larg e s t  single o b s t a c l e to m a j o r  economic, social and pol it i c a l  change 

in the country. The same com p an i e s  w h i c h  are the larg e s t  c u s t o m e r s  of the South 

A f r i c a n  g o v e r n m e nt ,  of course, are the sign e r s  of the S u l l i v a n Principle. P r i m a r i l y  

they h a v e  been a terrific public r e lations c a m p a i gn  to a l l o w  t h emselves to remain in 

So u t h  Af r i c a  and c o n t i n u e  to provide revenue to the S outh A f r i c a n  govern m e n t .

The qu e s t i o n  of d i s e n g a g e m e n t  and d i v e s t m e n t  is ver y i m p o r t an t  and its i n t e r twined 

in a v e r y  im p ortant w a y  and I want to try to lay out just h o w  important di vestment 

and d i s e n g a g e m e n t  is. US c o r p o r a t e  d is e n g a g e m e n t ,  w h i c h  m a n y  pe o p l e have recog n i z e d  

as h a v i n g  a ver y  s i g n i f i c a n t  impact on the social and e c o n o m i c  sy st e m  in South 

Africa, is p r o ba b l y  c i t e d - t h e  most recent exam p l e  of this impact is the c o ll a p s e  of 

the l e n d i n g  f u n ction in the foreign c u rr e n c y  of people in S o u t h Africa. I mean it 

is n ice to be m o r a l l y  c o n d e m n i n g  South A f r i c a  and be o u t r a g ed  about a p a r t h e i d  but 

the b o t t o m  line is c a p i t a l  and t e c h n o l o g y  and that's the reason South A fr i c a  is 

b e i n g  forced n o w  to make  some c o n c e s si o n s  and will begin to make  more  and more 

c o n c es s i o n s .  This is the first time in h i s t o r y  in S o u t h  A f r i c a  that y o u  a c t u a l l y  

had E n g l i s h  and A m e r i c a n  c o r p o r a t e  leade r s  g o i n g  to the S o u t h  of Za m b i a to meet 

w i t h  the Afri c an  N a t i o n a l  C o n g re s s  b e c a u s e  they realize no w  that their e c o n o m i c  life 

blood is b eing cut off and their e c o n o m y  is about to collapse, if some n e g o t i a t i o n s  

are not f orth coining.

H o w  do we get to d i s e n g a g e m e n t ?  T here are a n um b e r  of reas o ns  and a n u m b e r  of ways 

and m e t h o d o l o g y  that h a v e  been used in the past. One is s h a r e h o l d e r  issues where 

p u b l i c  pension funds and private pension funds introduce s h a r e h o l d e r s  r e s o l u t i o n s
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and vote to try to get c o r p o r a t e  m a n a g e m e n t  to change their policies. Well, those 

h a v e  bee n  largely symbolic. T hey h ave had some impact and I think the S u l li v a n  

P r i n c i p l e s  came about l a r g e l y  because, of l arge i n s t i t u t i o n al  in vestors h a v i n g  a 

c o n c e r n  o ver the im p or t a n t  records of US and o t h e r  foreign c o m p an i e s  in South 

Africa. C o r r e s p o n d e n c e  w i t h  com p a ni e s  f r o m  large i ns t i t u t i o n a l  i n vestors I think 

is ver y  important. Again, its m o s t l y  been s y m bolic and impact has been symbolic. 

Th e  reason is the b o t t o m  line on our e c o n o m y  is capital, is money. W he n  you begin 

to m o v e  m o n e y  awa y  from c o m p a n ie s  o p e r a t i n g  in S outh Africa they make what I 

call the bottom line m o r a l i t y  d e c i s i o n  and that is they decide that is it more 

i m p o r t a n t  to be i n v e s ti n g  in South Afr i c a  to hav e  a high risk si t u a t io n  w h e r e  more  

and more Americans, m ore and more funds are m o v i n g  away f rom i n v es t i n g  in those 

c o m p a n i e s , d oi n g  b u s i n e s s  in those companies, or are they g o i n g  to stay in South 

Afri c a .  T think the de c i s i o n  is that m a n y  A m e r i c a n  c o m p a n ie s  have made, is just 

s i m p l y  the bot t o m  line is they jus t  can't m a k e  m o n e y  in S outh Africa, it's just 

si m p l y  too costly.

D i v e s t m e n t  over the last year t o t a l l e d  about $2 billion, $12 billion in funds no w  

u n d e r  p r o f e s s io n a l  m a n a g e m e n t  are r e s t r i c te d  to no S outh Afri c an  investments. That 

am o u n t  of m oney is i n c r e a s i n g  and you are p r o b a b l y  aware the city and co u n t y  of San 

F r a n c i s c o  r ec e n t l y  wen t  through about a $350 m i l l i o n  d i ve s t m e n t  w h i c h  is wit h i n  a 

two yea r period, about hal f  of that is a l r e a d y  c o m pleted and the m o n e y  m a n a g e r s  in 

that s y s t e m  say that there would be no loss to the s y s t e m  if it is carried out over 

the next 12-18 mont h s .  The United N a t i o n s  J oint Pens i o n  Staff Funds has recen t l y  

c o m p l e t e d  a d i v e s t i t u r e  w h i c h  started about nin e  years and w h i c h  w a s  about 20 %  done 

up u n t i l the issue in S o u t h  A f r i c a  was raised again and then the m a j o r i t y  of funds 

w a s  d i v ested the last 2 months. Th e r e  is n o w  g r o w i n g  e v id e n c e  in the fin a n c i al  

commu n it y ,  W o r k i n g  A s se t s  is only one of a n u m b e r  of fin a n ci a l  in s t i t u t i o n s
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u t i l i z i n g  social and economic c r i t e r i a  as wel l  as the financial criteria, for 

p o r t f o l i o  selection. There is an i n c r e a s i n g  number of large main line New Yor k  

firms, investment a d v i s o r y  firms, that are m a n a g i n g  m o n ey  u sing a social and 

e c o n o m i c  criteria* A p p r o x i m a t e l y  $40 bill i o n  of assets are n o w  m a n a g e d by 

prof e s s io n a l  m o n e y  m a n a ge r s  u s i n g  a social and economic c r it e r i a  as w el l  as a 

f i n a n c ia l  criteria.

P e r f ormance, as you would well gnize, is neither above or b e l o w  the average 

m o n e y  managers. Y o u  w ill get funds that out perform average no criteria m o n ey  

m a nagers, and you will get ones that go the o p p o s i t e  direction.

Tt g e n e r a l l y  has had no impact. One of the que s t i o n s  I think that is really 

im p ortant when you c o n s i d e r  d i v e s t i t ur e  or d i s e n a g e me n t  is e x a c t l y  what you are 

t a l k i n g  about in the economy. You're talk i n g  about pension funds now that control 

about 28% of our g r o ss  n a t ional product, so you talking about impact on the 

f i n a n c i a l  m a rk e tplace, the capital m a r kets. Yo u' r e  talking about $1.3 trillion in 

pens i o n  funds, 8 0 - 9 0 %  of all the stocks and bonds traded every day are traded by 

p e n s i on  funds in this country. It is the single largest source of d o m e s t i c capital. 

That, is why there has been some s i g n i f i c a nt  m ov e m e n t  on behalf of f i nancial 

in s t i t u t i o n s  and c o r p o r a t i o n s  rega r d i n g  S o u t h  Africa. Its b e c a u s e  major 

in s t i t u t io n a l  inv e s t o rs  hav e  said we don't want to be in South Africa, we don't m ake 

m o n e y  in South Africa. I think it is very, ve r y  significant. Again, its the 

larg e s t  single source of capital, that's w h y  w e  had a treme n d o u s  impact on the 

c a p i t a l  markets.

Whe n you look at div e s t m e n t , I think, as the former w i t n es s  pointed out, a v er y  

im p o r t a n t quest i o n is the impact on portfolio, performance, d i v e r si f i c a t i o n,  risk 

and so on. I w o u l d  like to m a k e  several c o m m e n t s  about that. W h e n  yo u  look at
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portfolio, large instit u t i o n a l  inve s tm e n t  p ortfolios, you look at b a s i c a l l y  three

areas. Y o u  look at cash, or short term mo n i e s  such as t e m p o r a ri l y  idle m o n e y  of the

state, or cities, or c o u nt i e s  or local j u r is d i c t i o n s .  You look at fixed income or 

bonds, long term i n t e r m e d i a t e  term debt, then you look at stocks. All of the 

studies have been focused on stocks. If yo u  look on the P e r m a n e n t  Fund, and I just 

g l a n c ed  at it, it's my u n d e r s t a n d i n g  that by 1986, I think, y ou  are g o i n g  to have up 

to 15% of the P e r m a n e n t  Fund in equity. That m e a n s  the larg e s t  p e r c e n t a g e of you r  

p o r t f o l i o  is in fixed inc om e  of cash. That ' s  not unusual. Most large retirement 

syst e m s  and o ther I n s ti t u t i o n a l inve s t o r s  are fixed income oriented. Let me ment i o n  

a c o u p l e  of things that I think d i v e s t i t u r e,  w hen you look at d i v e s t i t u r e  most of 

the comments have been towards equity, w here most of the m o n e y  is a ct u a l l y  in fixed 

income. 8 5 - 8 9 %  of debt is fixed income long term bonds rated BAA or b etter-that 

is i n vestment grade is S outh Africa free. That m e a n s  the o v e r w h e l m i n g  m a j o r i t y  of 

the long term debt is not even i n v ested in South Africa.

R e g a r d i n g  cash, 80 - 9 0 %  of you r  cash e q u i v a l en t  secur i ti e s  are South Africa free.

And w h e n  you look at short term p ortfolios, W o r k i n g  As s e t s  is one, Calvert G roup 

M o n e y  Ma r k et  Funds, social fund is another. T hese are two m o n e y  market funds that 

not o n l y  do not invest in c o m p a n i e s  in S o ut h  Af r i c a  but have a c o n s i d er a b l e  

a d d i t i o n a l  amount of social and e c o n o m i c  criteria. In o ther words, we beli ev e  you 

can't separate the economic, the social, and the political impact of loan's 

investment. It is the p r o b l e m  m o n e y  m a n a g e r s  have had for all these years and 

u n f o r t u n a t e l y  this blind spot is that p e o p l e  look  at n u m b e r s  and they don't go 

o u t s i d e  their o f f i c e  and they don't loo k  at the real world and the economy in w h i c h  

y o u  live. And the p r o b l e m  is they ma y  b e  m a k i n g  inves tm e n t  d e c i s i o ns  that have a 

t r e m en d o u s  impact on their own local economy. Yo u  m a y  r e m e m b e r  a boo k that was

w r i t t e n  in 1979 called (continued n e x t  page)
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"The N o r t h  Will R ise Again, The P ower And P o l i t i c s  Of P en s i o n s  in 1980's It was

a book by Je r e m y  Rivkin and R an d y  Barber. It b a s i c a l l y  said that the N o r t h East is 

inv e s t i ng  its pension m o n e y  and d e s t r o y i n g  its own e c o n o m i c  base, that steel w o r k e r s  

m o n e y  is invested through C hase M a n h a t t a n  Bank in the J ap a n e s e  s t e e l industry, that 

C h i c a g o  steel w o r k e r s  are putting m o n e y  into C o n t i n e n t a l  I l i no i s  Bank. C o n t i n e n t a l  

Tlin o i s  Bank is m a k i n g  l oans to I S C O R  w h i c h  is a S outh A f r i c a n  Iron Steel 

C o r p o r a t i o n  w h i c h  is in turn e x p o r t i n g  s t e e l  to the U n i t e d  S t a t e s  and b u i l d i n g 

b u i l d i n g s  in Chicago. I mean, in o t h e r words, there was no u n d e r s t a n d i n g  of the 

r e a l i t y  of the i n t e r - r e l a t e d n e s s  of our e c o n o m y  and the way  we invest l i t e r a l l y  

h u n d r e d s  of b i llions of d o l l a r s  in our e c on o m y .  T get so wind on this becau s e  I 

h a v e  been involved in it for so m a n y  y ea r s  so I w i l l  try to b a c k  off and go thro u g h  

2 or 3 o ther things, but I think it is i m p o r t a n t  to u n d e r s t a n d  that there is a 

di r e c t  i n t e r - r e l a t e d n e s s  betw e e n  i n ve s t m e n t  d e c i s i o n  m a k i n g  and you r  own e c o n o m y  and 

the v i a b i l i t y  of your  own economy. Y o u  sh ou l d  ne v e r  forget that.

Now, r e g a r d i n g  p er f o rmance, W o r k i n g  A s s e t s  and Calv e r t  Social F u n ds  w h i c h  are two 

m o n e y  m a r k e t  funds, cash funds. We have been in the top (juartile, m e a n i n g  the top 

25 %  of m o n e y  ma r ke t  funds in the c o u n t r y  and forbid me to say this but our 

c o m p e t i t o r  Calvert G r o up  in 1983 was the h i g h e s t  p e r f o r m i n g  m o n e y  market fund in the 

c o u n t r y  a c c o r d in g  to D o n a h ue  M o n e y  A v e r ag e .  T h e y  w e r e  the h i gh e s t  p e r f o r m i n g  m o n e y  

m a r k e t  fund in 1983, of all the m o n e y  m a r k e t  funds, o v e r  350 m o n e y  mar k e t  funds in 

the country. Calvert, not only  e x c l u d e s  c o m p a n i e s  in S o u t h  A f r i c a  but they h ave a 

w i d e  degree of other criteria. So yo u  c^.n't a l w a y s  say if you e x c l u d e  c o m pa n i e s  

then y o u  can't h a v e  good p e r fo rmance. A b s o l u t e l y  not true. N o w  the m a j o r i t y  of 

d i s c u s s i o n  and s tudy has been on the e q u i t y  port i o n  of the portfo l i o .  Let me m a k e  a 

fe w  c o m m e n t s  b e c a u s e  I think this is real impor t a n t.  Again, g e n e r a l l y  this is in 

the lowest portion of y o u r  asset base of y o u r  p o r t f o l i o  and in the more h i g h  risk
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category of your portfolio - equity, stocks.

T h e r e  have been about a dozen stud i e s  to d a t e  and some of these s t u d i e s  I think h a v e  

been before yo u and I'll m e n t i o n  a fe.J and beli e v e  me the b asic f i n d i n g s  of all the 

s t u d i e s  are this that you look h i s t o r i c a l l y  at risk and return. Tha t  if you c o m p a re  

S o u t h Af r i c a - f r ee  p o r t f o l i o s  and South A f r i c a  invested po r t fo l i o s ,  you wil l  have a 

slight increase in risk and a slight in c rease in v o l a t i l i t y  of S o u t h  A f r i c a - f r e e  

portfolios, but there will be tremendous p e r f o r m a n c e  a dvantages. I will q u a n t i f y  

s ome of those advantages. In other words, what I am sa y i n g  is, w i t h  a v e r y  m a r g i n a l  

h i g h  risk, and a m a r g i n a l  v o l a t i l i t y  you w i l l  have trem e n do u s  i n c reased p e r f o r m a n c e  

in y o u r  portfolio. For example, United States Trust C o m p a n y  Boston, w h i c h  is one of 

the f o re m o s t  leaders in socia l ly  screened m o n e y  manage me n t ,  did a n u m b e r  of studies, 

one of w h i c h  w a s  d o n e  for the State of C o nn e c t i c u t , and they looked at a ten yea r  

period and found that in the South A fr i c a  free p o r t f o l io  out pe r f o rm e d  the S outh 

A f r i c a  invested p o r t f o l i o  by an avera g e  of 1.6% a year d u r i n g  the ten yea r  period.

In 1983 the Boston C o m p a ny  conducted a ten y ear study c o m p a ri n g  Stand a r d  and Poo r 

500 c o m p a n i e s  w i t h  South Africa invested in South Africa free p or t f olios. The S outh 

A f r i c a n  co mpanies w e r e  excluded because of their heavy e xp o s u r e  in S outh A f r i c a  and 

b e c a u s e  of their poor e m p l o y e e  relations. The South A f r i c a  free po r t f o l i o  out 

p e r f o r m  a n n u a l l y  S outh Afri c an  i nvestment p o r t f o l i o  by 1 7 % . In a 5 y ear s tudy by Ted 

Brown w h i c h  was spon s o r e d  by the A f r i c a  Fund and the New W or l d  Fo u n d ation. (Mr. 

B rown is the former anal y s t  w i t h  Merrill L y n c h  and Shearson, L e h m a n  Ameri c a n  

E x p r e s s )  looked at, again Standard and Poo r  C o m p a n i e s  rated A- or b e t t e r  c o m p a r i n g  

the m over a 5 year period of time in 1983 - 8 4  and found that the S o u t h  A f r i ca n  free 

p o r t f o l i o s  had an a v e r a g e  annual return a l m o s t  30% hi g h e r  than the S o u t h  A f r i c a n  

invested companies. Now, its not n e c e s s a r i l y  because they are i n v e s t i n g  in S outh 

Africa. What they are look i n g  at are l a r g e l y  South A f r i c an  based compa ni e s ,  you
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loo k  at larger c a p i t a l iz e d  firms. W h a t ' s  h a p p e n i n g  is yo u  are d i v e r s i f y i n g  into 

s m a l l e r  c a p i t a l i ze d  i n t e r m e d i a t e  c a p i t a l i z e d  firms w h i c h  are a gain a little bit 

riskier, a little m o r e  v o l a t i l e  but have a t r e m en d o u s  h i s t o r i c a l  h i g h e r  rate of 

return. T think that is really important to c o n s i d e r  when  you b egan and Mr. 

W e l l i n g t o n  mentioned that if you take a r e s t r u c t u r i n g  w h i c h  it might. A n o t h e r  

q u e s t i o n  that comes up, and I am g o i n g  to give  a couple o t he r  m a j o r  arguments 

a g a i n s t  divestiture, and I will close, is the d i v e r s i f i c a t i o n .  In other words, m a n y  

i n v e s t m e n t  analysts and m a n y  a d v isors h a v e  put out reams of p a p e r  saying that if yo u  

o n l y  invest in smaller c a p i t a l i z e d  firms, i n t e r m e d i a t e  c a p i t a l i z e d  firms, and you 

e l i m a t e  some of the l a r g e r  c a p i t a l i z e d  firms y o u  e l i m i n a t e  l a r g e portions of m a y b e 5 

or 6 indus t r i e s  in the S and P 500. That is true. That is a b s o l u t e l y  true. M a y b e  5 

or 6 i n d u s t r y  sectors w i l l  h a v e  8 0 - 9 0 %  of c o m p a n i e s  e l i m i n a t e d  if you e l i m i n a t e  

c o m p a n i e s  in South Afric a .  But so what, I mean yo u  are t a l k in g  about 89-91 i n d u s t r y  

se c t o r s  and then w h y  w h a t  is s a c r o s a n c t  a b o u t  the S and P 500. W h y  don't y o u  look 

at the W i l s h i r e  5,000. In o ther words, wha t  I am saying is, m a n y  m a n a g e r s  n o w  

i n c l u d i n g  Alliance C a p i t a l  M a n a g e m e n t ,  Drex e l ,  Vernum, L am b e c s ,  Prominent Capi t a l  

M a n a g e m e n t ,  W i l s h i r e  A s s o c i a t e s  n o w  run i n d e x  funds and n o w  m a n a g e  m i l l i o n s  of 

d o l l a r s  in South A f ri c a  free p o r t f o l i o s  that b a s i c a l l y  m i m i c  the S and P 500 only 

the y  are not com pa n i e s  invested in S outh Afric a ,  co m p an i e s  not invested in South 

Africa. M o n e y  m a n a g e r s  can set up a v a r i e t y  of p o r t f o l i o s  u s i n g  a v a r i e t y  of 

inde x e s  but what I t hink is im po r t a n t  is that d i v e r s i f i c a t i o n  is of risk not of 

p o r t f o l i o s  sector, in o t h e r  words i n d u s t r y  sector. There is no m o n e y  m a n a g e r  in 

this c o u n t r y  that i n v e s ts  in e v e r y  i n d u s t r y  sector in the S and P 500. Its just not 

real i s t ic ,  its not re a s o n a b l e.  In fact c e r t a i n  i n du s t r y  s e c t o r s  w h i c h  would 

a b s o l u t e l y  stay awa y  from. A n o t h er  a r g u m e n t  is t r a n s a c t i o n  cost. Yo u  w i l l  h ear 

alot of people in fact, I hav e  seen s tu d i e s  recently, by W i s c o n s i n ,  of t r a n s ac t i o n  

costs. Th e  p r o b l e m  is that the t r a n s a c t i o n  costs are looked at as a cost and also
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not as what you benefit from for i n c reased transaction cost. T hav e  seen figures as 

h i g h  as 6%, 1-6% of d i v e s t e d  s ecurities, the asset v a l u e  of c i v e s t e d  secu r i t ie s  wil l  

go u n d e r  transaction cost. This is a b s o l u t e l y  o b s c e n e  that a n y b o d y  would giv e  you 

figures like that I mean they ignore b l oc k  trades, ignore n e g o t i a t e d  b r o k e r a g e  fees, 

they ignore normal p o r t f o l i o  t u r nover w h i c h  by the wa y  is a n y w h e r e  from 60-70%. In 

fact the former Head of D ep a r t m e n t  of Labor, Mr. Montz stated that his of f i c e  had 

done a s tudy of p r i v a t e  pension funds and found 70% of t heir p ortfolios, the Taft 

H a r t l e y  j o i n t l y  a d m i n i s t e r e d  p o r t f o l i o s  w e r e  turned ove r  a year.Public pension funds 

turned over on the a v e r a g e  of 55-60% a year. So a gain t r an s a c t i o n  costs by 3nd of 

t h e m s e l v e s  are an i n s i g n i f i c a n t  part of d i v e s t m e n t .  So what I w ould like to do is 

c o n c l u d e  and mak e  a cou p le  of c om m e n t s  r e l a ti n g  to some of the things I heard Mr. 

W e l l i n g t o n  say.

N u m b e r  one, U.S. c o r p o r a t i o n s  are s t r a t e g ic  to the econ o m y of S outh Africa. N u m b e r  

two, there is e x t r e m e l y  h i g h  r isk in S o u t h  Af r i c a  now, in fact a c c o r d i n g  to a panel 

of attorneys, I heard in N e w  Y o r k  t h r o u g h a N e w  W orld F o u n d a t i o n  sponsored s y m p o s i u m  

on d i v e s t i t u r e  felt that a c t u a l l y  t r u st e e s  n o w  could be sued - sued by b e n e f i c i a r i e s  

if there was a loss in the earnings of a c o m p a n y  that resulted from a loss in South 

Africa. In other words trustees, f e d u c i a r i e s  can now  be sued by b e n e f i c i a r i e s  if 

the v i o l e n c e  in S outh Af r ic a  causes the firm to lose m o n e y  and they can quantify.

That the Sullivan Code is irrelevant. It is irrel e va n t  to S outh A f ri c a  and 

u n f o r t u n a t e l y  its been i r r e l e v a n t to the S o u t h  Afri c a n  g o v e r n m e n t  for the last nine 

years. In fact the So u t h  A f r i c a n g o v e r n m e n t  a c t u a l l y  s u p p o r ts  the Sullivan Cod e  and 

it's n ever cracked down on co m p a n i e s i m p l e m e n t i n g  the Sullivan Code. The reason of 

course is that it does no t  m a k e  one bit of a d i f f e r e n c e  that d i v e s t i t u r e  would 

a c t u a l l y  increase pe r f ormance, it w i l l  a c t u a l l y  i n c rease d i v e r s i f i c a t i o n  beca u s e you 

b e g i n  forcing m oney m a n a g e r s  to do their job. Y o u  a c t u a l l y  b egin to require them to
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mov e into hi gh e r  return in v es t m e n t s  that ha v e  reduced coun t r y  r isk that you finally 

begin to cha l l e n g e  m o n e y  m a n a g e r s  to be c o m e  inno v at i v e  to make money, to avoid 

com pa n i e s  in South A f r i c a  and to begin to reinvest their assets b ack into their own 

community. Again, it is not a closed system, it is a ver y  open system and there's 

got to be an u n d e r s t a n d i n g  of that l ocal c o m m u n i t y  and what you can begin to do.

Its one of the things W o r k i n g  Assets does, it not only av o id s  certain investments 

but s p e c i f i c a l l y  try to ear m a r k  our i n v e s t m e n t s  into financial i n st i t u t i o n s and 

c o m p a n i e s  that are d i r e c t l y  b e n e f i t i n g  a local community, w h e t h e r  it be small 

b u s i n e s s  finance or a f f o r d a b l e  housing. Thi s  is a defin i t e  way in w h i c h  we can 

b r i n g  about m a j o r i t y  rul e  and p r o b a b l y  the last peaceful w a y  that we k n o w  how, and 

that is to simply say no mor e  m o n e y  goes into the South A f r i ca n  economy. That is 

w h a t ' s  m ak i n g  a d i f f e r e n c e  in S outh Af ri c a  today not moral c o n d e m n a t i o n s  but the 

fact that they are not g e t t i n g  capital and technology. That is an industr i a l i ze d  

s o c i e t y  for w h i t e s  co n t r o l l e d  by whites. W i t h o ut  capital and t e c hn o l o g y  you cannot 

sustain an indu s t ri a l  economy.

I t hink I w i l l  c o n c l u d e  there and there are a n u m b e r  of things I could say about Mr. 

W e l l i n g t o n ' s  statement. M a y b e  I could put some of these in w r i t i n g  if the C o m m i t t e e  

is interested and I k n o w  I am runn in g  out of time and you are p r o b ab l y  r u n n i n g  out 

of p a t ience. T h a n k  y o u  v e r y  much.

( R e p r e s en t a t i v e  N a v a r r e  arrived p rior to Mr. H a r r i n g t o n ' s  testimony)
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R e p .  C l o c k s i n :  T w o  t h i n g s ,  f i r s c  o f  all, w i t h  t h e  c h a i r ' s

p e r m i s s i o n ,  I ' d  b e  a n x i o u s  t o  h e a r  a n y  o t h e r  r e s p o n s e s  t o  Mr. 

W e l l i n g t o n ' s  t e s t i m o n y .  W e  a r e  h e r e  a n d  e v e r y b o d y ' s  l i s t e n i n g  a n d  

it m a y  b e  a l i t t l e  m o r e  d i f f i c u l t  t o  r e a d  i t  i n  w r i t i n g  o n c e  y o u  

d o  it a n d  w i t h  t h e  c h a i r ' s  p e r m i s s i o n ,  m a y b e  I c o u l d  e n c o u r a g e  

y o u  t c  d o  t h a t .

Mr. H a r r i n g t o n :  I t r i e d  t o  m a k e  n o t e s  a s  M r .  W e l l i n g t o n  w a s

t a l k i n g  a n d  l e t  m e  t e l l  y o u  w h e r e  I t h i n k  h e  w a s  a b s o l u t e l y  

r i g h t .  H e  t a l k e d  a b o u t  f i d u c i a r y  d u t y  a n d  I a g r e e  w h o l e ­

h e a r t e d l y .  I t h i n k  m y  c o m m e n t s  i n  t h e  p a s t  h a v e  r e f l e c t e d  t h a t  

a n d  t h a t  y o u  c a n ' t  s e p a r a t e  t h e  e c o n o m i c  a n d  t h e  s o c i a l  w i t h  t h e  

f i n a n c i a l  d u t i e s  o f  t h e  t r u s t e e  a n d  a f i d u c i a r y .  I ' v e  l i s t e n e d  

t o  e q u i t y  m a n a g e r s  a n d  o t h e r  m o n e y  m a n a g e r s  s i n c e  1 9 7 2  o n  t h i s  

q u e s t i o n .  I a l w a y s  h a v e  t o  c h u c k l e  t o  m y s e l f  w h e n  I h e a r  

s o m e b o d y  s a y i n g  "I o p p o s e  a p a r t h e i d  b u t . . " .  I t ' s  s o r t  o f  l i k e  

s a y i n g ,  "I a m  n o t  a c r o o k  a n d  I ' l l  t e l l  y o u  w h y " ,  "I a m  n o t  a 

r a c i s t  a n d  h e r e ' s  w h y . "  I n  o t h e r  w o r d s  i t s  a l w a y s  s o r t  o f  a n  

a p o l o g y  t h a t  I a g r e e  w i t h  e v e r y t h i n g  y o u  s a i d  b u t  w e  c a n ' t  d o  it. 

W e l l ,  t h a t ' s  n o t  t r u e  a n d  i t s  b e i n g  d o n e  n o w  b y  l i t e r a l l y  d o z e n s  

o f  m o n e y  m a n a g e r s  a c r o s s  t h e  c o u n t r y  a n d  i t s  t a k e n  p l a c e  o v e r  t h e  

l a s t  e i g h t  t o  t e n  y e a r s .  M y  c o m p a n y  is a r e f l e c t i o n  o f  t h a t .  

O t h e r  m a i n  l i n e  m o n e y  m a n a g e r s  a r e  a r e f l e c t i o n  o f  t h a t .  I a l s o  

a g r e e  w i t h  Mr. W e l l i n g t o n  t h a t  t h e  b e s t  r e t u r n  is t h e  m o s t  

i m p o r t a n t .  I n  o t h e r  w o r d s ,  t h e y ' v e  g o t  t o  l o o k  a t  r e t u r n  a n d  

t h a t ' s  p r i m a r i l y  - t h a t ' s  t h e  r e s p o n s i b i l i t y  o f  t h e  t r u s t i c .  Mr. 

W e l l i n g t o n  m e n t i o n e d  e m p l o y e e s  s h o u l d  v o t e  o n  t h e  i s s u e .  W e l l ,
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y o u  k n o w ,  Mr. W e l l i n g t o n  is a f i d u c i a r y ,  h e ' s  a t r u s t e e  a n d  t h a t  

o b l i g a t i o n  r e s t s  w i t h  hi m .  H o w  m a n y  o t h e r  t i m e s  h a s  h e  g o n e ,  o r  

d o e s  h e  w a n t  t o  go, t o  t h e  b e n e f i c i a r y  t o  p o l l  t h e m  o n  a n  i s s u e  

r e g a r d i n g  t h e  f u n d  a n d  t h e  f u n d ' s  s a f e t y .  D o e s  h e  p o l l  t h e  

e m p l o y e e s  w h e n  t h e y  v o t e  t h e i r  c o m m o n  s t o c k  o n  l i t e r a l l y  h u n d r e d s  

o f  s h a r e h o l d e r  i s s u e s .  W e l l ,  o f  c o u r s e  no t .  I w o u l d  b e g i n  t o  

l o o k  a t  h o w  t h e  f u n d s  h a v e  b e e n  v o t i n g  t h e i r  s t o c k ,  a s  t r u s t e e s ,  

a s  f i d u c i a r i e s  b e c a u s e  I t h i n k  t h a t ' s  r e a l l y  i m p o r t a n t  - t h a t ' s  

a n  o w n e r s h i p  r e s p o n s i b i l i t y .  H e  m e n t i o n e d  a d i s c u s s i o n  w i t h  h i s  

m o n e y  m a n a g e r s ,  t h r e e  e q u i t y  m a n a g e r s .  I d i d n ' t  g e t  a l l  t h e  

e q u i r y  m a n a g e r s  b u t  m e n t i o n e d  t h e  f a c t  t h a t  t h e y  l o o k  a t  

a p p r o x i m a t e l y  f o r t y  s t o c k s  a n d  a b o u t  s e v e n t y  p e r c e n t  c o u l d  b e  

a f f e c t e d .  T h e  o n l y  c o m m e n t  I c a n  s a y  is I w o u l d  l i k e  t o  l o o k  a t  

t h o s e  s t o c k s  a n d  t h o s e  i n d u s t r y  s e c t o r s  a n d  s e e  e x a c t l y  w h i c h  

s t o c k s  w e r e  a f f e c t e d .  A n d  h e  c o m m e n t e d  t h a t  " w h e r e  d o  y o u  g o  if 

y o u  d o n ' t  i n v e s t  in I B M . "  W e l l ,  o n e  o f  t h e  p r o b l e m s  w i t h  

t r a d i t i o n a l  m o n e y  m a n a g e m e n t ,  e s p e c i a l l y  e q u i t y  m a n a g e r s ,  a n d  

y o u ' r e  g o i n g  t o  g e t  a l o t  o f  m y  b i a s e s  h e r e ,  is t h a t  i t ' s  a z e r o  

s u m  g a m e .  A l l  t h e  s a m e  m o n e y  m a n a g e r s  l i s t e n  t o  t h e  s a m e  

a n a l y s t s  a c r o s s  t h e  c o u n t r y .  T h e y ' r e  a l l  b u y i n g  a n d  s e l l i n g  I B M  

a n d  E a s t m a n  K o d a k  a n d  X e r o x  a n d  D u p o n t  a n d  D o w  a n d  t h e  p r o b l e m  is 

t h a t  w h e n  s o m e b o d y  l o o s e s  i n  W i s c o n s i n  a n d  s o m e b o d y  w i n s  in 

M a s s a c h u s e t t s  a n d  v i c e  v e r s a ,  i n  o t h e r  w o r d s  t h e y ' r e  a l l  t r a d i n g  

t h e  s a m e  s t o c k s .  T h e y ' r e  a l l  l i s t e n i n g  t o  t h e  s a m e  a n a l y s t s .  

D i v e s t i n g  a n d  r e i n v e s t i n g  a n d  e v e r y t h i n g  I ' v e  t a l k e d  a b o u t  i s  n o t  

e a s y .  T h i s  is a t o u g h  job. Y o u ' r e  t a l k i n g  a b o u t  r e q u i r i n g  m o n e y



m a n a g e r s  t o  b e  i n n o v a t i v e  a n d  t o  t h i n k  a n d  b e g i n  t o  d e a l  w i t h  t h e  

r e a l  w o r l d .  A n d  t h a t ' s  w h a t ' s  r e a l l y  t o u g h  b e c a u s e  a l o t  o f  t h e m  

a r e  s i m p l y  n o t  t r a i n e d  t o  d o  t h a t .  T h e y ' r e  t r a i n e d  t o  l o o k  a t  

t h e i r  s c r e e n s  a n d  l i s t e n  t o  t h e i r  a n a l y s t  a n d  t r a d e  s t o c k s .  I 

k n o w ,  I l i s t e n  t o  t h e  s a m e  a n a l y s t  a n d  t r a d e  t h e  s a m e  s t o c k s  a 

l o t  o f  t i m e s .  S o  I t h i n k  i t ' s  r e a l  i m p o r t a n t  t h a t  p e o p l e  b e g i n  t o  

u n d e r s t a n d  t h a t  t h e r e  a r e  a l o t  m o r e  c o m p a n i e s  o u t  t h e r e .  Y o u ' v e  

g o t  1 0 , 0 0 0  s e c u r i t i e s  o u t  t h e r e .  E v e n  t h o u g h  y o u  a r e  r e s t r i c t e d  

i n  y o u r  d i v i d e n d  p a y m e n t s ,  a n d  I ' v e  d e a l t  w i t h  t h i s  in 

C a l i f o r n i a ,  b e c a u s e  w e  h a d  a v e r y  r e s t r i c t i v e  C o n s t i t u t i o n ,  m u c h  

m o r e  r e s t r i c t i v e  t h a n  A l a s k a 's r e g a r d i n g  d i v i d e n d  p a y m e n t s  t h r e e  

y e a r s  c o n s e c u t i v e l y .  T h e r e  a r e  s t i l l  a m p l e  c o m p a n i e s  o u t  t h e r e  

a n d  t h e r e  a r e  m o n e y  m a n a g e r s  o u t  t h e r e ,  b e l i e v e  m e ,  m o n e y  

m a n a g e r s  a r e  p a i d  v e r y  w e l l .  Mr. W e l l i n g t o n  i n d i c a t e d  t h a t  a n d  

h e ' s  a b s o l u t e l y  r i g h t .  Y o u  c a n  f i n d  m o n e y  m a n a g e r s  t o  d o  a v e r y  

g o o d  j o b  f o r  y o u .  A n d  I a l s o  a g r e e  w i t h  M r .  W e l l i n g t o n  t h a t  

m o n e y  m a n a g e r s  a r e  l i k e  a t t o r n e y s  a n d  y o u  c a n  g e t  a l o t  o f  

d i f f e r e n t  a n s w e r s  t o  a q u e s t i o n .  A n d  I t h i n k  t h a t ' s  w h a t  y o u ' v e  

g o t  t o  do. Y o u ' v e  g o t  t o  b e g i n  a s k i n g  a l o t  o f  t h e s e  h a r d  

q u e s t i o n s  o f  m o n e y  m a n a g e r s .  O n e  l a s t  c o m m e n t  a n d  t h i s  is o n  t h e  

S u l l i v a n  P r i n c i p l e s  b e c a u s e  Mr. W e l l i n g t o n  s u g g e s t e d  t h a t  t h a t  

m a y  b e  a c o m p r o m i s e .  W e l l ,  i t ' s  n o t  a c o m p r o m i s e .  T h e  r e a s o n  

t h a t  a l o t  o f  m o n e y  m a n a g e r s  a n d  a l o t  o f  i n s t i t u t i o n s  h a v e  o p t e d  

f o r  t h e  S u l l i v a n  P r i n c i p l e s  is b e c a u s e  t h a t  h a s  a b s o l u t e l y  n o  

e f f e c t  o n  a p o r t f o l i o .  I n  o t h e r  w o r d s ,  i t  d o e s n ' t  c h a n g e  t h e i r  

w a y  o f  d o i n g  a n y t h i n g  a t  all. I t  m a y  e l i m i n a t e  f o u r  o r  f i v e
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c o m p a n i e s .  I t ' s  a v e r y  e a s y  s i t u a t i o n  f o r  a c o m p a n y  t o  s i g n  t h e  

S u l l i v a n  P r i n c i p l e s  a n d  t h e n  b e  r a t e d  i n  t h e  t o p  t h r e e  

c a t e g o r i e s .  B u t  a g a i n  y o u ' r e  t a l k i n g  a b o u t  h a v i n g  a n  i m p a c t  o n

2 6 , 0 0 0  A f r i c a n  e m p l o y e e s  o u t  o f  t h e  w h o l e  A f r i c a n  p o p u l a t i o n .  S o  

t h e  i m p a c t ,  w o r k  p l a c e  d i s c r i m i n a t i o n  a g a i n  d o e s n ' t  d e a l  w i t h  

a p a r t h e i d .  I t  d o e s n ' t  d e a l  w i t h  t h e  f u n d a m e n t a l  s y s t e m  a n d  

t h a t ' s  w h y  t h e  R e v e r e n d  S u l l i v a n  h a s  s a i d  " w e ' v e  g o t  a n o t h e r  t w o  

y e a r s  b e f o r e  I ' m  g o i n g  t o  c a l l  f o r  t o t a l  d i v e s t m e n t "  a n d  t h a t  w a s  

a l m o s t  a y e a r  a g o .  S o  w e ' v e  g o t  a b o u t  a y e a r  l e f t  a n d  evc.t h e  

h a s  s a i d  c a t e g o r i c a l l y  I d o n ' t  k n o w  if t h a t ' s  e n o u g h  t i m e .  I n  

o t h e r  w o r d s ,  t i m e  is r u n n i n g  out. T h a t  is s u c h  a v o l a t i l e  

s i t u a t i o n .  R e v .  S u l l i v a n  a l s o  d o e s  n o t  s u p p o r t  n e w  i n v e s t m e n t s .  

H e ' s  o p p o s e d  t o  n e w  i n v e s t m e n t s  in S o u t h  A f r i c a  a n d  h e ' s  o p p o s e d  

t o  a n y  a n d  a l l  b a n k  l o a n s  i n  S o u t h  A f r i c a .  A g a i n ,  t o  f i n a l i z e  

t h a t ,  t o  f i n a l i z e  t h e  q u e s t i o n  o f  t h e  S u l l i v a n  P r i n c i p l e s ,  t h e  

S u l l i v a n  P r i n c i p l e s  w e r e  s u p p o r t e d  o r i g i n a l l y l 6  

i n  c o n c e p t  b y  t h e  S o u t h  A f r i c a n  g o v e r n m e n t .  I ' v e  s e e n  r e a m s  o f  

p a p e r  t o  l e g i s l a t u r e s  - l e g i s l a t o r s  a n d  l e g i s l a t u r e s  - s u p p o r t i n g  

t h e  c o n c e p t  o f  t h e  S u l l i v a n  P r i n c i p l e s  w i t h  t h e  S o u t h  A f r i c a n  

g o v e r n m e n t .  T h e y  h a v e  n e v e r  o p p o s e d  i m p l e m e n t a t i o n  i n  S o u t h

A f r i c a  o f  t h e  S u l l i v a n  P r i n c i p l e s .  So, t h i s  d o e s  n o t  

f u n d a m e n t a l l y  a f f e c t  t h e  a p a r t h e i d  s y s t e m .  So, i f  y o u  o p t  f o r  

t h e  S u l l i v a n  P r i n c i p l e s  I t h i n k  y o u  s h o u l d  r e a l l y  k n o w  t h i s .  I 

m e a n  b e  r e a l  u p  f r o n t  a b o u t  it. A n d  i f  y o u  h a v e  t o  a s  a

c o m p r o m i s e ,  a s  a f i r s t  s t e p  t h e n  I u n d e r s t a n d .  B u t  I m e a n  y o u

s h o u l d  g o  i n t o  i t  u n d e r s t a n d i n g  t h a t  s i t u a t i o n .
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R e p .  C l o c k s i n :  Y o u  s p e n t  a c o n s i d e r a b l e  a m o u n t  o f  t i m e  i n  y o u r

t e s t i m o n y  t a l k i n g  a b o u t  t h e  r i s k  i n  S o u t h  A f r i c a .  A n d  i f  t h e  

r i s k  is a s  h i g h  a s  y o u  s u g g e s t  w h y  d o  w e  n e e d  t o  p a s s  l e g i s l a­

t i o n ?  U n d e r  t h e  p r u d e n t  i n v e s t o r  r u l e  t h e y ' d  h a v e  t o  p u l l  o u t  

o u r  m o n e y  a n y w a y .

M r .  H a r r i n g t o n :  T h a t ' s  a v e r y  g o o d  q u e s t i o n .  I t h i n k  w h a t

y o u ' r e  d o i n g  i n  d i v e s t i t u r e  is t h a t  y o u ' r e  s p e e d i n g  r e a l i t y  

a l o n g .  I n  o t h e r  w o r d s ,  I t h i n k  t h a t  a l o t  o f  c o m p a n i e s  h a v e  m a d e  

t h a t  d e c i s i o n .  B u t  l a r g e  c o m p a n i e s  a r e  b u r e a u c r a t i c .  I m e a n ,  I 

a l w a y s  c h u c k l e  a g a i n  w h e n  p e o p l e  in b u s i n e s s  c o m m e n t  a b o u t  t h e  

b u r e a u c r a c y  o f  g o v e r n m e n t .  W e l l ,  t h e  b u r e a u c r a c y  o f  l a r g e  

c o r p o r a t i o n s  is t r e m e n d o u s .  D e c i s i o n s  a r e  n o t  m a d e  v e r y  f a s t  a n d  

a l o t  o f  t i m e s  d e c i s i o n s  a r e  p u t  of f .  M a n y  c o m p a n i e s  o p e r a t e  in 

a v e r y  s h o r t  r u n ,  h i g h  r e t u r n  a t m o s p h e r e  w h e r e  p e r f o r m a n c e  is 

r i g h t  a t  t h e  t o p  o f  t h e  l i s t  a n d  r i s k  is a t  t h e  l o w e r  l i s t .  A s  I 

m e n t i o n e d ,  s i n c e  1 9 8 1 ,  '82, '83 r i s k  a n a l y s t s  c a t e g o r i c a l l y  w e r e

s a y i n g  s t a y  o u t  o f  S o u t h  A f r i c a .  M a n y  c o m p a n i e s  i g n o r e d  t h i s  b u t  

a g a i n  m a n y  c o m p a n i e s  d i d  p u l l  o u t  a n d  t h e y  s o l d  t h e i r  s u b s i d i a r ­

i e s  t o  S o u t h  A f r i c a n  c o m p a n i e s .  S o  I t h i n k  t h e y  r e c o g n i z e d  it, 

h o w e v e r  I t h i n k  t h e y  r e c o g n i z e d  it t o o  l a t e .  I t h i n k  a s  a 

f i d u c i a r y ,  a s  a n  e l e c t e d  o f f i c i a l ,  I t h i n k  i t  b e h o o v e s  y o u  t o  

i m p l o r e ,  a n d  i f  i t ' s  in l e g i s l a t i o n ,  f i n e ,  o r  w h a t e v e r  w a y  t h e  

t r u s t e e s  s e r i o u s l y  l o o k  a t  t h a t  r i s k .  B u t  I d o n ' t  t h i n k  t h e y ' v e  

r e a l l y  l o o k e d  a t  it. U p  u n t i l  s a n c t i o n s  w e r e  d i s c u s s e d  a n d  t h e  

S o u t h  A f r i c a n  g o v e r n m e n t  d e f a u l t e d  o n  t h e i r  s h o r t  t e r m  d e b t  a n d
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a g r e e d  t o  r e t u r n  t o  a t w o - t i e r  e x c h a n g e  r a t e ,  I d o n ' t  t h i n k  m a n y  

c o r p o r a t i o n s  r e a l l y  u n d e r s t o o d  f u n d a m e n t a l l y  w h a t  w a s  g o i n g  o n  in 

S o u t h  A f r i c a .  A g a i n ,  t h e r e  a r e  t w o  l a w s  i n  S o u t h  A f r i c a  t h a t  

p r e v e n t  a l o t  o f  i n f o r m a t i o n  e v e n  g e t t i n g  t o  c o r p o r a t e  p a r e n t s  - 

t h e  S o u t h  A f r i c a n  O f f i c i a l s  S e c r e t s  A c t  a n d  t h e  S o u t h  A f r i c a n  

P r o t e c t i o n  o f  B u s i n e s s  A c t .  S o  t h e r e ' s  a l i m i t e d  a m o u n t  o f  

i n f o r m a t i o n  t h a t  e v e n  c o m e s  o u t  o f  S o u t h  A f r i c a .

R e p .  C l o c k s i n :  If I m a y  f o l l o w  up. T h e  r i s k  q u e s t i o n  is a

c r u c i a l  o n e  b e c a u s e  t h i s  m a y  a l l  h a p p e n  w i t h o u t  u s  h a v i n g  t o  p a s s  

a n y  l e g i s l a t i o n .  T h a t ' s  a t  l e a s t  a n  i m p l i c a t i o n  I g e t  f r o m  y o u r  

t e s t i m o n y .  T h e  r e s p o n s e  I h a v e  h e a r d  t o  t h a t  is t h a t  t h e  r i s k  is 

i t  s t i l l  e x t r e m e l y  s m a l l  b e c a u s e  t h e  c o m p a n i e s  a r e  s o  b i g  a n d  t h e  

a m o u n t  t h e y  h a v e  in S o u t h  A f r i c a  is s o  s m a l l  t h a t  t h e r e  r e a l l y  

i s n ' t  m u c h  r i s k  a t  a l l  o f  i n v e s t i n g  i n  IBM, f o r  e x a m p l e ,  if t h e y  

g e t  e x p r o p r i a t e d  i n  S o u t h  A f r i c a .

H a r r i n g t o n :  R i g h t .  Y e a h ,  I ' v e  h e a r d  t h a t  a r g u m e n t  t o o  a n d  t h e

a r g u m e n t  is t h a t ,  l i k e  y o u  s a i d ,  y o u ' v e  g o t  I B M  t h a t  m a y b e  o n e  

p e r c e n t  o f  i t s  r e v e n u e  c o m e s  o u t  o f  S o u t h  A f r i c a .  H o w e v e r ,  

y o u ' r e  n o t  j u s t  l o o k i n g  a t  S o u t h  A f r i c a .  Y o u ' r e  l o o k i n g  a t  o t h e r  

c o u n t r i e s  t o o  a n d  y o u ' r e  a l s o  l o o k i n g  at, t h e  r e p r e s e n t a t i v e  

e a r l i e r  m a d e  a c o m m e n t  a b o u t  l o o k i n g  a t  c o n t r a c t s  a n d  l o o k i n g  a t  

p u b l i c  a g e n c i e s  t h a t  d o  b u s i n e s s  w i t h  s o m e  o f  t h e s e  l a r g e  

c o m p a n i e s  i n  S o u t h  A f r i c a .  So, w h a t  I B M  h a s  b e e n  l o o k i n g  a t  is 

n o t  j u s t  t h e  f a c t  t h a t  a s t a t e  r e t i r e m e n t  s y s t e m  w o n ' t  b u y  t h e i r  

s t o c k ,  w o n ' t  b u y  t h e i r  b o n d s ,  b u t  t h e y ' r e  a l s o  l o o k i n g  at t h e
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f a c t  t h a t  t h e y  w o n ' t  b u y  t h e i r  p r o d u c t s ,  t h e i r  g o o d s  a n d  

s e r v i c e s .  T h e r e  h a v e  b e e n  s o m e  l o s s e s  t h e r e  t o  t h e  c o m p a n y .  L e t  

m e  m a k e  o n e  c o m m e n t  b e f o r e  i t  l e a v e s  m y  m i n d .  D i v e s t i t u r e ,  a l o t  

o f  p e o p l e  h a v e  s a i d  w e l l  d i v e s t i t u r e ,  i f  y o u ' r e  j u s t  s e l l i n g  a 

s t o c k  a n d  s o m e o n e  e l s e  is b u y i n g  i t  w h a t  i m p a c t  a r e  y o u  h a v i n g .  

T h e  a n s w e r  is t h a t  y o u ' r e  n o t  h a v i n g  m u c h  i m p a c t ,  i n  r e a l i t y .  

But, w h a t  y o u ' r e  d o i n g  w i t h  n o  n e w  i n v e s t m e n t s  is y o u ' r e  c l o s i n g  

o f f  t h e  d e b t  m a r k e t  a n d  t h e  e q u i t y  m a r k e t  f r o m  l a r g e r  a n d  l a r g e r  

p l a y e r s  i n  o u r  e c o n o m y  - p e n s i o n  f u n d s  a n d  l a r g e  i n s t i t u t i o n a l  

i n v e s t o r s ,  s u c h  a s  W o r k i n g  A s s e t s ,  C a l v e r t  a n d  a n u m b e r  o f  o t h e r  

l a r g e  i n v e s t o r s .  So, w h a t  a c o m p a n y  d o e s  is t h e y ' r e  n o t  g o i n g  t o  

c a r e  i f  I s e l l  m y  h u n d r e d  s h a r e s  o f  I B M  a n d  s o m e b o d y  e l s e  b u y s  

t h e m .  W h a t  t h e y  a r e  c o n c e r n e d  a b o u t  is t h e  f a c t  t h a t  t h e y  d o n ' t  

h a v e  a c c e s s  t o  a l a r g e r  a n d  l a r g e r  p o r t i o n  o f  t h e  c a p i t a l  m a r k e t .  

T h a t  h a s  t r e m e n d o u s  i m p a c t .  S e c o n d l y ,  t h e r e  a r e  a n u m b e r  o f  

c o m p a n i e s  t h a t  a r e  n o t  i n v e s t i n g  d i r e c t l y  i n  S o u t h  A f r i c a  b u t  

w h o s e  e c o n o m i c  f o r t u n e s  a r e  t i e d  t o  S o u t h  A f r i c a ,  w h o  i m p o r t  

v i t a l  r e s o u r c e s  t h a t  m a n u f a c t u r e  - m a n u f a c t u r e r s ,  r e t a i l e r s ,  

w h o l e s a l e r s ,  d i s t r i b u t o r s .  S o  y o u ' r e  n o t  j u s t  t a l k i n g  a b o u t  t h e  

I B M s  t h a t  h a v e  o n e  p e r c e n t  o f  t h e i r  b u s i n e s s  b u t  y o u ' r e  t a l k i n g  

a b o u t  a l o t  o f  o t h e r  c o m p a n i e s  in S o u t h  A f r i c a .  A n d ,  a g a i n ,  if 

y o u  c a n  t r a n s l a t e  a n y  o f  t h i s ,  e v e n  i f  i t ' s  o n e  p e r c e n t .  I f  o n e  

p e r c e n t  o f  I B M ' s  e a r n i n g s  a r e  a f f e c t e d  b e c a u s e  t h e y ' v e  l o s t  a l l  

t h e i r  i n v e s t m e n t  i n  S o u t h  A f r i c a  t h e n  a t r u s t e e  is s u b j e c t  t o  

s u i t ,  e v e n  i f  i t ' s  o n e  p e r c e n t .  A g a i n ,  i t ' s  h a d  a n  i m p a c t  o n  t h e  

c o m p a n y ' s  e a r n i n g s  a n d  a s  a t r u s t e e  y o u ' v e  g o t  t o  b e  v e r y  a w a r e  

o f  t h a t .
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S e n a t o r  F i s c h e r :  T h a n k  y o u  m a d a m  c h a i r .  I w o u l d  l i k e  to m e n t i o n

w i t h  r e g a r d  t o  y o u r  c o m m e n t  e a r l i e r  t h a t  t h e  S u l l i v a n  c o d e  is 

i r r e l e v a n t  a n d  R e v .  S u l l i v a n  s a i d  a y e a r  a g o  t h a t  h e ' s  g i v i n g  it 

t w o ,  t h r e e  y e a r s .  I h e a r d  j u s t  a b o u t  a w e e k  o r  t w o  a g o  t h a t  Rev. 

S u l l i v a n  h a s  s a i d  t h a t  t h e  t i m e  h a s  a l r e a d y  r u n  o u t  a n d  t h a t  h e  

n o  l o n g e r  s u p p o r t s  t h e  s o  c a l l e d  S u l l i v a n  P r i n c i p l e s  a n d  h e  

b e l i e v e s  t h a t  d i s i n v e s t m e n t  s h o u l d  o c c u r  no w .  O n e  o f  t h e  t h i n g s  

t h a t  c o n c e r n s  m e  is, h o w  c a n  w e  d e a l  w i t h  t h e  p r o b l e m  o f  w h a t  o n e  

m i g h t  c a l l  s e l f - f u l f i l l i n g  p r o p h e c y ,  s e l f - f u l f i l l i n g  a d v i c e  t h a t  

o n e  o f t e n  g e t s  w i t h  r e s p e c t  t o  s e l e c t i n g  a n d  g e t t i n g  t h e  

i n v e s t m e n t  a d v i s o r s  w h o  a s  y o u  s a y  w i l l  w o r k ,  w h o  w i l l  d o  t h e  

a c t u a l  w o r k .  I h a v e  e x p e r i e n c e d  in t h e  p a s t ,  m a n y  t i m e s  w h e r e  I 

m a n a g e d  a n  a g e n c y  a n d  I w a n t  c e r t a i n  l e g a l  a d v i c e  a n d  I '11 g e t  a n  

a t t o r n e y  w h o  w i l l  g i v e  m e  a d v i c e  t h a t  I w a n t  a n d  h e  t e l l s  m e  h o w  I 

c a n  b e s t  d o  w h a t  I w a n t  t o  do, r a t h e r  t h a n  g e t t i n g  a n  o p p o s i n g  

p o i n t  o f  v i e w  f r o m  a n  a t t o r n e y .  H o w  c a n  w e  s e e  t o  it, w e  as 

l e g i s l a t o r s  a n d  p o l i c y  m a k e r s ,  h o w  c a n  w e  s p e c i f y  i n  l a w  o r  

p o l i c y  t h a t  o u r  f u n d  m a n a g e r s  g e t  t h e  r i g h t  k i n d  o f  a d v i c e  r a t h e r  

t h a n  t h e  c o n v e n t i o n a l  a d v i s o r s  w h o  s a y  A T & T ,  I B M  a n d  s o  o n  a n d  so 

f o r t h .

H a r r i n g t o n :  Y o u  w a n t  m e  t o  a n s w e r  t h a t ?  T h a t ' s  a m i l l i o n

d o l l a r ,  b i l l i o n  d o l l a r  q u e s t i o n .  W e l l ,  I a g r e e  w i t h  y o u  o n  t h e  

p o i n t  a b o u t  a n  a t t o r n e y .  Y o u  h i r e  a n  a t t o r n e y  o r  y o u  a s k  t h e  

r i g h t  q u e s t i o n s  t o  g e t  t h e  r i g h t  a n s w e r s  a n d  y o u  h a v e  a n  a t t o r n e y  

t e l l  y o u  h o w  t o  g e t  t h e r e .  I w a n t  t o  g e t  h e r e  a n d  yc i t e l l  m e  

h o w  t o  g e t  t h e r e  m o s t  a p p r o p r i a t e l y ,  l e g a l l y  a n d  s o  on. T h e  s a m e
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is d o n e  i n  t h e  i n v e s t m e n t  c o m m u n i t y .  W h e n  y o u  h i r e  a m o n e y  

m a n a g e r  o b v i o u s l y  y o u ' r e  l o o k i n g  a t  p e r f o r m a n c e .  I f  y o u ' r e  o n l y  

l o o k i n g  a t  p e r f o r m a n c e  in t h e  t r a d i t i o n a l  s e n s e ,  t h e n  t h a t ' s  

g e n e r a l l y  w h a t  y o u ' l l  g e t .  Y o u  w i l l  g e t  14, 20 o r  50 f i r m s  t h a t  

w i l l  o v e r w h e l m  y o u  w i t h  d a t a  a n d  c h a r t s  a n d  g r a p h s  a n d  

g o b b l e d e g o o k  a n d  e v e r y t h i n g  e l s e  a n d  y o u  m a y  n a r r o w  t h e m  d o w n  t o  

f i v e  a n d  t h e n  d o w n  t o  t w o  a n d  so on. I t h i n k  w h a t  y o u  h a v e  t o  d o  

is y o u  h a v e  t o  v e r y  c l e a r l y ,  if y o u  a r e  a t r u s t e e s  o r  if y o u  a r e  

a l e g i s l a t o r  d i r e c t i n g  a f i d u c i a r y  o r  t r u s t e e  is t o  s a y  t h a t  

c e r t a i n  k i n d s  o f  t h i n g s  w i l l  b e  r e q u i r e d  w h e n  y o u  e v a l u a t e  o r  

r e v i e w  t h e  p e r f o r m a n c e  o f  a m o n e y  m a n a g e r .  A n d  t h a t  p a r t  o f  t h a t  

r e v i e w  b e  a m o r e  t h o r o u g h  e c o n o m i c  a n d  f i n a n c i a l  e v a l u a t i o n  

r e g a r d i n g  p o r t f o l i o  s e l e c t i o n .  No w ,  a g a i n ,  I n e e d  t o  t h i n k  

t h r o u g h  a m u c h  m o r e  e x t e n s i v e  a n s w e r  a n d  m a y b e  p u t  i t  o n  p a p e r  

b u t  I t h i n k  t h a t  f r o m  a n  e v o l u t i o n a r y  s t a n d p o i n t  I t h i n k  t h a t ' s  

g o i n g  t o  h a p p e n .  W e  f i n a l l y  u n d e r s t o o d ,  w e ' r e  f i n a l l y  b e g i n n i n g  

t o  u n d e r s t a n d  t h e  d y n a m i c s  o f  o u r  e c o n o m y  a n d  t h e  w a y  w e  i n v e s t  

m o n e y .  I t ' s  l i k e  t h e  c h i c k e n  a n d  e g g  s i t u a t i o n ,  I c a n  r e m e m b e r  

t e n  y e a r s  a g o  w h e n  I k e p t  g o i n g  t o  m o n e y  m a n g e r s  a s  a c o n s u l t a n t  

w i t h  s o m e  o f  t h e  p e n s i o n  f u n d s  i n  C a l i f o r n i a  s a y i n g  w h y  d o n ' t  y o u  

p r o v i d e  t h i s  s e r v i c e ,  w h y  d o n ' t  y o u  d o  m o r e ,  w h y  d o n ' t  y o u  l o o k  

i n  m o r e  d i r e c t i o n s .  A n d  t h e y  w o u l d  c o m e  b a c k  t o  m e  a n d  s a y  

" l o o k ,  w e  m a k e  a g o o d  s a l a r y ,  w e ' r e  p a i d  a h i g h  fee, n o b o d y  

d e m a n d s  i t  o f  u s . "  I n  o t h e r  w o r d s ,  " w e ' r e  n o t  r e q u i r e d  t o  d o  

t h a t . "  A n d  m o n e y  m a n a g e r s ,  b a s i c a l l y  a r e  n o t  g o i n g  t o  d o  a n y  

m o r e  w o r k  t h a n  w h a t  y o u  r e q u i r e  t h e m  t o  do. I t h i n k  p a r t  o f  t h a t
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a d v i s o r y  f e e  h a s  g o t  t o  b e  b a s e d  o n  t h e  f a c t  t h a t  a m o n e y  m a n a g e r  

w i l l  l o o k  a t  a l o t  o f  t h e s e  d y n a m i c s  i n  t h e  e c o n o m y  a n d  i n  o u r  

p o l i t i c a l  s y s t e m .  A g a i n ,  y o u  j u s t  c a n ' t  s e p a r a t e  w h a t ' s  g o i n g  o n  

i n  t h e  w o r l d  f r o m  w h a t  a m o n e y  m a n a g e r  d o e s  a n d  t h e  f a c t  t h a t  if 

y o u  l o o k  a t  o v e r  5 0  l e g i s l a t u r e s  in t h e  c o u n t r y  a n d  y o u  l o o k  a t  

C o n g r e s s  a n d  t h e n  y o u  l o o k  a t  t h e  p o w e r  t h e y  h a v e  a n d  t h e n  y o u  

l o o k  a t  t h e  p o w e r  t h a t  m o n e y  m a n a g e r s  h a v e  i n  t h i s  c o u n t r y  y o u  

m i g h t  d e c i d e  n o t  t o  r u n  n e x t  t e r m  a n d  b e c o m e  a m o n e y  m a n a g e r  

b e c a u s e  y o u  h a v e  a t r e m e n d o u s  a m o u n t  o f  i m p a c t  o n  o u r  s o c i e t y .  

O u r  s o c i e t y ,  b o t h  o u r  s o c i a l ,  e c o n o m i c  a n d  o u r  p o l i t i c a l  s y s t e m  

l a r g e l y  i s  d i c t a t e d  t o  b y  t h e  f l o w  o f  c a p i t a l  a n d  t h e

a v a i l a b i l i t y  o f  c a p i t a l .  I f  c a p i t a l  u n f o r t u n a t e l y ,  I h a t e  t o  s a y  

t h i s ,  m o n e y  r u l e s  t h e  d a y  a n d  w e  h a v e  t o  b e  a w a r e  o f  t h a t .  L o n g  

a n s w e r  a g a i n ,  I ' m  s o r r y .

F i s c h e r :  M a d a m  c h a i r ,  I h o p e  y o u r  c o m m i t t e e  w i l l  p u r s u e  t h i s

p a r t i c u l a r  i t e m  a n d  t h a t  Mr. H a r r i n g t o n  w i l l  h a v e  a n  o p p o r t u n i t y  

t o  p r o v i d e  s o m e  a d v i c e  i n  w r i t i n g .

H u r l e y :  I h o p e  t o  b e  a b l e  t o  k e e p  i n  t o u c h  w i t h  h i m  a n d  I w a n t

p e o p l e  t o  k n o w  t h a t  h e  n o r m a l l y  g e t s  $ 5 0 0  a d a y  a n d  h e ' s  g e t t i n g  

n o t h i n g .  H e ' s  d o i n g  t h i s  b e c a u s e  h e  b e l i e v e s  a n d  c a r e s .  I t h i n k  

w e  c a n  u s e  h i m  a s  r e s o u r c e  f o r  s o m e  m o r e  o f  o u r  w o r k .  D o e s  

a n y o n e  e l s e  h a v e  a n y  m o r e  q u e s t i o n s  r i g h t  n o w ?  T h a n k  y o u  a n d  I 

h o p e  y o u  c a n  s t a y  u n t i l  y o u r  p l a n e  l e a v e s  a n d  p i c k  u p  o n  a n y t h i n g  

e l s e .
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H a r r i n g t o n :  T h a n k  y o u .  I w i l l  a l s o  s e n d  y o u  a c o p y  o f  a v e r y

e x c e l l e n t  r e p o r t  o r  p a p e r  b y  o n e  o f  o u r  b o n d  m a n a g e r s  a t  D r e x e l  

B u r n h a m  i n  P h i l a d e l p h i a  w h o  s p e c i f i c a l l y  d i s c u s s e s  f i x e d  i n c o m e  

a n d  is v e r y  c l e a r  t h a t  y o u  c a n  d i v e s t  a n d  c o n t i n u e  t o  m a n a g e  a 

p o r t f o l i o  n o t  i n v e s t e d  in c o m p a n i e s  i n  S o u t h  A f r i c a .  I h a v e  t h a t  

p a p e r  h e r e  i n  f a c t  a n d  I w i l l  g i v e  it t o  y o u r  s t a f f .

H U R L E Y :  T h a n k  y o u  v e r y  m u c h .



T e s t i m o n y  o f  D u m i s a m i  K u m a l o ,  P r o j e c t  D i r e c t o r  o f  t h e  A m e r i c a n  

O f f i c e  o n  A f r i c a .

D u m i s a m i  K u m a l o :  W e l l ,  m y  n a m e  is D u m i s a m i  K u m a l o  a n d  I a m  a 

S o u t h  A f r i c a n  a n d  I w a s  b o r n  a n d  b r o u g h t  u p  i n  S o u t h  A f r i c a .  A n d  

I w o r k e d  a s  a j o u r n a l i s t  i n  S o u t h  A f r i c a  a s  a r e p o r t e r  f o r  a 

n e w s p a p e r  f o r  m o r e  t h a n  t e n  y e a r s .  I w a s  i n v o l v e d  i n  t h e  

d i v e s t m e n t  m o v e m e n t  i n s i d e  S o u t h  A f r i c a .  P e o p l e  m a y  n o t  b e  a w a r e  

t h a t  u p  t o  1 9 6 9  t h e r e  w e r e  b l a c k  a n d  w h i t e  p e o p l e  i n  S o u t h  A f r i c a  

w h o  w e r e  f o r  d i v e s t m e n t .  ( U n i n t e l l i g i b l e ) . T h e  S o u t h  A f r i c a n  

g o v e r n m e n t  r e a l i z e d  t h a t  t h e  m o v e m e n t  w a s  growii.g i n  t h e  c o u n t r y  

t h e y  d e c l a r e d  i t  i l l e g a l  u n d e r  t h e  t e r m s  o f  a p a r t h e i d  a n d  m a d e  it 

a c r i m e  p u n i s h a b l e  b y  a m a n d a t o r y  f i v e  d a y s  i n  j a i l  o r  d e a t h  b y  

h a n g i n g  f o r  e v e r y  S o u t h  A f r i c a n  b l a c k  o r  w h i t e  f o r  s u p p o r t i n g  

d i v e s t m e n t .  I n  1 9 7 7  I w a s  f o r c e d  t o  f l e e  S o u t h  A f r i c a  b e c a u s e  

t h e  g o v e r n m e n t  a t  t h e  t i m e  ( u n i n t e l l i g i b l e )  b l a c k  a n d  w h i t e  

j o u r n a l i s t s  b e c a u s e  t h e y  d i d n ' t  l i k e  w h a t  w e  w e r e  w r i t i n g .  S i n c e  

c o m i n g  t o  c h e  U n i t e d  S t a t e s  in 1 9 7 7  I h a v e  t r a v e l l e d  i n  m o r e  t h a n  

40 s t a t e s  a n d  I h a v e  b e e n  c o o r d i n a t i n g  d i v e s t m e n t  i n  s t a t e s  a n d  

c i t i e s  a r o u n d  t h e  c o u n t r y .  J u s t  f o r  t h e  r e c o r d ,  r i g h t  n o w  

t h e r e ' s  m o r e  t h a n  50 c i t i e s  t h a t  h a v e  a l r e a d y  p a s s e d  d i v e s t m e n t  

a n d  t h e s e  c i t i e s  i n c l u d e  s o m e  o f  t h e  l a r g e r  c i t i e s  in t h e  U n i t e d  

S t a t e s  s u c h  a s  M i a m i ,  F l o r i d a ,  B o s t o n ,  P h i l a d e l p h i a ,  W a s h i n g t o n ,  

D.C. a n d  o t h e r s .  A n d  t h e r e  a r e  t e n  s t a t e s  t h a t  a l r e a d y  h a v e  l a w s  

o n  t h e i r  b o o k s  f o r  d i v e s t m e n t .  T h e  t o t a l  a m o u n t  i n v o l v e d  i n  a l l  

t h i s  is m o r e  t h a n  6 b i l l i o n  d o l l a r s  t h a t  h a s  b e e n  w i t h o  a w n
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t h r o u g h  d i v e s t m e n t .  M y  t e s t i m o n y  b e f o r e  t h e  c o m m i t t e e  t o d a y  is 

t o  b e  v e r y  b r i e f l y  h e a r d  f r o m  a n d  s a y  t h a t  t h e r e  is n o  q u e s t i o n  

a b o u t  t h e  f a c t  t h a t  t h e  A m e r i c a n  c o m p a n i e s  i n  S o u t h  A f r i c a  a r e  

t h e r e  t o  p u m p  u p  a p a r t h e i d ,  t o  s u p p o r t  a p a r t h e i d ,  e c o n o m i c a l l y  

a n d  t e c h n o l o g i c a l l y .  I n  f a c t  t h e y  c o m p l i m e n t  t h e m s e l v e s  b y  

s i g n i n g  t h i n g s  l i k e  t h e  s o - c a l l e d  S u l l i v a n  P r i n c i p l e s .  H o w e v e r ,  

t h e  m a i n  i s s u e  t h a t  c o m e s  u p  w h e n e v e r  w e  m e a n  d i v e s t m e n t  is - is 

d i v e s t m e n t  g o o d  f o r  p e o p l e ?  W e l l ,  i t  is i n t e r e s t i n g  t o  m e  t h a t  

t h e s e  c o m p a n i e s  a r e  n o t  i n  S o u t h  A f r i c a  b e c a u s e  t h e y  l o v e  t h e  

p e o p l e .  O t h e r w i s e  t h e y ' d  s t a r t  l o v i n g  t h o s e  p e o p l e  i n  t h e  U n i t e d  

S t a t e s .  T h e y ' r e  i n  S o u t h  A f r i c a  b e c a u s e  i t ' s  v e r y  g o o d  b u s i n e s s  

t o  b e  t h e r e .  W h y  is it g o o d  b u s i n e s s ?  I t ' s  g o o d  b u s i n e s s  

b e c a u s e  o f  a p a r t h e i d .  T h e  o t h e r  f a c t  is t h a t  t h e r e  a r e  m o r e  t h a n  

3 5 0  U n i t e d  S t a t e s  c o m p a n i e s  i n  S o u t h  A f r i c a .  T h e  t o t a l  3 5 0  

c o m p a n i e s  e m p l o y  a t o t a l  o f  5 0 , 0 0 0  b l a c k  w o r k e r s  o u t  o f  t h e  

p o p u l a t i o n  o f  22 m i l l i o n .  M o s t  o f  t h e s e  c o m p a n i e s  e m p l o y  m o r e  

w h i t e  w o r k e r s  t h a n  b l a c k .  L e t  m e  g i v e  y o u  e x a m p l e s .  IBM, f o r  

i n s t a n c e ,  I B M  e m p l o y s  1 5 0 0  w o r k e r s  o n l y  2 0 0  a r e  n o n w h i t e ,  1 3 0 0  

I B M  w o r k e r s  a r e  w h i t e .  C o n t r o l  D a t a  e m p l o y s  3 00 w h i t e s  a n d  16 

b l a c k  w o r k e r s .  E v e n  G e n e r a l  M o t o r s  e m p l o y s  t w i c e  a s  m a n y  w h i t e s  

t h a n  b l a c k s .  S o  t h e  w h o l e  n o t i o n  t h a t  w e ' r e  a b o u t  t o  h u r t  t h o s e  

p e o p l e  i s  n o t  t r u e .  S o m e  c o m p a n i e s  h a v e  s a i d  t h a t  t h e  w a y  t h e y  

c a n  h e l p  i n  S o u t h  A f r i c a  is t o  p r o v i d e  e d u c a t i o n  a n d  j o b s .  B u t  I 

w a n t  t o  r e m i n d  y o u  t h a t  t h e  p e o p l e  w h o  a r e  b e i n g  s h o t  b y  t h e  

B o t h a  g o v e r n m e n t  i n  S o u t h  A f r i c a  t o d a y  a r e  n o t  s h o t  d o w n  b e c a u s e  

t h e y  a r e  n o t  e d u c a t e d .  T h e y  a r e  s h o t  d o w n  b e c a u s e  t h e y  a r e
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b l a c k .  A p a r t h e i d  is a s y s t e m  t h a t  d i s c r i m i n a t e s  o n  r a c e .  I t  

d o e s  n o t  d i s c r i m i n a t e  b a s e d  o n  e d u c a t i o n .  I t  d o e s  n o t  d i s ­

c r i m i n a t e  b a s e d  o n  w h a t  k i n d  o f  j o b  y o u  a r e  d o i n g .  I t ' s  b a s e d  o n

r a c e  a n d  t h i s  is w h y  w e  a r e  c a l l i n g  o n  P r e s i d e n t  R e a g a n ,  t h e

U n i t e d  S t a t e s  S e n a t e ,  t h e  U n i t e d  S t a t e s  C o n g r e s s  a n d  p e o p l e  t o  

c u t  o f f  ( u n i n t e l l i g i b l e )  a n d  t e c h n o l o g y  g o i n g  t o  S o u t h  A f r i c a  s o  

t h a t  w h i t e  S o u t h  A f r i c a n s  c a n  h a v e  a n  i n c e n t i v e  t o  c h a n g e .  

O t h e r w i s e ,  r i g h t  n o w  i f  I w e r e  a w h i t e  p e r s o n  i n  S o u t h  A f r i c a  I 

w o u l d  b e  o p p o s e d  t o  d i v e s t m e n t .  T h e  m o s t  i r o n i c  s t a t e m e n t  is 

P r e s i d e n t  P i e t e r  B o t h a  s a y i n g  t h a t  d i v e s t m e n t  w i l l  h u r t  b l a c k  

p e o p l e .  T h i s  is t h e  v e r y  s a m e  P r e s i d e n t  B o t h a  w h o  is s e n d i n g  o u t  

h i s  p o l i c e  a n d  k i l l e d  m o r e  t h a n  6 0 0  b l a c k  p e o p l e .  H e  o u g h t  t o

c a r e  f o r  b l a c k  p e o p l e  w h e n  h e  s h o o t s  t h e m  d o w n .  H e  c a r e s  f o r

t h e m  w h e n  w e  t a l k  a b o u t  d i v e s t m e n t  ( u n i n t e l l i g i b l e )  t o  h e a d  t h e  

g o v e r n m e n t .  I t h i n k  m a y b e  p e r h a p s  I c o u l d  s t o p  a t  t h i s  p o i n t  a n d  

t a k e  s o m e  q u e s t i o n s .

H u r l e y :  T h a n k  y o u  v e r y  m u c h  f o r  t h a t  s t a t e m e n t .  I d o  t h i n k  t h a t

s o m e  o f  t h e  p e o p l e  a r o u n d  t h e  t a b l e ,  s o m e  o f  m y  c o - r e p r e s e n t a­

t i v e s  a n d  S e n a t o r  F i s c h e r  m a y  h a v e  a q u e s t i o n  f o r  yo u .

F i s c h e r :  T h a n k  y o u  f o r  y o u r  s t a t e m e n t .  I h a v e  a c o u p l e  o f

q u e s t i o n s .  I s  t h e r e  a l a w  i n  S o u t h  A f r i c a  t h a t  p r o h i b i t s  p e o p l e  

f r o m  a d v o c a t i n g  d i s i n v e s t m e n t  a n d  if t h e r e  is w h a t  k i n d  o f  

p e n a l t i e s  g o  w i t h  t h e  v i o l a t i o n  o f  t h a t  l a w ?
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K u m a l o :  Ye s ,  t h e  l a w  s t a r t e d  o f f  b y  b e i n g  c a l l e d  t h e  T e r r o r i s m

A c t  o f  1 9 6 9 .  R e m e m b e r  e v e r y  l a w  i n  S o u t h  A f r i c a  is c a l l e d  a n  

act. I t  w a s  t h e  T e r r o r i s m  A c t  o f  1 9 6 9  a n d  a t  t h a t  t i m e  t h e

p e n a l t y  w a s  o b l i g a t o r y  f i v e  y e a r s  i n  p r i s o n  w i t h  a m a x i m u m  o f  

d e a t h  b y  h a n g i n g .  I n  1 9 8 2  S o u t h  A f r i c a  a m e n d e d  t h e  l a w  b e c a u s e  

S o u t h  A f r i c a  i s  a l a n d  t h a t ' s  b e e n  c h a n g i n g .  T h i s  t i m e  t h e y  m a d e  

i t  a m a n d a t o r y  f i v e  y e a r s  i n  p r i s o n  o r  a m a x i m u m  o f  t w e n t y  y e a r s  

i n  j a i l  w i t h  h a r d  l a b o r .  T h i s  i s  w h y  it w o u l d  b e  s o  s t u p i d  o f  u s  

( u n i n t e l l i g i b l e )  t o  g o  a n d  a s k  h i m  " w h a t  i s  y o u r  o p i n i o n  o n  

d i v e s t m e n t ? "  H e  w o u l d  p r o b a b l y  say, " I f  I a n s w e r  y o u r  q u e s t i o n  I 

w i l l  g o  t o  j a i l . "  H e  m e a n t  t h a t  l a w  w h i c h  is c a l l e d  t h e

I n t e r n a l  S e c u r i t y  A c t  o f  198 2 .

F i s c h e r :  D o e s  t h i s  l a w  a p p l y  t o  b l a c k s  o n l y ?  D o e s  i t  a p p l y  t o

c o l o r e d ,  t o  A s i a n s  a n d  w h i t e s ?

K u m a l o :  I t  a p p l i e s  t o  a l l  S o u t h  A f r i c a n s  r e g a r d l e s s  w h e t h e r  t h e y

m a y  b e  w h i t e ,  c o l o r e d ,  A f r i c a n ,  I n d i a n  o r  A s i a n  in t h e i r  c o l o r .

F i s c h e r :  Mr. K u m a l o ,  c o u l d  y o u  e n l i g h t e n  m e  o n  o n e  p o i n t .  I ' v e

h e a r d  o f  s o m e t h i n g  c a l l e d  t h e  K e y e s  P o i n t  P a c t .  W h a t  is t h a t ?

K u m a l o :  T h e  K e y e s  P o i n t  P a c t  is a l a w  w h e r e b y  t h e  S o u t h  A f r i c a n

g o v e r n m e n t  h a s  d e c l a r e d  t h e  b i g  c o m p a n i e s  - b i g  c o m p a n i e s  l i k e  

G e n e r a l  M o t o r s ,  M o b i l  Oil. B y  d e c l a r i n g  t h e  K e y e s  P o i n t  P a c t  it  

m e a n s  t h a t  on e ,  i t  e n d s  u p r i s i n g ,  t h o u g h  t h e r e  i s  u p r i s i n g  g o i n g
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o n  i n  S o u t h  A f r i c a  r i g h t  n o w .  A l l  w h i t e  e m p l o y e e s  o f  t h e s e

c o m p a n i e s  m u s t  j o i n  t h e  c o m m a n d o .  I n  o t h e r  w o r d s  t h e  c o m m a n d o  

w o u l d  b e  l i k e  t h e  r e s e r v e s  i n  t h e  U n i t e d  S t a t e n .  I n  o t h e r  w o r d s ,  

w h i t e  e m p l o y e e s  a t  M o b i l  a n d  G e n e r a l  M o t o r s  a r e  p a r a m i l i t a r y  

o f f i c e r s .  I n  o t h e r  w o r d s  t h e y  a r e  r e s e r v e s  o v e r  t h e  w e e k e n d .

A n d  t h e y  a r e  r e q u i r e d  t o  d o  t h a t  s o  w h e n e v e r  t h e r e ' s  a n  u p r i s i n g

i n  t h e  a r e a  t h e  S o u t h  A f r i c a n  g o v e r n m e n t  w i l l  t a k e  o v e r  t h e

c o m p a n y  a n d  u s e  t h e  w h i t e  e m p l o y e e s  a s  p a r t  o f  t h e  m i l i t a r y  

f o r c e .  I h a v e  p e r s o n a l l y  s p o k e n  t o  M r .  R o g e r  S m i t h  w h o  is 

c h a i r m a n  o f  G e n e r a l  M o t o r s .  " I s  t h e r e  a n y w a y  y o u  a r e  p a r t  o f  

t h i s  p a c t ?  Mr. S m i t h  s a i d  " Y e s ,  G e n e r a l  M o t o r s  is a K e y e s  P o i n t  

i n d u s t r y . "  H o w e v e r ,  h e  u s e d  t h e  e x c u s e  t h a t  a l t h o u g h  t h e  S o u t h  

A f r i c a n  g o v e r n m e n t  r e g a r d s  G M  a s  a K e y e s  P o i n t  i n d u s t r y  t h e  

w o r k e r s  t h e m s e l v e s  p a y  n o  a t t e n t i o n  t o  t h a t .  H o w e v e r ,  t h e  w h i t e  

e m p l o y e e s  a t  G M  a n d  a t  M o b i l  a n d  o t h e r  c o m p a n i e s  a r e  m e m b e r s  of  

t h e  c o m m a n d o  o r  t h e  p a r a m i l i t a r y .

F i s c h e r :  T w o  f o l l o w - u p  q u e s t i o n s ,  r o e s  t h a t  a p p l y  t o  w h i t e  S o u t h  

A f r i c a n s  o n l y  o r  d o e s  i t  a p p l y  t o  n o n - S o u t h  A f r i c a n  s u c h  as 

A m e r i c a n s ?

K u m a l o :  I t  a p p l i e s  t o  a l l  w h i t e s .  I t  is a l l  w h i t e s  w h o  w o r k

t h e r e .  I n  f a c t ,  t h e r e  is a t e s t  c a s e  1 a t  w i l l  b e  c o m i n g  u p  in

C a l i f o r n i a  a b o u t  ( u n i n t e l l i g i b l e )  c o r p o r a t i o n ,  S L O U R ,  w h i c h  is 

b a s e d  i n  ( u n i n t e l l i g i b l e )  b u t  t h e y  h a v e  w h i t e  A m e r i c a n  c i t i z e n s
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w o r k i n g  i n  S o u t h  A f r i c a .  N o w ,  b u t  t h e y  a r e  a l s o  r e q u i r e d  t o  b e  

p a r t  o f  t h i s  c o m m a n d o .  N o w ,  t h e  p e o p l e  w a n t  t o  c l e a n  u p  t h e  t e s t  

c a s e  s o  A m e r i c a n s  c a n n o t  b e  f r e e  t o  b e  s e r v i n g  i n  a n  a r m y  o f  a 

f o r e i g n  n a t i o n .  S o  w e ' l l  k n o w  w h a t  w i l l  e v e n t u a l l y  h a p p e n  t o  

t h a t .

F i s c h e r :  W e l l ,  I ' m  v e r y  i n t e r e s t e d .  I n e v e r  h e a r d  o f  t h i s .  Do

y o u  k n o w  o f  a n y  c a s e s  w h e r e  t h e s e  c o m m a n d o s  h a v e  b e e n  c a l l e d  o u t  

b y  t h e  S o u t h  A f r i c a n  g o v e r n m e n t ?

K u m a l o :  Y e s ,  t h e r e  w a s  - I d o n ' t  h a v e  t h e  d e t a i l s ,  t h e y ' r e  at

h o m e  b u t  I c a n  s e n d  y o u r  c o m m i t t e e  a ( u n i n t e l l i g i b l e ) . T h e r e  w a s

a b o u t  a y e a r  a g o  t h e r e  w a s  a n  e x p l o s i o n  a t  a M o b i l  p l a n t  in

( u n i n t e l l i g i b l e )  t h i s  is a c o a s t a l  c i t y  in S o u t h  A f r i c a .  T h i s  is

w h e r e  M o b i l  O i l  h a s  a r e f i n e r y .  A n d  a t  t h i s  ( u n i n t e l l i g i b l e )

w h i t e  c o l l a r  a n d  b l u e  c o l l a r  w h i t e  w o r k e r s  a t  M o b i l  s u d d e n l y  c a m e

i n t o  t h e i r  b a t t l e  f a t i g u e s .  Y o u  k n o w  l i k e  t h e  o n e s  t h e y  w e a r  

w h e n  ( u n i n t e l l i g i b l e ) . T h e y  s t a r t e d  g e t t i n g  o u t  o f  t h e i r  s u i t s  

a n d  i n t o  t h e i r  f a t i g u e s .  T h e y ' r e  t h e  o n e s  t h a t  a r e  c o m m a n d o s  

b e c a u s e  t h e r e ' s  a f e a r  t h a t  t h e  p e o p l e  w h o  e x p l o d e d  t h i s  d e v i c e  

m a y  s t i l l  b e  i n  t h e  n e i g h b o r h o o d .  B u t  t h a t  is t h e  o n l y  c a s e  w e  

k n o w  b e c a u s e  i t  w a s  r e p o r t e d  i n  t h e  N e w  Y o r k  T i m e s .

H u r l e y :  Mr. K u m a l o ,  d o  t h e  t h e  A m e r i c a n  c o m p a n i e s  n o t  h a v e  a

c h o i c e ?  T h e y  h a v e  t o  s i g n  t h i s  o r  t h e y  a r e  m a n d a t e d  b y  t h e

g o v e r n m e n t  i f  t h e y  d o  b u s i n e s s  t h e r e  t h a t  t h e y  m u s t  d o  t h i s ?
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T h e y  h a v e  n o  c h o i c e  o f  w h e t h e r  t h e y  w i l l  g o  a l o n g  w i t h  t h i s  o r  

n o t ?

K u m a l o :  No, n o  t h e y  h a v e  n o  c h o i c e  b e c a u s e  e v e r y  c o m p a n y  w i l l

s a y  t o  y o u  t h e y  a r e  g u e s t s  i n  S o u t h  A f r i c a .  A n d  t h e  r e a s o n  t h e y  

g o  t o  S o u t h  A f r i c a  t o  s t a r t  w i t h  i s  b e c a u s e  w e  a r e  

( u n i n t e l l i g i b l e )  t h e  l a w s .  L e t  m e  g i v e  y o u  o n e  e x a m p l e .  T h e r e  

i s  n o  l a w  i n  t h e  S o u t h  A f r i c a n  ( u n i n t e l l i g i b l e )  w i t h  t h e  S o u t h  

A f r i c a n  l o c a l  l a w  is s e c o n d  o n l y  t o  t h e  S o v i e t  U n i o n  i n  t e r m s  o f  

h o w  m a n y  l a w s .  P r e s i d e n t  B o t h a  o f  S o u t h  A f r i c a  h a s  a s  m a n y  l a w s  

p r o b a b l y  a s  t h e  S o v i e t  U n i o n .  T h e r e  is n o t  o n e  l a w  a m o n g  t h o s e  

m a n y  l a w s  t h a t  s a y s  a b l a c k  a n d  w h i t e  e m p l o y e e  c a n n o t  b e  p a i d  t h e  

s a m e  w a g e s .  H o w e v e r ,  n o n e  o f  t h e s e  c o m p a n i e s  p a y  t h e  s a m e  w a g e s .  

W h y ?  B e c a u s e  i t ' s  g o o d  b u s i n e s s .  W h y  c a n  t h e y  d o  t h a t  - b e c a u s e  

a p a r t h e i d  m a n d a t e s  it. I t ' s  a g e n e r a l  a g r e e m e n t  t h a t  i f  t h e r e ' s  

a j o b  a w h i t e  g e t s  p a i d  h i g h e r  a n d  t h e  n e x t  i n  l i n e  is t h e  

c o l o r e d ,  t h e  n e x t  in l i n e  i s  t h e  I n d i a n  a n d  a t  t h e  b o t t o m  o f  t h e  

h e a p  i s  t h e  b l a c k  p e r s o n .  So, t h e s e  l a w s  a r e  t h e r e  t o  p r o t e c t  

t h e s e  c o m p a n i e s .  A n d  t h e s e  c o m p a n i e s  t o  s h o w  y o u  t h a t  t h e y  a g r e e  

w i t h  t h e s e  l a w s ,  t h e s e  c o m p a n i e s  p a y  t a x e s  t o  t h e  S o u t h  A f r i c a n  

g o v e r n m e n t .  T a x e s  t o  u p h o l d  t h e s e  v e r y  s a m e  l a w s .  T h e  v e r y  s a m e  

t a x e s  w e  s t i l l  c a n  d e d u c t  f r o m  t h e i r  m a x i m u m  t a x  t h a t  t h e y  p a y  

t h e  U n i t e d  S t a t e s  o n  Apri' 1 5 th.

H u r l e y :  T h a n k  y o u  v e r y  m u c h .  W e r e  t h e r e  f u r t h e r  q u e s t i o n s ,

S e n a t o r  F i s c h e r ?
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F i s c h e r :  I w o u l d  l i k e  t o  g o  b a c k  t o  t h e  b e g i n n i n g  o f  y o u r

t e s t i m o n y  w h e r e  y o u  m e n t i o n e d  t h a t  t h e r e  a r e  q u i t e  a f e w

m u n i c i p a l i t i e s  a n d  a n u m b e r  o f  s t a t e s  i n  t h e  U n i t e d  S t a t e s  t h a t

h a v e  v o t e d  d i v e s t m e n t .  W e  h a d  t e s t i m o n y  t h i s  m o r n i n g  f r o m  a 

n u m b e r  o f  p e o p l e  w h o  m a n a g e  f u n d s  w i t h i n  t h e  A l a s k a  s t a t e  

g o v e r n m e n t .  I n  o n e  c a s e  a p e n s i o n  f u n d  a n d  i n  a n o t h e r  c a s e  a n  

i n v e s t m e n t  t r u s t  fun d ,  I g u e s s .  I n  b o t h  c a s e s ,  a n d  w e ' l l  b e  

h e a r i n g  f r o m  o u r  C o m m i s s i o n e r  o f  R e v e n u e  a f t e r  y o u  a n d  I ' m  s u r e  

w e ' l l  h e a r  t h e  s a m e .  T h e r e  w a s  c o n c e r n  e x p r e s s e d ,  a l m o s t

c o n v i c t i o n  e x p r e s s e d ,  t h a t  d i v e s t m e n t  w o u l d  m e a n  l o s s  o f  r e v e n u e ,  

l o s s  o f  i n c o m e ,  r e d u c t i o n  o f  c a p i t a l .  A n y w a y ,  t h a t  d i v e s t m e n t  

w o u l d  c o s t  m o n e y .  S o m e  p e o p l e  f e e l  t h a t ,  w e l l ,  e v e n  i f  i t  d o e s  

i t ' s  a m o r a l  i s s u e  a n d  a s  s o m e o n e  e a r l i e r  t e s t i f i e d  is t h a t  o f  

" s o u l  v s .  p r o f i t "  a n d  s o u l  i s  m o r e  i m p o r t a n t .  B u t  t h a t  is a 

m a t t e r  o f  p h i l o s o p h y .  B u t  c o m i n g  d i r e c t l y  t o  t h e  i s s u e  o f  c o s t ,  

h o w  h a v e  o t h e r  j u r i s d i c t i o n s ,  N e w  Y o r k  C i t y  a n d  o t h e r s ,  h o w  h a v e  

t h e y  d i v e s t e d  t h e m s e l v e s  a n d  w h a t  h a v e  t h e i r  e x p e r i e n c e s  b e e n .  

H a v e  t h e y  l o s t  m o n e y ?  A r e  t h e y  l o o s i n g  m o n e y  n o w ?

K u m a l o :  No. N o b o d y  h a s  l o s ^  m o n e y  f r o m  d i v e s t m e n t .  T h o s e

a r g u m e n t s  a r e  n o t  q u i t e  t r u e .  A n d ,  i n  f a c t  t h o s e  p e o p l e  w h o  s a y  

y o u  w i l l  l o s e  s o  m u c h  m o n e y  t h e y  h a v e  n o t  b e e n  ( u n i n t e l l i g i b l e )  

b y  o t h e r  i n v e s t m e n t  p e o p l e  w h o  t e s t i f y  o t h e r w i s e  - a s  t h e y  h a v e  

t e s t i f i e d  a r o u n d  t h e  c o u n t r y .  L e t  m e  g i v e  y o u  c a s e s  a n d  l e t  m e  

e x p l a i n  t h e  t r u t h .  T h e  w a y  w e  u n d e r s t a n d  it, a n d  I ' v e  h e a r d  a 

n u m b e r  o f  W a l l  S t r e e t  t y p e s  t e s t i f y  a l l  o v e r ,  is t h a t  i f  y o u  a r e
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a s k i n g  t h e  S t a t e  o f  A l a s k a  t o  d i v e s t  t o m o r r o w  m o r n i n g ,  y e s  t h e r e  

w i l l  b e  a l o s s  b u t ,  h o w e v e r ,  n o n e  o f  t h e s e  s t a t e s  a n d  c i t i e s  a r e  

s a y i n g  d i v e s t m e n t  s h o u l d  h a p p e n  i n s t a n t l y .  T h e y  a r e  a l l  s a y i n g  

t h a t  d i v e s t m e n t  s h o u l d  b e  d o n e  w i t h i n  a p e r i o d  o f  t h r e e  t o  f i v e  

y e a r s .  I f  it is d o n e  i n  t h e  p e r i o d  o f  t h r e e  t o  f i v e  y e a r s  t h e n  

it c a n  s u r v i v e  t h e  l o s s .  I n  f a ct, t h e  u n f o r t u n a t e  t h i n g  a b o u t  

t h e  N e w  J e r s e y  s t o r y  w h i c h  y o u  m a y  h a v e  s e e n  in t h e  p a p e r  a b o u t  

N e w  J e r s e y  m a y  l o o s e  o n e  h u n d r e d  m i l l i o n  d o l l a r s .  T h a t  w a s  o n e  

p a r t  o f  t h e  s t o r y  r e p o r t e d .  B e c a u s e  t h e  p e o p l e  t h e y  q u o t e d  w e r e  

t h e  s a m e  p e o p l e  w h o  c a m e  w i t h  ( u n i n t e l l i g i b l e )  i n f o r m a t i o n  w h o  

c a m e  a n d  s a i d  w e  h e a r  d i v e s t m e n t  w i l l  l o o s e  a h u n d r e d  m i l l i o n  

d o l l a r s .  T h e r e  w e r e  o t h e r  p e o p l e  w h o  t e s t i f i e d  f r o m  C i t i z e n  

A m e r i c a n  E x p r e s s ,  f o r  i n s t a n c e ,  a n d  S m i t h  B a r n e y  w h o  s a i d  if y o u  

d i v e s t  i n  t h r e e  t o  f i v e  y e a r s  y o u  w i l l  b e  a b l e  t o  f i n d  o t h e r  

i n v e s t m e n t s  t h a t  a r e  p r u d e n t  a n d  s a f e  t h a t  h a v e  n o t h i n g  t o  d o  

w i t h  S o u t h  A f r i c a .  T h e  s e c o n d  p o i n t  w h i c h  I h o p e  y o u  a s k  y o u r  

( u n i n t e l l i g i b l e )  n o w  w h e n  t h e y  c o m e  in. T h e  S t a t e  o f  A l a s k a  is a 

s t a t e  l i k e  i n  a l l  d e v e l o p e d  s t a t e s .  I t ' s  t r u e  t h e y  o v e r t u r n  a 

s t o c k  e v e r y  t h r e e  m o n t h s  o r  s o  d e p e n d i n g  u p o n  w h a t  s y s t e m  t h e y  

u s e .  E a c h  t i m e  t h e  s t o c k  is o v e r t u r n e d  t h e y  a d d  t h e  r e g u l a r  

f o u n d a t i o n  c o s t s .  S o  i t ' s  n o t  l i k e  t h e  s t a t e  w i l l  s t o p  p a y i n g  

f r o m  t h i s  u n t i l  a f t e r  d i v e s t m e n t .  Y o u  a r e  a l r e a d y  p a y i n g  f r o m  

t h i s  b e c a u s e  e v e r y  ( u n i n t e l l i g i b l e )  o v e r p a y  t h e  s t o c k  a n n u a l l y .  

B u t  I t h i n k  t h e  m a i n  t h i n g ,  m y  e x p e r i e n c e  i n  l i s t e n i n g  t o  a l l  

t h i s  is t h a t  t h e  i n v e s t m e n t  p e o p l e  f r o m  A l a s k a  r e s e n t  t h e  f a c t  

t h a t  y o u r  c o m m i t t e e ' s  g o i n g  t o  t e l l  t h e m  t o  c h a n g e  d o i n g  b u s i n e s s
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t h e  w a y  t h e y ' v e  b e e n  d o i n g  f o r  t h e  l a s t  2 6 y e a r s .  T h e y  r e s e n t  

t h a t .  A n d  t h e y  r e s e n t  t h e  f a c t  t h a t  t h e y  h a v e  t o  r e a r r a n g e  t h e i r  

p o r t f o l i o  t o  t h e  w a y  y o u  w a n t  i t  d o n e .  B e c a u s e ,  y o u  k n o w ,  I 

d o n ' t  t h i n k  ( u n i n t e l l i g i b l e ) .  T h e  S t a t e  o f  A l a s k a  d o e s n ' t  i n v e s t  

i n  e v e r y  c o m p a n y  t h a t ' s  a v a i l a b l e .  F o r  i n s t a n c e ,  t h e  S t a t e  o f  

A l a s k a  d o e s  n o t  i n v e s t  i n  p o r n o g r a p h y  w h e r e  y o u  w o u l d  m a k e  m o r e  

m o n e y .  Y o u  d o n ' t  i n v e s t  c o c a i n e  w h e r e  y o u  w o u l d  m a k e  m o r e  m o n e y .  

T h e  S t a t e  o f  M i n n e s o t a ,  f o r  i n s t a n c e ,  d o e s  n o t  i n v e s t  i n  t o b a c c o  

c o m p a n i e s ,  d o e s  n o t  i n v e s t  i n  l i q u o r  c o m p a n i e s .  I t  is n o t  l i k e  

t h e y  b u y  i n t o  e v e r y  s t o c k .  T h e y  h a v e  w h a t  t h e y  c a l l  t h e  

u n i v e r s e .  T h e y  h a v e  b e t w e e n  f i v e  u n i v e r s a l  s t o c k s  t h a t  t h e y  a r e  

c o m f o r t a b l e  i n v e s t i n g  in. A n d  w h a t  y o u  a r e  a s k i n g  w i t h  y o u r  

r e s o l u t i o n ,  y o u  a r e  s a y i n g  t o  t h e m  c h a n g e  y o u r  u n i v e r s e  o r  e x p a n d  

it, t h e  u n i v e r s e ,  t o  i n c l u d e  o t h e r  s t o c k s .  O n e ,  t h e y  d o  n o t  l i k e  

t h a t .  T w o ,  t h e y  w i l l  a d v i s e  y o u  t h a t  t h i s  w i l l  b r i n g  o n  o t h e r  

c o s t s .  T h i s  is n o t  t r u e  b e c a u s e  i n  t h e  H o u s e  o f  R e p r e s e n t a t i v e s  

i n  C o n g r e s s  a n u m b e r  o f  b i r a c i a l  c o m p a n i e s  w e r e  c a l l e d  in 

W a s h i n g t o n ,  D . C .  w h i c h  b e c a u s e  it w a s  t h e  D i s t r i c t  o f  C o l u m b i a  

t h e y  h a d  t o  b e  c a l l e d  b y  C o n g r e s s .  T h e y  w e r e  c a l l e d  a n d  t h e y  

t e s t i f i e d  f r o m  b o t h  s i d e s .  A n d  C o n g r e s s  v o t e d  i n  a b i p a r t i s a n  

v o t e  t o  a l l o w  D.C. t o  d i v e s t  b e c a u s e  a r g u m e n t s ,  o f  c o u r s e ,  f r o m  

o t h e r  s i d e s .  B y  t h e  w a y ,  C o n g r e s s  is v e r y  h a p p y  t o  s e e  t n e  o t h e r  

i n v e s t m e n t  p e o p l e  w h o  b e l i e v e  o t h e r w i s e  c o m e  in. I w o u l d  h a v e  

b e e n  h a p p y  t o  s e e  s t a t e s  l i k e  C o n n e c t i c u t ,  f o r  i n s t a n c e .  

C o n n e c t i c u t  h a s  l o s t  ( u n i n t e l l i g i b l e )  m i l l i o n  d o l l a r s  d i v e s t i n g  

f r o m  S o u t h  A f r i c a .  I t  h a s  b e e n  s a i d  o n e  o f  t h e  o p p o s e d  t o
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d i v e s t m e n t  is g o i n g  a r o u n d  t h e  c o u n t r y  u r g i n g  o t h e r  s t a t e s  t o  d o  

it b e c a u s e  t h e r e ' s  m o n e y  i n  t h i s .  ( U n i n t e l l i g i b l e )  s o  t h a t  t h e  

c o m m i t t e e  c a n  b e s t  m a k e  i t s  d e c i s i o n  a n d  b a s e  i t s  d e c i s i o n  o n  a 

w i d e r  p r e s e n t a t i o n  o f  i n f o r m a t i o n .
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R E V E R E N D  D I C K  M A D D E N ' S  T E S T I M O N Y

M a d a m  C h a i r  and M e m b e r s  of the C ommittee.

L a d i e s  and g e n t l e m e n  of the C o mmittee. M y  n ame is Dick Madden, and I am pa s t o r of 

I m m a n u e l  P r e s b y t e r i a n  C h u r c h  h e r e  in A n c h o r ag e .  H a v i n g  said that, I must a dmit that 

I can read i l y  u n d e r s t an d  if any of y ou  sh o ul d  g r e e t  my t e s t i mo n y  w i t h  a c e r t ai n  

d e g r e e  of suspicion. A f t e r all, w h a t ' s  a c l e r g y - t y p e  like my s e l f  d o i n g  o f f e r i n g  an 

opin i o n  on an issue w i t h  such o b v i o u s  pol i t i c al  and e c o n o m i c  o v e r t o n e s  as the

d i v e s t m e n t  of A l a s k a n do l l a r s  in South A f r i ca n  B u siness?

Well, let me  also m a k e  it clear that I h a v e  a vested i n t e r e s t in d o i n g  so. O t he r  

v o i c e s  from the w orld of r e l i g i on  h av e  m ade their p r e sence felt in recent weeks, and 

it n e e ds  to be said that they m o s t  c e r t a i n l y  do not s peak for all of C h r i s t i a n d o m . 

The cas e  for o t h e r  p e r s p e c t i v e s  must be m ade p a r t i c u l a r l y  whe n  t heir opini o n s hoid 

s t r o n g  i n fluence at the ver y  highest le v e l s  of o u r  c o u n t r y ' s  govern me n t .

L e t ' s  see if we can't clar i fy  some of the issues w h i c h  s e p arate the likes of J e r r y 

Falwell, J erry P revo and o t h e r  s p o k e s m e n  for that am o r p h o us  g r o u p  w h o bea r  the 

d u b i o u s  name of the M o r a l  Maj o r i t y .  T h e y  hav e  clai me d  that the A m e ri c a n  pe o p l e h a v e  

b een misled and m i s i n f o r m e d  about the true p i c t u r e  in South Africa. T h e y  hav e  come 

to this a s t o u n d i n g  c o n c l u s i o n  a f t e r  a w h i r l w i n d  tour of that b e l e a g u e r e d  nat io n  and

h a v e  embarked on a p r o g r a m  to set the record straight.

The c i r c u m s t a n c e s  of their "fact f in d i n g "  tour and the speed w i t h  w h i c h  it wa s  

co n c l u s e d should giv e  any A l a s k a n  pause to c o n s i d e r  our own e x p e r i e n c e  w i t h  such
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" i n s t a n t  e x p e r t i s e . "  Al a s k a  has been the focus of a good m a n y  "fact f:' ,ding" tours 

w h i c h  resulted in h o r r e n d o u s  r e c o m m e n d a t i o n s  based on the mos t  s u p e r f i c i a l level of 

k n o w l e d g e  and u n d e r s t a n d i n g .

T h e y  begin by s t a t i n g  their oppos i t i o n  to that W h i t e  M i n o r i t y  rule called apartheid, 

then they c h a l l e n g e  us to beli e v e  that the real issue o v e r  there is Com m u n i s t

e ncro a c hm e n t ,  and fina l l y  that the onl y  w a y  to end a p a r t h e i d and to thwart the

c o m m u n i s t  threat is to step up o u r  inves t m e n t in S o u t h  A f r i c a  and to go out and buy 

m o r e  Kruge r r a n d s .

I take issue w i t h  them on all counts.

First, I have to admit at least some s u s p i c i o n  w hen it c omes to F a l w e l l ' s  o p p o s i t i o n

t> a p a r t h e i d  to b egin with. It wa s n 't  all that long ago that he c h a r a c t e r i z e d  the 

d e s e g r e g a t i o n  of A m e r i c a n  schools as a S a t a n i c  plot. It w a s n ' t  that long ago that 

he told his c o n g r e g a t i o n  that the f a c i l i t i e s  for the races should be s e p a r a t e . . . that 

w h e n  God has drawn a line, w e  should not a t t e m p t to cross it. Somehow, that does n 't  

sound a w h o l e  lot like oppos i t i o n  to a p a r t h e i d  * - 0 me.

Th e  real issue is not communism. The real issue is the d e h u m a n i z i n g  o p p r e s s i o n  of 

7 3 %  of the p e o p l e  in S outh Africa through the o ut right h er e s y  of apartheid.

M i n o r  c o s m e t i c chan g e s  in policy have done little to r e l e a se  the taut sin ew s  of raw, 

w h i t e  power, and our n a t i o n s  l i m p i n g  r e s p o n s e  called " c o n s t r u c t i v e  e n g a g e m e n t "  

h a s n 't  changed things a bit.

F a l w e l l ' s  M o r a l  M a j o r i t y  has prepared and d i s s e m i n a t e d  a v e r y  s l i ck  t elevision 

p r e s e n t a t i o n  i n c o r p o r a t i n g  a series of i nt e r v i e w s  w i t h  S o u th  A f r i c a n  Blacks w h o m
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they c h a r a c t e r i z e  as " e l e c t ed  offici a l s " .  T h r y  m a k e  a b i g  thing of that... 

u n d e r l i n e  " e lected". All t hose o t h e r  B l a c k  and colored leaders w h o  have been 

g r a n t e d  c o v e r a g e  t h r o u g h  w hat they c o n s i d e r  a c o n s p i r a c y  of the A m e ri c a n  News M ed i a  

w e r e n ' t  e l e c t e d  by a n y o n e  and o b v i o u s l y  sho u l dn ' t  be listened to.

N o n e  of these elected o f f i c i a l s  and no B l a c k  they could find was w i l l i n g  to speak in 

f a v o r  of e c o no m i c  s a n c t i o n s  on the part of the U.S.

W ha t  the y  don't tell us is that these so called "elected o f f i c i a l s "  are little more 

than pupp e t s  for the B otha G o v e r n m e n t .  W h a t  they don't tell us is that out of more 

than a m i l l i o n  p o t e n t i a l  vot e r s  in Soweto, less than 600 vo t e s  wer e cast, and that

the M a y o r  of that c i t y  wa s  e l e c t ed  w i t h  a total of 67 votes... He didn't win by 67

(we h a v e  seen e l e c t i o n s  like t h a t ) . . t h e  man o n l y  got 67 votes. That they don't 

tells us is the fact that its a crime to s p e a k  out in favor of e c o n o m i c  sanctions. 

The c r i m e  is treason, p u n i s h a b l e  by i m m e d i a t e  i m p r i s o nm e n t ,  even death.

Add to that the fact that the BBC c o n d u c t e d a poll p r o m i s i n g  a n o n y m i t y f or those who 

a n s w e re d ,  w h i c h  r e ve a l s  that 73% of the B l a c k s  w h o  t e stified w e r e  s t r o n gl y  in favor 

of sanc t i o n s .  T h e y  k n e w  w h a t  it w o u l d  c o s t . . . T h e y  w ere a ware of the har d s h i p s 

i n v o l v e d . . b u t  any h a r d s h i p  wo u l d  be as n o t h i n g  whe n  compa r e d  to the continued 

v i s c i o u s  and m o r a l l y  ba n k r u p t  p o l i c y  of apar th e i d .  So n o w  you k n o w  the rest of the 

story. Even at that, a fe w i n t e r v i e w s  w i t h  a hand f u l  of s e l e ct e d  S o ut h  Af r i c a n s  

ca n no t  d a m p e n  the t e s t i m o n y  of o t h e r  r e s p o n s i b l e  African l e a d e r s h i p  wh o  remain 

con vi n c e d  that A m e r i c a ' s  c o r p o r a t e  i n v e s t m e n t s  and loans of n e a r l y  7 billion d o l l a r s 

serve o n l y  to s t r e n g t h e n  the p o w e r  b ase of a p artheid. And the fact that Alask a n

d o l l a r s  are stirred into that u g l y  c a u l d r o n  is an o u t r a g e  to a good m a n y  c i t i z e n s of

this state.
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The real name of the gam e  is "power". The Botha G o v e r n m e n t  has pitted n o n - w h i t e s  

a g a i n st  eac h o t h e r  in a transparent atte m p t  to w ea k e n  the o p p o s i t i o n  through 

di v ision. The y  have c a l l o u s l y  proffered futile hopes for future reforms w h i c h  they 

h a v e  no intention of instituting. H o w  can they? A p a r th e i d  is the f o u nd a t i o n  of 

their po w e r . .. a n d  that p ower base is firmly con n e c t ed  to e c o n o m i c  interests.

T h e  Botha G o v e r n m e n t  has proven itself u n w i l l i n g  to change even in the face of the 

w o r l d ' s  m o r a l  outrage, but recent events hav e  c l e a r l y  d e m o n s t r a t e d  their 

v u l n e r a b i l i t y  to e c o n o m i c  pressure.

M a n y  people in and out of Af r i ca  are c onvinced that u ntil U.S. i n t e r e s t s  are 

d i v e s t e d  either w h o l l y  or selectively, a p a r t h e id  simply w i l l  not be abolished.

A m o n g them are Nobel L a u r e a t e  , Desmond Tutu, w h o  is c e r t a i n l y  not the pho n e y  

F a l w e l l  called him. Dr. C. F. Byers N aude of the World A l l i a n c e  of R e f ormed 

Chu rc h e s ,  Sheena Du n c a n of the B l a c k  Sash (an o r g a n i z a t i o n  of W h i t e  South A f r i ca n  

w o m e n  devoted to the abo l i t i o n  of o p p o s i t i o n  to the Botha G o v e r n m e n t . )  In a recent 

q u a s i - d e b a t e  w i t h  Mr. Prevo, he made a p oint of sa y i n g  that he has a p h o t o g r a p h  of 

Dr. B o e s a k  s p e a k i n g  in front of what he calls a c o mmunist flag. President Reag a n  

s p o k e  in front of a German flag, but that di d n ' t  m a k e  him a German, but J e r r y  says 

its not the same thing. N o n e t heless, a p p l y i n g  his own reasoning, if I eve r  see 

J e r r y  h o l d i n g an egg, I guess I'll have to as s u m e he laid it.

T o  u n d e r s c o r e  the fact that this Moral M a j o r i t y  does not s p e a k  for an y t h i n g  like a 

C h r i s t i a n  majority, let it be said that j o i n i n g  in the call for e c o n o m i c  sanc t i o n s 

are R oman Catholics, P r e sbyterians, M e t h o d i s t s ,  Dis c i pl e s  of Christ, the R e f or m e d 

C h u r c h  in America, and the Quakers. C e r t a i n l y  the l e a d e r s h i p  of these m a n y  m i l l i o n s



of C h r i s t i a n s  are not totally m i s i n f o r m e d  and misled, nor are they the dupes of some 

vagi.e and un i d e n t i f i e d  c o m m u n i s t  conspiracy.

It is a tragedy of life that v i o l e nc e  so often b e g e t s  c o u n t e r  violence. The 

p e r s i s t e n c e  of the Botha G o v e r n m e n t  in u sing v i o l e n c e  has i n e v i t a b l y  triggered 

i n t e n t i o n a l  acts of s e l e c t i v e  v i o l e n c e  and s p o n t a n e ou s  e x p l o s i o n s  by the m a j o r i t y  

popula ti o n .  Incre a s i n g l y , B lack A f r i ca n s  are a c c e p t i n g  v i o l e n c e  as the only route 

to their liberation, and they didn't r e q u i r e  com m u n i s t  agi t a t i o n to teach them that.

When has the US ever backed a re p r e s i v e m i n o r i t y  g o v e r nm e n t  w hich stood against a 

r e b e l l i o u s m a j o r i t y  w hen the arms and impe t u s for r e volution have  not come from 

o t h e r  q u a rters? Hav e  we learned n o t h i n g  f rom N i c a r a g u a  and El S a l v a d o r ... from 

A n g o l a  or I r a n ..Cambodia, Thailand, Laos? The continued support of the e co n o m i c 

base of the Botha G o v e r n m e n t  can only  open the door for g r e a t e r  c o mmunist inf l u e n ce  

a m o n g  the n o n - w h i t e s  of S outh Africa wh o  hav e  had just about all they are w i l l i n g  to 

take.

Can we afford to forget that the United S t a t e s  stands as a symbol for the world in 

b o t h  human rights and e c o n o m i c  j u s t i c e ?  It seems to m e  we are m i s s i n g  bot h  boats in 

S o u t h  Africa. It's time we got on board and showed the w orld w h e r e  we stand.

Al a s k a  has money. It b e l o n g s  to the people, and you l e g i s la t o r s  are the s t e w a r d s  of 

that money. Y o u  want to m a k e  sure y o u  in v e s t  it w i s e l y  and ethically. To c o n tinue  

i n v e s tm e n t  in South A f r i c a  k n o w i n g  that i n v e s t m e n t s  p r o longs the power base of 

apa rt h e i d  is n e i t h e r  wise, nor is it ethical.

If this was 1939 and the q ue s t i o n  b ef o r e  y o u  was d i v e s t m en t  in firms d oing b u s i n e s s
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w i t h  N azi G e r m a n y  or F a s c i st  Italy, there w o u l d  be no q ue stion at all as to what 

y o u r  response w o u l d  be. Clearly, i d e ol o g y  of a p artheid is the nearest thing tn 

those h o r r o r s  of the past extent in o u r  w o r l d  today.

If you, as good s t e w a r d s  of Alaskan m o n e y  m ust think in terms of profit and loss, 

let m e  suggest yo u  recall a m e t a p h o r  p r e s e n t e d  almost 2 0 0 0  y e a rs  ago by an it i n er a n t  

p r e a c h e r  named Jesus. He asked his l i s t e n e r s  to pict u r e  a scale. On one side was 

balanced all the w o r l d l y  goods a man could amass in a lifetime, and on the o t h e r  a 

sin gl e  human soul, and the scale tipped slowly, but i n e xo r a b l y  on the side of the 

soul, then he asked, "what does it profit a man if he gain the w h o l e  w orld and lose 

his immortal soul?"

You, m y  friends, are faced w i t h  the task of d e t e r m i n i n g  ho w  y o u  shall d e f i n e  profit 

and loss, and y o u must do so on be ha l f  of the people of this state. This c i t i z e n  

asks you to divest our int e r e s t s in S outh A f r i c a  w i t h  the firm be l i ef  that to do so 

wil l a c t u a l l y  be an invest m e n t  in a m o r e  jus t  and humane future for the people of 

that s h a m e f u l l y  battered nation.
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S t a t e  o r  A l a s k a
a r r i c T  a r  r u t  g o v c r n o r  

J O K I i V

S e p t e m b e r  10, 1 9 8 5

T h e  H o n o r a b l e  K a t i e  H u r l e y  

R e p r e s e n t a t i v e  
B o x  8 7 0 1 5 7  
W a s i l l a ,  A K  9 9 6 8 7

D e a r  R e p r e s e n t a t i v e  H u r l e y :

I w a n t e d  to t a k e  t h i s  o p p o r t u n i t y  t o  e x p r e s s  m y  a p p r e c i a t i o n  to 

t h e  H o u s e  S t a t e  A f f a i r s  C o m m i t t e e  f o r  p r o v i d i n g  t h i s  f o r u m  f o r  

A l a s k a n s  t o  e x p r e s s  t h e i r  v i e w s  o n  t h e  s e r i o u s  h u m a n  r i g h t s  

p r o b l e m s  u n f o l d i n g  s o  d r a m a t i c a l l y  n o w  in S o u t h  A f r i c a ,  A s  a 
f r e e d o m - l o v i n g  p e o p l e ,  A l a s k a n s  a r e  a c u t e l y  a w a r e  o f  i n j u s t i c e  

w h e n  it o c c u r s ,  a n d  w e  h a v e  n e v e r  h e s i t a t e d  in s p e a k i n g  o u t  

a g a i n s t  h u m a n  r i g h t s  v i o l a t i o n s ,  i n s i d e  o u r  b o r d e r s  o r  o u t s i d e .

I n s i d e  A l a s k a ,  p r o g r e s s  o n  h u m a n  r i g h t s  is a n  o n g o i n g  s t o r y .  T h e  

s t r u g g l e  f o r  s o c i a l  a n d  e c o n o m i c  j u s t i c e  in o u r  s t a t e  h a s  a l o n g  
h i s t o r y ,  f r o m  t h e  t e r r i t o r i a l  b a t t l e  o v e r  o p e n i n g  t h e  b a l l o t  
b o o t h  t o  w o m e n  t o  t h e  s u c c e s s f u l  d r i v e  f o r  S t a t e h o o d ,  t o  p a s s a g e  
o f  t h e  A l a s k a  N a t i v e  C l a i m s  S e t t l e m e n t  A c t .

F r o m  1 9 1 2  t o  1 9 5 9  t o  1 9 7 1 ,  A l a s k a n s  j o i n e d  in b r e a k i n g  t h r o u g h  

b a r r i e r s  t o  f a i r  t r e a t m e n t ,  a n d  in s o  d o i n g ,  e n r i c h e d  w i t h  s o c i a l  
p r o g r e s s  a l a n d  a l r e a d y  b l e s s e d  w i t h  s o  m a n y  n a t u r a l  r e s o u r c e s .

O u t s i d e  o u r  b o r d e r s ,  t h e  g u e s t  f o r  b a s i c  h u m a n  r i g h t s  is b e i n g  

p u r s u e d  in m a n y  c o u n t r i e s ,  p e r h a p s  n o w h e r e  w i t h  so m a n y  c o m p e l­
l i n g  r e a s o n s  a s  in S o u t h  A f r i c a ,  T h e  s y s t e m  o f  a p a r t h e i d  i m p o s e d  

o n  a n  e s t i m a t e d  24 m i l l i o n  r e s i d e n t s  o f  S o u t h  A f r i c a  is an 
a p p a l l i n g  e x a m p l e  o f  i n j u s t i c e  w e  a b h o r  a n d  c o n d e m n ,

O n  b e h a l f  o f  all A l a s k a n s ,  I h a v e  s e n t  t h e  e n c l o s e d  l e t t e r  to  
P r e s i d e n t  R e a g a n  u r g i n g  h i m  t o  s u p p o r t  s a n c t i o n s  a g a i n s t  t h e  
S o u t h  A f r i c a n  g o v e r n m e n t .  T h e s e  e c o n o m i c  s a n c t i o n s ,  e m b o d i e d  in 
l e g i s l a t i o n  p e n d i n g  in t h e  C o n g r e s s ,  w o u l d  b a n  n e w  U . S .  b a n k
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loans to the South African government, curb sales of U.S. 
computer goods and technology, and ha.’t the export of U.S. 
nuclear technology. The House measure goes further in barring 
new investments by U.S. firms doing business in South Africa and 
prohibiting the importation of krugerrands, unless Pretoria makes 
progress toward ending apartheid.

As you may know, pending federal legislation and the administra­
tive sanctions announced by President Reagan on September 9 do 
not contain any provisions on divestiture. This omission is 
perhaps recognition of the fact that divestiture may be the 
ultimate economic sanction that can be used to attempt to influ­
ence government policies in South Africa. As such, divestiture 
should be implemented carefully, so as not to penalize the very 
people we are attempting to help -- the 24 million victims of 
apartheid.

Each time we buy a certain kind of film, drink a certain brand of 
soda pop, watch a particular television network— indeed each time 
we use the brand of typewriter this letter was written 
on —  Alaskans are investing in companies doing business in South 
Africa. These are individual decisions that consumers must make 
on a regular basis.

For the State of Alaska, however, investment decisions are guided 
by law. In general, the law requires the best return possible on 
the public's investment, but that principle -- the so-called 
"prudent man rule" should not blind us to what is right.

For that reason, I would encourage your committee to explore 
fully the ramifications of House Concurrent Resolution 17. I 
w holeheartedly support the intent of this resolution and look 
forward to hearing the viewpoints of Alaskans on this important 
issue.

Sincerely,

Governor

Enclosure



S t a t b  o r  A l a s k a

o f f i c e  o r  t h e  o o v c « n o «  

J U R l i S

September 9, 1985

The President 
The White House 
Washington, DC 20500

Dear Mr, President*

The passing of each day brings new evidence of the evil of the 
apartheid system imposed upon 24 million citizens of South 
Africa, Nowhere in the world is there a government supported by 
the United States that systematically violates basic human rights 
more than the regime in Pretoria.

On behalf of all Alaskans, I urge you to support the proposed 
economic sanctions against the South African government which 
contained in the bill now being readied for passage by the 
Congress. Those sanctions include a prohibition against new U.S. 
bank loans to the South African government, a curb on sales of
U.S. computer goods and technology, and a halt to the export of
nuclear technology. Further sanctions also would bar new invest­
ment by U.S. firms doing business in South Africa and prohibit 
the importation of kruggerands, unless you and the Congress agree 
that progress is being made in bringing an end to apartheid.
Some of those sanctions were included in your executive order of 
today, and I congratulate you on your announcement.

I wish uo inform you, Mr, President, that the State of Alaska is 
now considering a proposal directing the divestiture of state 
funds in businesses with ties to the South African government. 
Many Alaskans believe this step would be the most direct state­
ment they could make to protest a policy of social and economic
injustice that is abhorrent.
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This statement by Alaska, however, should ^  n o  substitute f o ^ a  

national policy aimed at ending the unconsc o j s j,iv brutality
basic human rights now being perpetrated 
by the government of South Africa.

Sincerely,

Bill Sheffielt 
Governor



F r o m :  M i c h a e l  D. H a i d t  D a t e :  9 / 1 0 / 8 5
9 1 0 1  B r a y t o n  D r i v e  
A n c h o r a g e ,  A l a s k a ,  9 9 5 0 7  
9 0 7 / 3 4 4 - 0 5 2 8

To: L e g i s l a t i v e  T e l e c o n f e r e n c e  o n  t h e  s u b j e c t  o f
p r o p o s e d  d i s i n v e s t i t u r e  o f  A l a s k a  S t a t e  f u n d s  
f r o m  e c o n o m i c  i n t e r e s t s  in t h e  c o u n t r y  o f  
S o u t h  A f r i c a .

D e a r  S i r s ,

T h a n k  y o u  f o r  t h e  o p p o r t u n i t y  t o  a d d r e s s  y o u  o n  t h i s  
p e r t i n e n t  s u b j e c t .  I t h i n k  it w o u l d  b e  m o s t  u n f o r t u n a t e  
a n d  i l l - a d v i s e d  f o r  t h e  S t a t e  o f  A l a s k a  t o  d i s i n v e s t  
a n y  f u n d s  it h a s  i n v o l v e d  i n  S o u t h  A f r i c a  a t  t h i s  t i m e ,  
e s p e c i a l l y  f o r  t h e  p u r p o r t e d  r e a s o n  o f  f u r t h e r i n g  t h e  

h u m a n  r i g h t s  o f  t h e  b l a c k  c i t i z e n s  o f  t h a t  c o u n t r y .
S o u t h  A f r i c a  is, e c o n o m i c a l l y  s p e a k i n g ,  a p r o v e n  w i s e  
c h o i c e  f o r  i n v e s t m e n t  p u r p o s e s .  T h a t  i s s u e  is, h o w e v e r ,  
n o t  u p p e r m o s t .  T h e  i s s u e  is w h e t h e r  o r  n o t  t h i s  p r o p o s e d  
d i s i n v e s t i t u r e  w o u l d  p l a c e  i n c r e a s e d  p r e s s u r e  o n  t h e  
S o u t h  A f r i c a n  w h i t e  g o v e r n m e n t  t o  b e t t e r  t h e  c o n d i t i o n s  
f o r  t h e  b l a c k  m a j o r i t y  p o p u l a c e .  T h e  a n s w e r  t o  t h a t  

q u e s t i o n  s h o u l d  b e  a n  o b v i o u s  N O .  E c o n o m i c  s a n c t i o n s  
b y  t h e  S t a t e  o f  A l a s k a  o r  t h e  U n i t e d  S t a t e s  f e d e r a l  
g o v e r n m e n t  w o u l d  o n l y  h u r t  t h e  c o m m o n  p e o p l e  w e  a r e  
c l a i m i n g  t o  h e l p .  T h e  S o u t h  A f r i c a n  g o v e r n m e n t  is o n e  
o f  t h e  m o s t  s t a b l e  i n  t h e  A f r i c a n  c o n t i n e n t ,  a n d  c e r t a i n l y  
o n e  o f  t h e  f r i e n d l i e s t  t o  t h e  U n i t e d  S t a t e s  a n d  o u r  
n a t i o n a l  s e c u r i t y  i n t e r e s t s  in t h a t  h e m i s p h e r e .  N o t  
o n l y  w o u l d  t h i s  p r o p o s e d  d i s i n v e s t i t u r e  b e  c o u n t e r ­
p r o d u c t i v e  f o r  i t s  i n t e n d e d  p u r p o s e  , b u t  it c o u l d  
t e n d  t o  f u r t h e r  a l i e n a t e  a n  i m p o r t a n t  U . S .  a l l y  in a n  
a r e a  o f  t h e  w o r l d  w h e r e  s u c h  f r i e n d s  a r e  v e r y  f e w  a n d  
f a r  b e t w e e n .
P l e a s e  l e a v e  A l a s k a n  f u n d s  i n v e s t e d  i n  S o u t h  A f r i c a .
T h i s  h a s  b e e n  o n e  o f  t h e  w i s e r  c h o i c e s  o f  o u r  S t a t e  
i n  r e c e n t  y e a r s  - l e t ' s  n o t  n e g a t e  it.

R e s p e c t f u l l y ,



S e p te m b e r  1 0 , 1985
D e a r  C o m m i t t e e  M e m b e r s :

M y  n a m e  is D e n n i s  B. H o l w a y  a n d  I a m  a U n i t e d  M e t h o d i s t  
p a s t o r  a n d  h a v e  s e r v e d  in A l a s k a  s i n c e  1 9 7 7 .  I a m  p a r t  of 
a  d e n o m i n a t i o n  t h a t  h a s  e x p r e s s e d  d e e p  c o n c e r n  o v e r  the 

s y s t e m  o f  a p a r t h e i d  in S o u t h  A f r i c a .  B o t h  o u r  G e n e r a l  
C o n f e r e n c e  in 1 9 8 R  a n d  o u r  A l a s k a  M i s s i o n a r y  C o n f e r e n c e  

a n n u a l  s e s s i o n  in 1 9 8 5  ( t h e s e  c o n f e r e n c e s  s p e a k  to u s )  h a v e  
t a k e n  s t a n d s  i n  s u p p o r t  o f  d i v e s t m e n t .  A l t h o u g h  w i t h i n  o u r  
r a n k s  t h e r e  is a d i v e r s i t y  o f  t h o u g h t  as to the e f f e c t i v e n e s s  
of a  d i v e s t m e n t  p o l i c y .

A s  a h u m a n  b e i n g  w h o  r e s i d e s  i n  A l a s k a  I b e l i e v e  w e  h a v e  
a n  o p p o r t u n i t y  to t a k e  a m o r a l  s t a n d  o n  t h i s  i s s u e  a n d  b a c k  
it w i t h  a  m o n i t a r y  p o l i c y  o f  d i v e s t m e n t .  I r e a l i z e  it s e e m s  
to be u n c e r t a i n  as to t h e  s h o r t  o r  l o n g  r a n g e  e f f e c t  of s u c h  
a n  a c t i o n  o n  S o u t h  A f r i c a  a n d  its b l a c k  a s  w e l l  as w h i t e  
c i t i z e n s ,  H o w e v e r ,  I b e l i e v e  w e  m u s t  s t a n d  o n  t h e  s i d e  of 
m o r a l  j u s t i c e .  O n e  of t h e  w a y s  o f  a c c o m p l i s h i n g  t h i s  o b ­
j e c t i v e  w i l l  h o p e f u l l y  be f u l f i l l e d  b y  a g l o b a l  c o m m u n i t y  
c o m m i t e d  to t h e  e l i m i n a t i o n  o f  a p a r t h e i d  i n  S o u t h  A f r i c a .

S i n c e r e l y

T h e  R e v e r e n d  D e n n i s  B. H o l w a y  
T h e  U n i t e d  M e t h o d i s t  C h u r c h  
A l a s k a  M i s s i o n a r y  C o n f e r e n c e


