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H O U S E  S TATE AFFA I R S  C O M M I T T E E  

S E P T E M B E R  10, 1984 

9:00 am

CALENDAR: HCR 17 " R e l a t i n g  to State I n v e s t m en t s  in C o m p a n i e s  D o i n g

B u s i ne s s  W ith tne R e p u b l i c  of S o u t h  A f r i c a "

P R E S E N T : R e p r e s e n t a t i v e  K a t i e  Hurley, Rep. "?od" Boucher, Rep. M j k e

Na v arre, Rep. V i r g i n i a  Collins, Rep. J e n k i n s  & Rop. M i k e  M i l l e r  (in 

J u n e a u ) .

T E L E C O N F E R E N C E  P A R T I C I P A N T S

M a r k  Da v i d s on ,  K I M O - T V

L a u r a  Bliss, K I M O - T V

H u g h  M a l o n e

A l a s k a  P e r m a n e n t  Fund

Bo x  9

Kenai, A K  99611 

Pat B e r k l e y

1861 E. T u d o r  Rd. //D201 

Anch o r a ge ,  A K  99507

J oh n  Ha r r i n g t o n,  P r e s i d e n t 

W o r k i n g  Ass e t s

230 C a l i f o r n i a  Street, S u i t e  200 

S an Franc i s c o , C A  94111

Rep. D o n  C l o c k s i n  

1024 W. 6th 

A nchorage, A K  99501

Pat W e l l i n g t o n

Pu b l i c  E m p l o y e e s  R e t i r e m e n t  Board 

6115 S t a e d em  D r i v e  

A nchorage, A K

H e n r y  M. L a n c a s t e r  II 

P.O. B o x  10-3461 

Anchorage, A K  99510

Rev. R i c h a r d  D. M a d d e n  

8420 L i t t l e  D i p p e r  

A ncho r a ge ,  A K

S teve H e i m e l

A l a s k a  P u b l i c  R a d i o  N e t w o r k

M a t t  Z e n c e y 

A n c h o r a g e  D a i l y  News



M e r r i t t  C. 0.'sort 

A n c h o ra g e ,  AK

Paula D a v i s  

1422 T w i n i n g  D r i v e 

Anch o r a ge ,  A K

D e n i s e  W o o d s

2101 A b b o t t  Roa d  #2

A n c h o r a g e , A K  99507

L o u i e  O v e r s t r e e t  

836 E. 15th 

A ncho r a ge ,  A K

C a t h e r i n e  J. L a r s o n  

TRS B oard 

11300 Sn o w l i n e 

Ancho r a g e ,  AK

D a v i d  R o u s s o u  

4 Z e b r a  S tr e e t  K e n s i n g t o n  

J o h a n n e s b e r g,  S o u t h  A fr i c a

M a r k  A n d e r s o n 

2861 B i rc h  Ct.

Camino, C A  95709

Ph.-tbe Je w el l 

1326^ M e d f r a  

Anch o r a ge ,  A K

J a c k i e  P u r c e l l  

KENi

B ritt J o h n s to n 

7927 C r a n b e r r y  Street 

A n c h o r a g e ,  A K  99502

C h a r l e s  R o b i n s o n  

3133 Do i l  D r i v e  

A n c h o ra g e ,  A K  99507

S u z a n n e  B o u l w a r e  

750 F a i r b a n k s  

Anchorage, A K

J ohn Adu

4101 U n i v e r s i t y  D r i v e  it635 
A n c h o ra g e ,  A K  99508

C u r t is  N e s t e g a r d 

2000 T a s h a  D r i v e  

A n c h o ra g e ,  A K  99502



M a r y  R a tc l i f f  

811 N e l c h i n a  

Anch o r a ge ,  A K  99501

W i l l i e  R a t c l i f f  

811 N e l c h i n a  

Anch o r a ge ,  A K  99501

K i m  D r a y d e n  

4819 E. 5th 

Ancho r a g e ,  A K  99508

P e g g y  W i l l i a m s  

4319 San R o b e r t o  #1 

A n c h o ra g e ,  A K  99508

Re x  L. B u t l e r

1016 W. 6th, S u i t e 440

A ncho r a ge ,  A K  99501

R o n  Zobel

921 W. 6th, S u i t e  100 

A n c h o ra g e ,  A K  99501

K a r e n  C a r l i s l e  

2728 M c K e n z i e  

A n c h o ra g e ,  A K  99501

M a r i o n  B u t c h e r  

A c t i o n  A l a s k a  

1414 L a T o u c h e  

Anch o r a ge ,  A K  995C1

Rep, T e r r y  M a r t i n  

3 960 R c k a  D r i v e  B6 

Anch o r a ge ,  A K

D o u g  Elli o tt 

1107 W. 7th 

Ancho r a g e ,  A K  99501

Bob H a m m o n d  

3350 W i l s h i r e

H a n k  O s t r o s k y  

423 E. 13th 

A ncho r a ge ,  A K  99501

S t a n l e y  A r n o l d

K a t h r y n  A r n o l d

M i r c i a  B e r e n t e r  

1303 H Str e e t 

A ncho r a ge ,  A K  99501



B a r b a ra  B e n n e t t  

2404 F a r m e r  P l a c e  #4 

A ncho r a ge ,  A K

J i m  H o w a r d  

118 W. 12th 

A ncho r a ge ,  A K  99501

Geoff K e n n e d y  

7800 DeBa r r ,  Space. 2 

Ancho r a g e ,  A K

Janet K e i m

7800 DeLarr, S p a c e  2

A n c h o r a g e , A K

J a n e  A n g v i k

600 B a r r o w  St r e e t

Anch o r a g e ,  A K  99501

J e a n n e  L a r s o n

Rep. P a t  P o u r c h o t ' s  Offi c e  

J o h n n y  E llis

Rep. D o n  C l o c k s i n ' s  Off i c e

M i c h a e l  D. H ai d t  

9101 B r a y t o n  D r i v e  

A n chorage, A K  99507

T A P E  II SID E  A

Rep. H u r l e y  o p e n e d  the m e e t i n g  at 9:12 am in A n c h o r a g e  and r e c o g n i z e d  the 

m e m b e r s  of the c o m m i t t e e  p r e s e n t  a l o n g  w i t h  Rep. D o n  C l o c k s i n  and S e n a t o r  

Vic F i s c h e r  and S e n a t o r  Jo e  Josephson.

Rep. C l o c k s i n  testified.

S e n a t o r  F i s c h e r

D i s c u s s i o n  B o u c h e r  and F i s c h e r  

K a r e n  C a r l i s l e  testified.

Pat W e l l i n g t o n  r e p r e s e n t i n g  the P u b l i c  E m p l o y e e s  R e t i r e m e n t  Board, 

testified.

T A P E  II S I D E  B

Rep. B o u c h e r  q u e s t i o n e d  Mr. Wellin g to n .

Sen. F i s c h e r  commented.
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S e n a t o r  J o s e p h s o n  question.

S e n a t o r  Fischer.

J o h n  H a r r i n 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  Fund, testified.

TA P E  21 S I D E  A

H a r r i n g t o n  c on c l u d e d  testimony.

Rep. B o u c h e r  q u e s t i o n e d  Mr. Ha rr i n g t o n .

Rep. C l o c k s i n  q u e s t io n e d  Mr. Ha r r i n g t o n.

S e n a t o r  F i s c h e r  q u e s t i o n e d  Mr. H a r r i ng t o n .

Re v e r e n d  D i c k  M a d d e n  te s t i fi e d  (see w r i t t e n  testimon}')

Jane Angvik, c h ai r  of the A n c h o r a g e  A s s e m b l y ,  t e s t i f i ed  (see w r i t t e n  

t e s t i m o n y ) .

T A P E  21 SID E  B

H ugh Malone, r e p r e s e n t i n g  the A l a s k a  P e r m a n e n t  Fund C o r p o r a t i o n  testified. 

Rep. B o u c h e r  commented.

Rep. C l o c k s i n  q u es t i o n e d  Mr. Malone.

S e n a t o r  F i s c h e r  q u- o u i o n e d  Mr. Malo n e .

T A P E  31 SID E A

S e n a t o r  F i s c h e r  q u e s t i o n  Mr. Malone.

E l e a n o r  A n d r e w s ,  C o m m i s s i o n e r  of the D e p a r t m e n t  of A d m i n i s t r a t i o n ,  

tes t i f i ed  v i a  t e l e c o n f e r e n c e  f r o m  J u n e a u  (see letters).

Rep. B o u c h e r  q u e s t i o n e d  C o m m i s s i o n e r  A n d rews.

S e n a t o r  F i s c h e r  q u e st i o n e d  C o m m i s s i o n e r  Andrews.

D e n i s e  W oods tes t i f i e d  on be h al f  of h e r s e l f  and h e r  p a r t n e r  Anast a s i a .

H a n k  O s t r o s k y  testified.

Rep. H u r l e y  a n n o u n c e d  a lunch rec e s s at 12:33 pm. u n t i l  1:30 pm.

Rep. H u r l e y  r e c o n v e n e d  the m e e t i n g  at 1:30 pm.

Joh n H a m m e r  testified.

Se n a t o r  F i s c h e r  q u e st i o n e d  Mr. Hammer.

Dr. L a w r e n c e  W e i s s  testified.
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D u m i s a m i  Kumalo, P r o j e ct  D i r e c t o r  of the A m e r i c a n  O f f i c e  on Af r i c a  

testified v i a  t e l e c o n f e r e n c e  fro m  N e w  York.

S e n a t o r  F i s c h e r  q u e s t i o n e d  Nr. Kumalo.

Rep. B o u c h e r  r eads into the re c o r d  a letter r e ce i v e d  f r o m  C h r i s t i n e  

Joelson, Consul, S outh A f r i c a n  C o n s u l a t e  G e n e r a l ' s  Of f ic e  in B e rkeley, 

C alifornia.

M a r y  No r dale, C o m m i s s i o n e r  of the D e p a r t m e n t  of R e v e n u e  t e s t i f i e d  v i a  

t e l e c o n f e r e n c e  from Juneau.

T A P E  41 SI D E  A

C o m m i s s i o n e r  N o r d a l e  c o n t i n u e d  testimony.

S e n a t o r  F i s c h e r  q u e s t i o n e d  C o m m i s s i o n e r  Nordale.

RECESS

L o u i s Ov e r s t r e e t,  r e p r e s e n t i n g  the A l a s k a  B l a c k  C a u c u s  testified.

Rep. J e n k i ns  a r r i v e d  at 3:05 pm.

D a v i d  Rous s o u .stified.

T A P E  41 S I D E  B

Mr. R o u s s o u  c o n t i n u e d  testimony.

Rep. B o u c h e r  q u es t i o n e d  Mr. Roussou.

P a u l a  D a v i s  testified.

Rep. B o u c h e r  q u es t i o n e d  Ms. Davis.

T A P E  51 SIDE A

M a r i o n  B u t c h e r  testified.

Rep. N a v a r r e  q u e s t i o n e d  Ms. Butcher.

C harl e s  M c G e e  testified.

R o n  Z o b e l  testified.

M a r y  R a t c l i f f  testified.

W i l l i e  R a t c l i f f  testified.

Rep. J e n k i ns  q u e s t i o n e d  Mr. Ratcliff.

Cu r t i s  N e s t i g a r d  testified.

T A P E  31 S I D E  B
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R. p. B o u c h e r  commented.

T A P E  51 SIDE B

Rep. B o u c h e r  and Mr. N e s t i g a r d  discussion.

M i c h a e l  H a i d t  testified.

S e n a t or  F i s c h e r  q u e s t i o n e d  Mr. Haidt.

Mrs. P a u l  G l o v e r  testified.

Rep. H u r l e y  road into the re c o r d  a le t t e r  r e c e i v e d  f r o m  D e n n i s  Holway. 

(See letter.)

Rep. H u r l e y  a d j o u r n s  m e e t i n g  at 5:25 pm.



ALASKA STATE LEGISLATURE 
HOUSE OF REPRESENTATIVES 

RESEARCH AGENCY

Pouch Y. State Capitol 
Juneau, Alaska 99811 

(907) 46J-3991

January 31, 1985

MEMORANDUM

TO: Representative Don Clocksin

FROM: Jay Livey <vo
Legislative Analyst

RE: South Africa: Human Rights and Investments
Research Request 85-141 (Preliminary Report)

Johnny Ellis of your staff asked that we provide you with an update of 
the human rights situation in South Africa and describe the effect of 
United State's policy on that situation.

The Republic of South Africa has recently restructured its Parliament 
by adding two more chambers: one for representatives of mixed races and 
one for representatives of Asian races. The white chamber contains 166 
members, the mixed race 80 members and the Asian chamber 40 members. 
In addition, the constitution expands the rights of the Asian and mixed 
race populations.

Because the constitutional changes have recently occurred, it is diffi­
cult to assess their effect on human rights in South Africa. One view 
is that although these reforms are minor, they indicate a step toward 
expanded freedom for the nonwhite population. Other observers do not 
see the new constitution as a document that indicates any real change 
from past policies. Supporters of this viewpoint note uiat the powers 
given Asian and colored (mixed race) parliamentary chambers are consid­
erably different than the powers reserved for the white chamber. For 
example, the the white parliament has the power to veto actions of the 
other two parliaments and the prime minister can veto actions of the 
white parliament.

According to Jerry Herrman of the American Friends Service Committee, 
not only does the parliament continue to exclude blacks, but during 
the parliamentery elections that established the current membership, 
some Asian and colored groups attempted to promote a boycott of the 
election. Some sources report voter turnouts as low as 25 percent for 
these two groups.

In spite of these political changes, the South African government still 
denies blacks the right to own land in areas that are reserved for



Representative Clocksin 
January 31, 1985 
Page Two

whites. In addition, Rich Knight, of the American Committee on Africa, 
reports that the government continues to persue its policy of relocating 
black-owned communities to the areas currently reserved for black resi­
dence.

Mr. Herrman also expressed the opinion that a general destabilization 
of Southern Africa is occurring as a result of the policies of South 
Africa. He claims that the number of cases of sabotage and insurgent 
raids into South Africa from neighboring countries is on the increase. 
In return, South Africa is increasing pressure on these countries to 
take positive steps to stop these incursions. In addition, South 
Africa continues to occupy Namibia. The government of South Africa 
claims that this occupation is in response to the presence of Cuban 
soldiers in Angola.

According to both Mr. Herrman and Mr. Knight, the current United States 
policy towards South Africa is one of muted opposition. In general, 
both gentlemen felt that the United States has been less vocal recently 
in denouncing apartheid policies in South Africa. Mr. Knight feels 
that one reason for this may be the security situation in the region. 
He notes that the United States has toned down its criticism of South 
Africa's Namibia policy, probably in response to the presence of Cuban 
troops in Angola. Mr. Knight was also of the ^pinion that the presence 
of Cuban troops has resulted in relaxed regulations concerning the 
United States arms embargo of South Africa.

I hope that this information is helpful. You also asked for informa­
tion on investments in South Africa. I expect to provide that infor­
mation by February 11.

JL



Alaska Permanent Fund Corporation
Pouch 4-1000 Juneau, Alaska 99802 

TEL 907/465-2047 TLX 099-46-323

January 24, 1986

The Honorable Katherine Hurley 
Chair
House State Affairs Committee 
State Capitol 
P.O. Box V
Juneau, Alaska 99811 

Dear Representative Hurley:

Per your staff request earlier this week from Lori Anderson, please find attach­
ed the information you requested regarding South Africa divestment. I have also 
enclosed additional material which you may find useful:

1. South Africa handouts from the Board of Trustees meeting, January 13, 
1986. (Please note, i have substituted updated information regarding:
(a) U.S. corporations that do business in South Africa; and
(b) U.S. companies having direct investments in South Africa and which 

are registered to do business in Alaska.)

2. Minutes of the Board of Trustees meeting, December 9, 1985.

3. South Africa handouts from Board of Trustees meeting, December 9, 1985.

4. Minutes of the Board of Trustees meeting, November 11, 1985.

5. Rankings from The Africa Fund, dated June 1985, of U.S. companies and 
banks in South Africa, by number of employees, by amount of investment, 
and by amount of loans outstanding.

6. Copies for all the committee members of a booklet from the National 
Legal Center For The Public Interest entitled "Disinvestment: Is It 
Legal? Is It Moral? Is It Productive? An Analysis of Politicizing 
Investment Decisions". (Please take special note of the article by Roy 
A. Schotland on page 31.)

Finally, staff is presently compiling a new listing as of December 31, 1985, of 
all stocks the Permanent Fund owns in U.S. companies doing business in South



Representative Katherine Hurley 
January 24, 1986 
Page 2

Africa. This will be available early next week, and I will forward a copy to 
you.

If there is anything else we can provide, please let me know.

David A. Rose 
Executive Director

DAR:JK:bm
attachments



Alaska Permanent Fund Corporation
Pouch 4-1000 Juneau, Alaska 99802 

TEL 907/465-2047 TLX 099-46-323

M E M O R A N D U M

DATE: January 13, 1986

TO: Trustees

FROM: Executive Director

SUBJECT: South Africa

For your information, I am forwarding additional information regarding the 
South Africa divestment question.

2(pCp
1. A list of the companies identified as having direct 

investments in South Africa; it is estimated that approximately
6,000 other companies trade within that country.

2. A list of the J87. companies having direct investments in South 
A^n'ca AND which are registered with the Alaska Department of 
Commerce and Economic Development to do business in Alaska.

3. Two lists which depict the level of investment--in terms of 
dollars and as a percent of total assets--of U.S. companies in 
South Africa.

4. Executive Summary of the Impact of South Africa-Related 
Divestment on Equity Portfolio Performance, IRRC, January, 1985.

5. Department of Revenue reply to Representative Hurley's request 
for information (extract).

OAR:bm 

attachments



Alaska Permanent Fund Corporation
Pouch 4-1000 Juneau, Alaska 99802 

(907) 465-2047 Telex 099-46-323

M E M O R A N D U M

DATE: J a n u a r y  9. 1986

TO: Dave Rose

F R O M : -  Jim Kelly —

SUBJECT: List of all U.S. corporations that do business in
South Africa as of N o v e m b e r  1985.

1. A M  Int'l 31. Beatrice Comp a n i e s
2. A T & T 32. Bechtel G r oup

3. Abbott Labs 33. Bell & Howell

4. Accuracy Corp. 34. Black & Decker

5. Air Express Int'l 35. Borden Inc.
6. Air Products & Chemical 36. Borg-Warner
7. A l b a n y  Int'l 37. Born Inc.
8. Alexander & Alexander 38. Bristol-Myers

9. Allegheny Int'l 39. B u c k m a n  Labs
10. Louis A. Allen Assoc. 40. Bucyrus-Erie Co.
11. Allis-Chalmers 41. B u n d y  Corp.
12. A m d a h l  Corp. 42. Burroughs Corp.

13. American Brands 43. Butterick Co.

14. American C y a n a m i d

15. American Home Products 44. CBI Industries
16. American Hospital Supply 

American Int'l Group
45. CBS Inc.

17. 46. Cigna Corp.
18. American Standard 47. C P C  Int'l

19. Amsted Industries 48. Caltex Petroleum
20. Applied Power 49. C a r d  Key Systems
21. Arm c o 50. C a r m a n  Industries
22. Ashland Oil 51. Carnation Co.
23. Assoc. Metals & Minerals 52. C a scade Corp.
24. Automatic Switch Co. 53. Caterpillar Tractor
25. Avery Int' 1 54.

55.

C h a m p i o n  Spark Plug 
Chase M a n h a t t a n

26. Baker Int'l 56. Chesebrough-Ponds
27. B a n d a g  Inc. 57. Chicago Pneumatic Tool
28. Ted Bates Worldwide 58. Citicorp

29. Bausch & L o m b 59. Coca-Cola
30. Baxter Travenol Labs 60. Colgate-Palmolive



U .S .  Corporations/Page 2
61. C o l u m b u s  Mc K i n n o n
62. Continetal Grain Co.

63. Control Data Corp.
64. Cooper Industries
65. Cooper Labs
66. Coulter Electronics
67. C r o w n  Cork a n d  Seal
68. C u m m i n s  Engine

69. D'Arcy M a c M a n u s
70. D a m e s  & Moore
71. Dart & Kraft
72. Deere & Co.

73. D i a m o n d  Sh a m r o c k
74. Donaldson Co.
75. D o w  Chemical
76. D o w  Corning

77. Dr. Pepper
78. Dresser Industries
79. Du Pont
80. D u k a n e

81. D u n  & Bradstreet
82. Duriron

83. E a s t m a n  K o d a k
84. Eaton Corp.
85. Echlin Co.
86. E m e r y  Air Freight
87. E m h a r t  Corp.
88. Erico Inc.

89* Eriez Magnetics
90. Euclid Inc.
91. E x x o n

92. F M C  Corp.
93. Federal-Mogul
94. Ferro Corp.
95. Firestone
96. John Fluke
97. Fluor Corp.
98. Foote Cone
99. Ford Motor

100. Foster Wheeler
101. Franklin Electric
102. Fruehauf

103. G A F  Corp.
104. G A T X  Corp.
105. G T E  Corp.
106. Gates R u bber Co.
107. Gelco Corp.
108. General Electric

109. General Motors
110. General Signal

111. A.J. Gerrard
112. Getz Corp.

113. Gillette Co.
114. Goodyear
115. W.R. Grace
116. Grey Advertising
117. Grolier Inc.

118. Harnischfeger Corp.
119. Harper Group
120. H a y  Assoc.

121. Hayes/Hill Inc.
122. Healthdyne Inc.
123. H e i n e m a n n  Electric Co.
124. Walter E. Heller

125. Hewlett-Packard
126. Honeywell Inc.

127. Hoover Co.
128. Houdaile Industries
129. Hughes Tool Co-
130. Hydro-Air Engineering

131. IMS Int’l
132. Ingersoll-Ran

133. IBM
134. Itergraph
135. Int'l Flavors
136. Int'l Mineral & Chemical

137. ITT
138. Interpublic Gro u p

139- JWT G r oup
140. Johnson & Johnson
141. S.C. Johnson
142. Johnson Controls

143. Joy Manufacturing

144. Kellogg Co.
145. Kendavis Industries
146. Kimberly-Clark
147. Koppers

148. L & M  Radiator
149. Estee Laud e r
150. Leco Corp.

151. L i b b y - O w e n s - F o r d
152. Eli Lilly
153. Locite Corp.
154. Lo n g y e a r  Co.
155. Lubrizol Corp.
156. Lykes Bros. Steamship

157. MacMillan Inc.
158. M a r e m o n t  Corp.



U .S .  Corporations/Page 3
159* Marriot Corp.
160. M a r s h  & M c L e n n a n
161. M c L e a n  Industries

162. McGraw-Hill

163. M e a s u r e x
164. Medtronic Inc.
165. Merck & Co.
166. Metallurg Inc.
167. Midland-Ross
168. Millipore Corp.
169. Mine Safety Appliances
170. Minn. Mining & Mfg.
171. Mobil Corp.
172. M o h a w k  Data Sciences 
173- Monsanto Co.

174. N C N B  Corp.
175. N C R  Corp.
176. Nabisco
177. Nalco Chemical
178. Nat. Education
179. Nat.-Standard
180. Nat. Starch & Chemical

181. Nat. Utility
182. N e w m o n t  Mining

183. A.C. Nielsen
184. Norton Co.

185. Ogilvy & Mather
186. Olin Corp.
187. Opico Inc.
188. Owens-Illinois

189. Parker Hannifin
190. Parker Pen
191. Pennwalt Corp.
192. Pfizer Inc.
193. Phelps Dodge
194. Phillips Petroleum 
195- Precision Valve
196. Preformed Line Products

197. Q u a k e r  Chemical

198. R a y c h e m
199. Raytheon Co. 
zOO. Reader's Digest
201. R e dland Braas
202. Revlon Inc.

203. Rexnord Inc.

204. R.J. Reynolds
205. Reynolds & Reynolds

206. Richardson-Vicks
207. Robbins Co.

208. H.H. Robertson

209. A.H. Robins Co.
210. R o h m  a n d  Hass

211. SPS Technologies
212. Salsbury Labs
213. Schenectady Chemicals
214. Schering-Plough
215. Schlumberger
216. Scovill Inc.

217. Joseph E. S e a g r a m  & Sons
218. G.D. Searle
219. Sentry Corp.
220. Sigmaform
221. Simplicity Pattern
222. Skok Systems
223. Smithkline B e c k m a n
224. Sperry Corp.
225. Square D Co.
226. Squibb Corp.
227. W.R. Stamler
228. Standard Oil(Ohio)
229. Stanley Works
230. L.S, Starrett
231. Stauffer Chemical
232. Steiner Corp.

234. Sterling Dr u g
235. Stone & Webster
236. Sullair Corp.

237. Sun Chemical
238. Sybron Corp.

239. T a m b r a n d s
240. Tenneco

241. T i m k e n  Co.
242. Titanium Industries 

243* To k h e i m  Corp.
244. Tra n e  Co.
245. Tra n s  World Corp.
246. Twentieth Century-Fox
247. T w i n  Disk Inc.

248. U A L  Inc.
249* Union Carbide
250. Uniroyal Inc.

251. U.S. G y p s u m
252. U.S. Steel
253. United Technologies
254. Upjohn Co.
255. Utah Int'l

256. V F  Corp.

257. V a n  Dus e n  Air
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258. W a r n e r  Communications
259. W a r n e r  Electric
260. W a r n e r - L a m b e r t
261. W e a n  United

262. Westinghouse

263. Wilbur-Ellis-
264. John Wiley & Sons
265. W y n n ' s  Int'l

266. Xerox Corp.

jK/jm

S O U R C E :  Foreign Investment in South Africa b y  IRRC, as
in Directory Update of N o v e m b e r  1985.



IRRC_____________________  
South Africa Review Service

*

November. 1985. J-

The format of this Issue of Directory Update has been changed to include two new 
sections in addition to the usual entries updating the status of U.S. companies' and 
banks' involvement in South Africa.

The first section presents five lists, which are cumulative since IRRC published 
its December 1984 directory, Foreign Investment in South Africa. The five lists 
cover the following categories:

— U.S. companies that should be deleted from the directory 
— U.S. companies that should be added to thr directory

— U.S. companies that have signed the Sullivan principles (since the publication 
of the directory)

— U.S. companies that are no longer Sullivan signatories, and 
— U.S. banks that have been listed in the Directory Updates.

The section is designed to assist subscribers who rely on Foreign Investment in 

South Africa in reviewing their portfolios to keep that information current.
The second new section, which will be presented at the end of each quarterly 

issue of Directory Update, is an index, also cumulative from IRRC's publication of 
Foreign Investment in South Africa, of all the companies that have been listed in 
the Directory Updates.

Both new sections list the company or bank name, followed by the date of the 
quarterly Directory Update issue or issues in which it was discussed. Listings that 

are followed by an asterisk (*) indicate companies and banks that are discussed in 
the current issue.



SECTION Is CUMULATIVE DIRECTORY CHANGES

Companies that should be deleted from directory'

AMR*
American Express*
BBDO International*
Blue Bell (3/85)
Boeing (8/85)
Celanese*

City Investing (5/85) 
Computer Sciences* 
Continental Corp. (3/85) 
Deltak (8/85)
Do-ALL (8/85) • —
Ecolaire (8/85) 
Engelhard*
Flow General*

General Foods (8/85) 
Henkel*
Illinois Tool Works*

International Harvester (8/85)* 

International Staple and Machine* 
John Wiley & Sons*

Martin Marietta*
.Motorola*

Oak Industries (3/85, 5/85)

Pan American World Airways (5/85) 
Pepsico (8/85)
Perkin-Elmer (3/85)
Phibro-Salomon*

-Singer Co. (8/85)

Smith International (8/85)
Tidwell Industries (8/85)
Wang Laboratories (5/85)

Wendy's (no longer has franchise)* 
West Point-Pepperell (8/85)

Companies that should be added to directory

AT&T (5/85) , Owens-Illinois (5/85)
Amsted Industries* Raychem*

American Brands (8/85) Reynolds & Reynolds (5/85)
American Standard (8/85) Joseph E. Seagram & Sons*

Ashland Oil (3/85) Schlumberger (5/85)
Duriron (5/85) L.S. Starrett (3/85)
Intergraph (8/85) Utah International*
Koppers (3/85)

Companies that have signed (or re-signed) the Sullivan principles

A.H. Robins (5/85) Amdahl (5/85)
Air Products & Chemicals* American Airlines (8/85)
Alexander & Alexander (3/85) American Brands*

Allegheny International* American Hospital Supply (3/85)

The Directory Update Is published quarterly for subscribers to the 

South Africa Review Service by the Investor Responsibility Research Center, 
Suite 900, 1319 F St., N.W., Washington, DC 20004. Telephone (202) 
833-3727.

EDITOR: Meg Voorhes
REPORTERS: Cathy Bowers, Micheline Tusenius
ASSISTANT TO THE EDITOR: Gloria Henning

Copyright 1985

Directory Upd»le: December 1905 1 0



American Standard*
Avery International*
Baltimore Aircoil*
Bechtel Group*
Bell & Powell (8/8 >)
Black & Decker (3/l5)

Bucyrus-Erie (3/85)
Champion Spark Plug (8/85) 

Chesebrough-Pond's*
Combustion Engineering (8/85)

Coulter Electronics*
Crown Cork & Seal (3/85)
Dow Corning (5/85)
Dukane (5/85)
Emery Air Freight*
Emhart*
Foote, Cone & Belding Communications* 

GAF*
GATX*
GTE (5/85)
Gelco CTI Container*
General Signal*

Grolier International*
Harnischfeger*

Harper Group*

Ingersoll-Rand (3/85)
Intergraph (8/85)
International Playtex (8/85)
JWT Group*
S.C. Johnson & Son*

Kimberly-Clark*

Leco*
Sara Lee*
Loctite (5/85)
Macmillan*
Martin Marietta (3/85)

Medtronic*
Midland-Ross (5/85)

Millipore (5/85)
J.P. Morgan (5/85)
National Education Corp. (5/85) 
Ogilvy & Mather (5/85)
Owens-Illinois*
Pan American World Airways (3/85) 
Revlon (3/85)
Joseph E. Seagram & Sons*
G.D. Searle (3/85)

Simplicity Pattern*
Singer (3/85)
Skok Systems (5/85)
Square D Co.*
Stanley Works*
Stone & Webster Engineering Services* 
Tokheim*
Twin Disk*
VF Corp.*
Wang Laboratories (8/85)
Washington Times (3/85)
Wilson Learning Center (5/85)

Companies that are no longer Sullivan signatories

Chicago Bridge & Iron Co. Sentry Assurance (5/85)
D'Arcy MacManus & Masius Worldwide Inc. Trane Co.
International Harvester (8/85) Westin Hotel Co.
Measurex (8/85)

Banks listed in Directory Update

American Express*
Bank of Boston (5/85)
Bank of New England (8/85)*
Bank of New York*

CBT: See Bank of New England
Chase Manhattan (8/85)
Citicorp (3/85)
Citizens and Southern National (5/85) 
Corestates Financial Corp.*
First Bank System*

First Chicago (3/85)
First City Bancorporation*
First Pennsylvania (8/85)

First Wisconsin Corp.*
Fleet National Bank*
Harris Bancorp (8/85)
Manufacturers Hanover (3/85)

Mellon National (8/85)
Mldlantic Banks*

J.P. Morgan (Morgan Guaranty Trust) 
(3/85, 5/85)

NCNB (3/85)*
Northern Trust Co.*
Norwest (8/85)*
PaineWebber (5/85)
Republic New York Corp.*
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RepublicBank Corp.* 

Seafirst*
Security Pacific Corp.*

Sovran (5/85)

United Virginia Bankshares* 
Wells Fargo (3/85)

SECTION II: DEVELOPMENTS SINCE THE IAST DIRECTORY UPDATE

U. S. Companies

• CHANGES IN SULLIVAN SIGNATORY 
STATUS: Thirty-five companies have
signed the Sullivan principles since 
the August Directory Update and four 
companies have been dropped from the 
program for not reporting.

New signatories:

Air Products & Chemicals Inc. 
Allegheny International Inc, 
American Brands Inc.

American Standard Inc.
Avery International Inc.
Baltimore Aircoil Co.

Bechtel Group Inc. 
Chesebrough-Pond's Inc.
Coulter Electronics Inc.
Emery Air Freight Corp.
Emhart Corp.

Foote, Cone & Beldlng Communica­
tions 

GAF Corp.
GATX Corp.
Gelco CTI Container Corp.
General Signal Corp.

Grolier International Inc. 
Harnischfeger Corp.
Harper Group 

JWT Group Inc.
S.C. Johnson & Son Inc. 
Kimberly-Clark Corp.
Leco Corp.
Sara Lee Corp.

Macmillan Inc.
Medtronic Inc.
Owens-Illinois Inc.
Joseph E. Seagram & Sons Inc. 
Simplicity Pattern Co. Inc.
Square D Co.
Stanley Works
Stone & Webster Engineering 

Services Inc.
Tokheim Corp.
Twin Disk Inc.
VF Corp.

Signatories that have been dropped: 
Chicago Bridge & Iron Co.

D'Arcy MacManus & Masius Worldwide 
Inc.

Trane Co.
Westin Hotel Co.

• AMR's subsidiary, American 
Airlines, closed its airline ticket 
office in Johannesburg, effective Nov. 
1, 1985, a recent letter to IRRC con­
firmed. There are now no AMR employees 
in South Africa.

• AMERICAN EXPRESS: See listing 
under commercial banks section.

• AMERICAN AIRLINES: See AMR.

• AMSTED INDUSTRIES purchased 
Baltimore Aircoil from Merck in May, 
1985. Baltimore Aircoil was a Sullivan 
signatory under the Merck umbrella and, 
after the salj, it signed the Sullivan 
principles individually. By acquiring 
100 percent equity in Baltimore Air­
coil, Amsted Industries now has a pres­
ence in South Africa. Merck continues 
to operate in South Africa through MSD 
(Pty.) Ltd., a wholly owned subsidiary.

• APPLE COMPUTER announced in 
early August its intention to stop 
selling its personal computers in South 
Africa. The decision to withdraw from 
South Africa was based "entirely on 
political reasons." A  company repre­
sentative told IRRC that "given the 
apartheid practices, we could not con­
tinue selling there." Base 2, the 
South African distributor of Apple com­
puters, was told In Augur t of the deci­
sion and that Apple would continue its 
obligations in South Africa until Oct.

Directory Update: December 1985 1 2



* 31 only. Apple never had any direct
investment, plant, office or employees 
in South Africa.

• BAUSCH & LOMB sold its Arlabs
subsidiary in 1984 to the U.S. office
of Applied Research Labs.

In Foreign Investment in South
Africa, the other Bausch & Lomb sub­

sidiary was listed aB Bausch & Lomb 
Soflens. Now known as Bausch & Lomb 
Visioncare South Africa, it is a sales 
and marketing operation employing ap­

proximately 25. It is not involved in 
manufacturing.

' • BBDO INTERNATIONAL has trans­
ferred the entire ownership interest of 
its South African subsidiary to local 
managers. According to The New Yoyk 
Times, financial losses from the South 
African subsidiary were the main reason 
for the decision. Concern over "their 
image as a U.S. company doing business 
in South Africa" was not a factor in 

the decision, said the Times. BBDO 
International will maintain an operat­
ing presence in South Africa by enter­
ing into an associate agency agreement 
with Venture/BBDO, the newly independ­
ent South African operation.

• BALTIMORE AIRCOIL: See Amsted 
Industries.

• BEATRICE sold STP Corp. world­

wide in July 1985, as noted in the Au­
gust 1985 Directory Update. The buyer 
was Union Carbide and, according to a 
Carbide official, STP South Africa, 
listed as a Beatrice subsidiary in For­
eign Investment in South A f rica, was
not part of the sale. IRRC was unable 
to obtain further information from 
Beatrice on the dissolution of STP 
South Africa.

• BURROUGHS was inaccurately 
listed in Foreign Investment in South 
Africa as having "more than $150 mil­
lion" in assets in South Africa. In a 
recent letter to IRRC, the company said 
the correct figure was $20-40 million.

• CELANESE sold its sole asset 
in South Africa on Sept. 27, 1985. It

has not disclosed publicly to whom the 
subsidiary was sold. The reasons for 

the sale are business-related, a 
Celanese spokesman told IRRC.

• COMPUTER SCIENCES CORP. re­
cently sold its 20 percent minority 
ownership in Computer Sciences (Pty.) 
Ltd. of South Africa to Anglo American 
Corp., the South African conglomerate. 
The decision to sell was business-re­
lated, a company representative told 
IRRC. Computer Sciences now has no 
financial interests In South Africa.

• EASTMAN KODAK recently ac­
quired total ownership of Atex Systems 
South Africa (Pty.) Ltd. Located in 
Jon anesburg, Atex Systems processes 
text needs of the publishing industry. 
The acquisition of Atex adds 17 new 
staff members to the Kodak team in 
South Africa.

Kodak also acquired 90 percent 
stock ownership of the California-based 

Verbatim Corp. in May this year. 
Verbatim, a leading maker of floppy 
discs for personal computers, has no 
plant in South Africa but sells its 
products there through Advance Promo­
tions. Kodak has asked Advance Promo­
tions, as Verbatim did, to verify in 

writing that no sales are made to the 
police, prisons, military or other 
agencies of the South African govern­
ment.

• ENGELHARD closed its sole 
South African subsidiary in July 1985. 
The motivation for the closure, an 
Engelhard spokesman told. IRRC, was that 
"there was just not enough business— it 
was just not worth the overhead." Its 
South African sales had declined from 2 
percent of global oaleB in 1983 to less 
than 1 percent in 1984. However, 

Engelhard will continue to sell its 
products in South Africa through in­
dependent salesmen and distributors.

• FLOW GENERAL closed itB sole 
South African facility in January 
1985. The reason for the closure was 
"declining business opportunity," ac­
cording to a letter the company sent 
IRRC.
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• HENKEL CORP., the privately 

held Minneapolis company, has no direct 
investments in South Africa, a company 
spokesman told IRRC. Henkel's West 
German parent company, Henkel KGaA, is 
involved in South Africa. Further de­

tails on this involvement are not 
available. —

• ILLINOIS TOOL WORKS notified 
IRRC that its board of directors au­
thorized, on Oct. 18, 1985, the discon­
tinuation of the firm1b South Africa 
operations, effective the end of this 
year.

• • INTERNATIONAL HARVESTER hopes 
the sale of its one remaining South 
African subsidiary, International Har­

vester Co. of South Africa, will be 
completed by mid-November. In terms of 
the sale, Northern Engineering Indus­
tries, a South African company, will 
hold the only South African franchise 
for International Harvester heavy vehi­
cles and parts. Once the franchise 
agreement is completed, International 
Harvester will have no remaining equity 
investments in South Africa. Its South 
African agricultural assets were sold 
to the Tenneco subsidiary, J.I. Case, 

earlier this year. (See the May and 
August 1985 issues of Directory Update.)

• INTERNATIONAL STAPLE AND MA­
CHINE has never had any direct invest­
ment in South Africa. The company re­
cently informed IRRC that its relation­
ship with African Commerce is strictly 
that of supjriier. International Staple 

has made nc sales to AFCOM in 1985 but, 
in 1984, )>arts valued at £3,000 were 

sold in sipport of equipment purchased 
years earlier.

• SARA LEE CORP., a new signa­
tory of the Sullivan principles, was 
not listed in Foreign Investment in 
South Africa. Sara Lee spokesmen who 
deal with its South African operations 

were not available when IRRC asked the 
Chicago-based company for details of 
its activities in South Africa.

• MARTIN MARIETTA no longer has 

any operations in South Africa, a com­
pany spokesman told IRRC. It owned
Master Builders, which in turn owned 50 
percent of the South Africa-based com­

pany, Embecom. In April 1985, Saambou, 
a South African company, bought Master 
Builders from Martin Marietta; Embecom 
was included in the sale.

• MERCK: See A msted Industries.

• MOTOROLA sold its South Afr i­

can plant to Allied Technologies (Al- 
tech), South Africa's leading electron­

ics and telecommunications group, on 

Oct. 9, 1985. The reason for the sale 

was business-related, a Motorola 
spokesman told IRRC. Manufacturing

licenses were concluded for the major 

products produced by Motorola South 

Africa, and Altech is also to continue 
servicing Motorola products. Altech, 

which distributed Motorola's semicon­

ductor products in South Africa, also 

became a non-exclusive distributor for
■Motorola's information systems products.

• PHIBRO-SALOMON, the securities 
and commodities brokerage that was 
identified as the 12th largest corpora­
tion in the United States in 1984, an­
nounced on Aug. 21, 1985, that it would 
end its operations in South Africa and 

would close its Johannesburg office. 
Phibro is the largest U.S. company to 
have announced its withdrawal from
South Africa.

Concern about the divestment cam­

paign appeared to be a major reason for 

the company's action, according to The 

N ew York T i m e s . A  Dean Witter Reynolds 

stock analyst quoted in the article 

said, "Since the amount of business 
from South Africa was minimal, it was 

important [for Phibro] to make the de­

cision, to broaden the appeal of its 

Bhares for all institutional investors." 

The Times also quoted an officer of 

Phibro, who Baid, "the company's other 

offices would not buy precious metals 

known to be mined ir South Africa." 
IRRC was unable to co.ifirm this with 

the company.
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The company recently told IRRC that 
the Johannesburg office would be closed 

by Dec. 31, 1985, as originally sched­

uled.
I •* .

RAYCHEM of Menlo Park, Calif., 
has a wholly owned sales company in 
South Africa. Raychem's South African 
operations represent 0.3 percent (or 
$1.85 million) of worldwide assets, 0.7 

percent (or $4 million) of worldwide 
sales and 0.4 percent of worldwide 
profits. -The major Raychem products 
sold in South Africa are telecommunica­
tions accessories, essentially wires 
ind cables.

Raychem's major investment i n’South 
Africa has been a small warehouse close 
to Johannesburg (at Olifantsfontein) 

for the sales company. The company 
also has sales offices in Durban and 

Cape Town, each of which is staffed by 
two. The other 20 of the 24 people 
employed by Raychem work in the Johan­
nesburg office. Eight Raychem employ­
ees are black South Africans.

Although not a signatory, Raychem 
says it "fully supports and adheres to" 

the Sullivan principles. Four of the 
eight black employees have received 
Interest-free home loaoj through the 
company.

• JOSEPH E. SEAGRAM & SONS, a 
recent signatory to the Sullivan prin­
ciples, did not appear in Foreign In­

vestment in South Africa. It told IRRC
that Its sole operation in South Africa 
is a small office, based in Johannes­
burg, which coordinates the marketing 

of its distilled spirits products 
throughout Southern Africa. Five peo­
ple, one black and four whiteB, are 
employed in this office. South African 
sales comprise $1 million of Seagram's 
worldwide total of |>5 billion. The 
company's only assets in South Africa 

are the office equipment; it rents its 

office space.
Seagram decided to sign the Sulli­

van principles following urging by Con­
gress and the Reagan administration 
that all U.S. companies in South Africa 
do so.

• UTAH INTERNATIONAL, a large 
U.S. mining firm and a subsidiary of 
the Australian company, Broken Hill, 
has a South African subsidiary, a com­
pany spokesman told IRRC. Southern 
Sphere Mining and Development Co., 
located in Randburg, is essentially a 
mineral exploration firm. It employs 
64 people, of whom 23 are black South 
Africans and 41 are whites.

Utah International received no net 
profits from its South African opera­
tions in 1984c It has a total of $19 
million in assets in South Africa, 
which a company spokesman estimated at 
0.5 percent of Bi-‘oken Hill assets 
worldwide. Most of Utah Internation­

al’s South African assets are in unde­
veloped coal property; the company also 

has Namibian mineral holdings which it 
is actively trying to sell. Utah In­

ternational is not a signatory of the 
Sullivan principles.

• WENDY’S no longer has fran­
chise operations in South Africa. It 
did have one South African franchisee 
in 1984, Company representatives would 

not disclose when the franchise ar­
rangement was canceled.

• JOHN WILEY & SONS INC. sold 
its South African subsidiary, Wilson 

Learning SA (Pty.) Led., on Sept. 30, 
1985, to the South African company, 
Southern Life Association Ltd. A  com­

pany. representative confirmed that John 
Wiley & SonB direct involvement in 
South Africa ended with the consumma­
tion of the sale.

• XEROX, which has a South Afri­
can subsidiary, also has a presence In 
South Africa through its ownership of 

Versatec, a California company that 
manufactures computer peripheral equip­
ment, printers, plotters and plotting 
software. Versatec sells its products 
in South Africa through Alphidata Ltd. 
Xerox purchased Versatec in December 
1975.
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Commercial Banks

• AMERICAN EXPRESS and its sub­
sidiaries will no longer have offices 
or employees in South Africa after 
.November 1985. American Express re­
ce n t l y  decided to close its Johannes- 
.burg office and instead base its Trav­
elers Checque operations for South 
Africa in the United Kingdom. The
South African bank, Nedbank, will con­
tinue to hold the American Express Card 
•franchise in South Africa. • .. -- •

The American Express Bank has made

n o  n ew loans to either the public or
private sector in South A frica since

1984. Existing loans, running at 
r o u ghly fc85 million, will not be ex­

tended .

• THE BANK OF NEW ENGLAND ac­
quired CBT Corp. in June 1985, making 
CBT one of the bank's largest subsid­
iaries. The Bank of New England in­
formed IRRC that neither it nor any of 
its affiliate banks have any loans out­
standing to either the public or pri­
vate sector in South Africa and has 
stated that no Buch loans will be made 
as long as apartheid remains in effect.

• THE BANK OF NEW YORK recently 
informed IRRC that it canceled lines of 
credit to two South African banks, in 
August 1985. It simultaneously discon­
tinued all lending to South African 
banks. The bank's policy of not lend­
ing to the South African public or pri­
vate sector has been in effect since 
1974.

• CBT: See Bank of New England.

• CORESTATES FINANCIAL CORP. 
recently told IRRC that it made new 
loans to South African private sector 
borrowers, including banks, after Jan­
uary 1985. However, shortly before the 

South African government imposed a debt 
moratorium on Sept. 1, it canceled all 
extensions of credit to such borrowers.

» FIRST BANK SYSTEM decided in 
July 1985 that It would no longer make 
credit available to South African pri­

vate borrowers, it reported in a recent 
letter to IRRC. The bank's exposure In 
South Africa comprises loans, bankers' 
acceptances and interbank deposits; the 
bank says It will not renew the loans 
when they are repaid.

■ - - • FIRST CITY BANCORP ORATION does 
not make loans to the South African 
public sector or to private corpora­

t i o n s  under a policy adopted in April
1985. It does have correspondent rela­
tionships with private-sector banks and 
it has restricted these dealings in the 
light of the changed economic and po­
litical situation. In a recent letter 
to IRRC, the bank said it "Is willing 
to finance short-term trade and export 
transactions when, in management's 
judgment, 6uch transactions would bene­
fit all of South Africa's people and 

generally are a direct result of U.S./ 
South African trade."

• FIRST WISCONSIN CORP. changed
its policy on extending credit to South 
African private corporations and banks 
on Aug. 21, 1985, in order to reduce 
Its exposure in South Africa. The 
shift in policy, the bank informed
IRRC, is from making loans to private 
corporations and banks to being very

selective in choosing private borrowers 
to lend to.

• FLEET NATIONAL BANK recently
told IRRC that it will no longer extend 
credit facilities to either public or 
private sector entities in South Africa 
and has no intention of extending such 

facilities in the foreseeable future. 
It has no outstanding loans to South 
Africa.

• MIDLANTIC BANKS general loan 
policy permits credit extensions to 

foreign banks as they relate to New 
Jersey area exports and Imports, it 
reported in a recent letter to IRRC. 
Countries are rated under four classi­
fications to determine what types of

€

C
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credit are allowed. As of September
1985, South Africa was placed in the 
lowest category, which prohibits all 
credit extensions, including letters of 
credit.

• NCNB, which stopped making
loans to the South African government 
and its agencies under a policy adopted 
in February 1985, is no longer making 
loans to the South African private sec­
tor, either. In a recent letter to 
IRRC, the bank said no new loans will 
be - considered - - until all outstanding
loans are repaid. Because of the South 
African debt moratorium, this is not 
likely to be soon.

• NORTHERN TRUST CO. has no 
loans outstanding nor commitments to 
make loans in South Africa, according 
to a letter the bank sent IRRC. The

bank's policy prohibits it from lending 
to the South African government or its 
agencies, private sector corporations 

or banks.

• NORWEST CORP., which allowed 
loans to private borrowers in South 
Africa until recently, notified its 
customers in South Africa in July that 
existing loans would not be renewed. 
Norwest told IRRC that its policy now 
is not to make loans to South Africa.

• REPUBLIC NEW YORK CORP. fol­
lows the policy of generally not under­
writing securities for, or extending 
credit to, the South African or Namibian 
governments, it recently told IRRC. It 
will make exceptions for loans that 
will be used for educational purposes 

or to benefit all the people of South 
Africa.

• REPUBLICBANK CORP. no longer 
extends loans to the South African gov­
ernment or its agencies. A  provision 
that permitted loans to public sector 
companies facilitating export sales of 
the bank's U.S. customers was elimi­
nated on May 22, 1985.

According to a letter the bank re­

cently sent to IRRC, it will extend 

loans to the private sector where "the 
result is the enhancement of economic 
growth, job creation and the social 
welfare of all Its people, regardless 
of race." RepublicBank argues that 
"social progress can be encouraged most 
effectively In a growing and stable 
economy, and by the continuing partici­
pation of American business in provid­
ing a role model for advancement."

• SEAFIRST changed its South 
Africa policy on Sept. 12, 1984,' a bank 
representative told IRRC. Under; .the 
new policy, Seafirst will not lend to 
the South African private or public 
sectors or sell krugerrands. The bank 
has no outstanding South African loans 
or any Investments in South Africa. 

The previous policy had allowed loans 
to South Africa if, in some way, such 

loans benefited the Pacific Northwest 
economy and if there were no connection 
with any of the repressive agencies of 
the South African government.

• SECURITY PACIFIC C0R1'. recent­
ly ended its extension of credit to 
South African private sector borrow­
ers. The bank does have some outstand­
ing private sector loans, it recently 
told IRRC. Overall, most of Its past 
activity has been in trade financing 
and the recent deterioration in the 
South African economic climate has re­

sulted in the bank closely monitoring 
Its position.

e UNITED VIRGINIA BANKSHARES has 
had no loans outstanding to the South 
African government or its agencies 
since 1975, according to a recent press 
release. It also does not lend to 
South African private sector borrowers 
or to U.S. companies for the purpose of 
investing in South Africa. In the 
past, it occasionally engaged in trade- 
related financing but this is no longer 

the case. The bank has no trade-re­
lated financing outstanding.

17 D iredory Update: December 1985



SECTION III: INDEX TO COMPANIES AND BANKS LISTED IN DIRECTORY UPDATE

A.H. Robins (5/85)

A MR*

AT&T (5/85)
A i r  Products & Chemicals*
Alexander & Alexander (3/85)

Allegheny International*
Amdahl (5/85)_

American Airlines (8/85); see also AMR 
American Brands (8/85)*
A m e r i c a n  Express*

American Hospital Supply (3/85) 
American Standard (8/85)*
Amsted Industries*
Apple Computer* -: -
Ashland Oil (3/85)
Avery International (5/85)*
BBDO International*
Baker International (5/85)
Baltimore Aircoil*; see also Amsted 

Industries 
Bank of Boston (5/85)
Bank of New England (8/85)*
Bank of N e w  York*
Bausch & Lomb*

Beatrice (5/85)*
Bechtel (5/85)*
Bell & Howell (8/85)
Black & Decker (3/85)
Blue Bell (3/85)
Boeing (8/85)
Bucyrus-Erie (3/85)
Burroughs*

CBT: See Bank of New England
Celanese*
Champion Spark Plug (8/85)
Chase Manhattan Bank (8/85) 
Chesebrough-Pond's*
Chicago Bridge & IroD''

Citicorp (3/85)

Citizens and Southern National Bank 
(5/85)

City Investing (5/85)
Coca-Cola (3/85)
Combustion Engineering (8/85)
Computer Sciences*
Continental Insurance (3/85)
Corestates Financial Corp.*
Coulter Electronics*

Crown Cork & Seal (3/85)

D'Arcy MacManus & Masius Worldwide* 
Deltak (8/85)
Do-ALL (8/85)
Dow Corning (5/85)

Dukane (3/85, 5/85)
Duriron (5/85)

Eastman Kodak*
Ecolaire (8/85)
Emery Air Freight*

Emhart (3/85)*
Engelhard*
FMC. (5/85, 8/85)
First Bank System*
Fit .it Chicago (3/85)
First City Bancorporation*
First Pennsylvania (8/85)
First Wisconsin Corp.*
Fleet National Bank*
Flow General*
Fluor (3/85)

Foote, Cone & Belding Communications* 
Ford (3/85)
GAF*
P\TX (8/85)*
GTE (5/85)
Gelco CTI Container*
General Foods (8/85)
General Signal*
•Gillette (5/85)
Grolier International*
Harnischfeger*

Harper Group*
Harris Bancorp (8/85)

Henkel*
Illinois Tool Works*
Ingersoll-Rand (3/85)
Intergraph (8/85: pp. 5, 7) 

International Harvester (5/85, 8/85: 
pp. 5,7)*

International Playtex (8/85) 
International Staple and Machine* 
International Telephone and Telegraph 

(8/85)

JWT Group*
Kimberly-Clark*
Koppers (3/85)
S.C. Johnson & Son*
Leco*
Sara Lee*
Loctite (5/85)
Macmillan*

Manufacturers Hanover (3/85)
Martin Marietta (3/85)*

Measurex (8/85)
Medtronic*
Mellon National (8/85)
Merck: See Amsted Industries
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Midland-Rosa (5/85)

Midlantic Banks*
Millipore (5/85)
J.P. Morgan (Morgan Guaranty Trust)
. (3/85, 5/85: pp. 1, 3)
Motorola (5/85, 11/85)*
NCNB (3/85)*
National Education Corp. (5/85)
Newmont Mining (5/85)
'Northern Trust Co.*
Norwest (8/85)*
Oak Industries (3/85, 5/85)
Ogilvy and Mather (5/85)

0picd '(3/85); .. ' -- 
Owens-Illinois (5/85)*
PaineWebber (5/85)

Pan American World Airways (3/85,*5/85) 
Pepsico (3/85, 8/85)

Perkin-Elmer (3/85)
Phelps Dodge (5/85)

Phibro-Salomon (5/85, 11/85)*
Raychem*

Republic New York Corp.*
RepublicBank Corp.*
Revlon (3/85)

Reynolds & Reynolds (5/85)

Helena Rubenstein (5/85)
Schlumberger (5/85)

Seafirst*

Joseph E. Seagram & Sons*
G.D. Searle (3/85)

Security Pacific Corp.*
Sentry Assurance (5/85)

Simplicity Pattern Co.*
Singer (3/85, 8/85)
Skok Systems (5/85)
Smith International (8/85)
Sovran (5/85)
Square D Co.*

Stanley Works*
L.S. Starrett (3/85)
Stone & Webster Engineering Services* 
Tenneco (5/85)
Tidwell Industries (8/85)
Tokheim*
Trane Co.*
Twin Disk*

United Virginia BankshareB*
Utah International*
VF Corp.*

Wang Laboratories (5/85, 8/85) 
Washington Times (3/85)
Wells Fargo (3/85)
Wendy's*

West Point-Pepperell (8/85)
Westin Hotel*
John Wiley & Sons*

Wilson Learning Center (5/85)
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Alaska P erm anen t F und  C orporation
Pouch 4-1000 Juneau, A laska 99802 

(907) 465-2047 Telex 099-46-323

M E M O R A N D U M

DATE: January  24, 1986

TO: Dav id  A. Rose
E x e c u t i v e  D i r e c t o r

FROM: J im K e l l y   *
Research ft  L i a i s o n  O f f i c e r

SUBJECT: L i s t  o f  a l l  U .S .  c o rpo ra t ion s  t h a t  do bus iness  in  South A f r i c a
and A laska

L i s t e d  be low are the  names o f  a l l  U .S .  c o rp o ra t io n s  do ing  bus iness  in 
South A f r i c a  who are a l s o  r e g i s t e r e d  w i th  the  s t a t e  Department o f  Commerce 
& Economic Development to  do bus iness  in A l a s k a .  Th i s  i n fo rm a t ion  i s  
c o r r e c t  as o f  November 1935.

1. AT&T 21. Chase Manhattan
2. A i r  Products & Chemicals 22. Chicago Pneumatic Tool
3. A l e xa n d e r  & A le xande r 23. C i t i c o r p
4. A l l i s - C h a l m e r s 24. Contro l  Data Corp.
5. American Brands 25. Cooper I n d u s t r i e s
6. American Home Products 26. Diamond Shamrock
7. American Hosp i ta l  Supp ly 27. Dow Chemical
8. American Standard 28. Dresser  I n d u s t r i e s
9. Armco 29. Eastman Kodak

10. Ash land  O i l 30. Eaton Corp.
11. Bandag Inc . 31. Emery A i r  F r e i g h t
12. Bechte l  Group 32. Exxon
13. B e l l  & Howell 33. FMC Corp.
14. Black & Decker 34. F i r e s t o n e
15. Borg -Warner 35. F lu o r  Corp.
16. Burroughs Corp. 36. Ford Motor
17. CBS Inc . 37. Fo s t e r  Wheeler
18. Cigna Corp. 38. Fruehauf
19. Carna t ion  Co. 39. GAF Corp.
20. C a t e r p i l l a r  T r a c t o r 40. GATX Corp.



U .S .  c o r p o ra t i o n s  t h a t  do bus iness  in South A f r i c a  and A laska  
January  24, 1986 
Page 2

41. GTE Corp. 81.
42. Ge lco  Corp. 82.
43. General  E l e c t r i c 83.
44. General  Motors 8*t .
45. General  S igna l 85.
46. Goodyear 86.
47. W.R. Grace 87.
48. H e w l e t t -P a ck a rd 88.
49. Honeywel l  Inc . 89.
50. Hughes Tool  Co. 90.
51. IBM 91.
52. ITT 92.
53. In g e r s o l l -R a n d 93.
54. In t e rg rap h 94.
55. I n t ' l  M ine ra l s  & Chemical 95.
56. I n t e r p u b l i c  Group
57. Johnson C on tro l s  -
58. Jo y  Manufac tur ing
59. K im b e r l y -C l a r k
60. Koppers
61. Longyear Co.
62. M a r r i o t t  Corp.
63. Marsh & McLennan
64. Med tron ic  Inc .
65. Minn. M in ing  & Mfg.
66. Mobi l  Corp.
67. Monsanto Co.
68. NCR Corp.
69. Na lco  Chemical
70. N a t io n a l  U t i l i t y
71. Newmont M in ing
72. Phelps  Dodge
73. P h i l l i p s  Petroleum
74. Raytheon Co.
75. Rexnord In c .
76. R . J .  Reynolds
77. Robbins Co.
78. Schlumberger
79. S c o v i l l  In c .
80. Spe r r y  Corp.

Standard O i l  (Ohio)  
S t e r l i n g  Drug 
Stone & Webster 
Sun Chemical 
Sybron Corp.
Union Carb ide
Uni roya l
U .S .  S t e e l
U n i t e d  T echno log ie s
Upjohn Co.-
Utah I n t e r n a t i o n a l
Van Dusen A i r
Warner
Westinghouse
Xerox Corp.
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U.S. CORPORATIO NS

C f

M a n y  o f  th e  U .S .  com pan ies  opera t ing  in South  A f r i c a  are  household nam es . O f  the  284' 
com pan ies  iden t i f ie d  by I R R C  as hav ing  d ir e c t  in ve s tm en ts  in South  A f r i c a ,  31 are  
am ong Fo r tu n e  m ag az in e 's  1934 lis t  o f the 50 la rges t U .S .  corpora tions  and 57 are  in ­
c lu ded  am ong  the top  100 com pan ies  on tha t l is t .  M o reo ve r ,  A m e r ic a n  com p an ie s  op ­
era t in g  in South A f r i c a  com prise  a large p e rcen ta ge  o f  severa l k e y  industry  sec tors  
rep resen ted  in the S tandard  5c Poor 's  500. F o r  ins tance , 91 pe rcen t  o f  the  in te rn a t ion a l 
o i l  com pan ies  l is ted in the S5cP 50C ha ve  d ir e c t  in ve s tm en ts  in South A f r i c a ,  as do 90 
pe rcen t  o f  the o f f i c e  equ ipm en t com pan ies , 89 percen t  o f  the  drug com pan ies ,  88 per ­
c en t  o f  th e  ch em ica l  com pan ies  and 87 pe rcen t  o f  the  au to  m anu fac tu r ing  com pan ies .

F ro m  the U .S . point o f  v ie w ,  A m e r ic a n  business in v o lv e m e n t  in South A f r i c a  is re la ­
t i v e l y  sm a ll .  A t  the end o f  1983, for  e xam p le ,  i t  a ccoun ted  for s l igh t ly  m ore  than 1 
pe rcen t  o f  a l l  A m e r ic a n  d ir e c t  in v e s tm e n t  a b ro a d r - F-or m o s t  U .S .  f i rm s  o p e r a t in g  in 
South  A f r i c a ,  their  in ve s tm en t  there  represen ts  less than 1 p e rcen t  o f  their  to ta l  assets .

W ith in  the  South A f r ic a n  econ om y ,  h o w e ve r ,  U .S .  subsidiaries p lay  a m uch larger ro le . 
A m e r ic a n -o w n e d  com pan ies  con tro l  n ea r ly  o n e -h a l f  o f  South A f r i c a 's  p e tro leu m  indus­
try ,  70 pe rcen t  o f  the cou n tr y 's  c om pu te r  indus try  and abou t a th ird o f  South  A f r i c a 's  
au to m o b i le  industry .

\ v ~  •

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

For 15 years , from  1966 to 1981, in v e s tm e n t  by U .S .  com pan ies  in South A f r i c a n  sub­
sid iaries and a f f i l ia te s  s tead i ly  increased . F ro m  $490 m il l ion  in d ire c t  in v e s tm e n ts  in 
1966, U .S .  com pan ies  had expanded  their  p resence  in South A f r i c a  to  $2.6 b il l ion  in 
assets by  1981. In the las t tw o  years , h o w eve r ,  a c om b in a t ion  o f  a d ec lin ing  South  A f ­
rican econ om y , a  change in go ve rn m e n t  regu la tions tha t now  m ake  i t  eas ier  to  w i th d ra w  
in ve s tm en ts  from  South A f r i c a  and a s tronger do llar  have  led to  a drop in th e  va lu e  o f  
the d ir e c t  in ves tm en ts  o f  U .S .  com pan ies  in th a t  c o u n tr y .  A c c o rd in g  to  U .S .  C o m m e r c e  
D e p a r tm e n t  figures, the va lue  o f  A m e r ic a n  f i rm s ' in ve s tm en ts  in South A f r i c a n  subsid ­
iaries and a f f i l ia te s  s tood a t  $2.3 b il l ion  a t  the end of 1983, near ly  13 p e r ce n t  lo w e r  
than the high point reached  a t  the end o f  1981.

A t  the sam e t im e ,  the average  ra te  o f  re turn  on these in ve s tm en ts  has been  fa l l in g .  
F ro m  a 31 percen t a f t e r - t a x  ra te  o f  re turn  during 1980, an e x t r e m e ly  good y ea r  for  the



South A f r i c a n  econom y, A m e r ic a n  com pan ies  rea l ized  an a ve ra g e  return o f on ly  7 per ­
cen t in 1982 and 1983.

C O M P A N Y  L I S T IN G S

This s ec t ion  o f the I R R C  D ir e c to r y  prov ides  in fo rm a t io n  on the 284 U .S .  com pan ies  
w ith  d ir e c t  in ves tm en ts  in South  A f r i c a  and/or N am ib ia .  D i r e c t  in ve s tm en t  is d e f in e d  
as a s ing le  U .S .  com pany  own ing  10 percen t 3r m ore  o f  a South  A f r ic a n  subs id iary or 
a f f i l i a t e .  T h e  35 com pan ies  whose  sole in vo lv e m en t  in South  A f r ic a  or N a m ib ia  is 
through l icens ing arrangem en ts , loca l d is tr ibu tors, p ro fess iona l partnerships or a news 
bureau are l is ted  in an append ix  a t  the  end o f  the D i r e c to r y .  The  41 co m p an ie s  tha t 
said th e y  no longer have operations in South A f r i c a  also appear in an appen idx  a t  the 
end o f  the D ir e c to r y .

E a ch  U .S .  paren t com pany  is l is ted  a lp h ab e t ica l ly  w i th  i ts  U .S .  head o f f i c e  address. The  
fo l low in g  in fo rm a t io n  is prov ided  for  each  com pany :

•  Su ll ivan  s igna to ry : Has the  com pan y  s :gned the SuUGvan princip les c f  equa l e m ­
p lo ym e n t  op por tu n ity?  A n  append ix  to the D i r e c to r y  includes the t e x t  o f  the 
S u l l ivan  princip les .

•  Su ll ivan  ra t ings : I f  a c om pan y  has signed the Su ll ivan  p r in c i j le s ,  its  ra tings m e a ­
suring com p lian ce  w ith  the Su ll ivan  pr inc ip les  for the las t four years appear  here. 
I f  a com pany  has more than one subsidiary in South A f r i c a ,  eacn re ce ive s  i t s  ow n  
annual ra ting  and all the ra tings appear for that yea r  in the order the subsid iaries 
are l is ted  in the D ir e c to r y .

A t  a m in im um , a rompany n .ot m c - t  nine "b a s ic  requ irem en ts "  in o rder  to  be 
ra te d  in e ither  o f  t b '  top tw o  ra ting  ca tego r ie s .  F a i lu r e  to m ee t  any one o f  these 
requ irem en ts  a u to m a t ic a l l y  consigns a com pany  to  C a te g o r y  III, regardless o f  its  
p e r fo rm an ce  in other areas. Th e  basic  requ irem en ts  c o v e r  such issues as d e se g re ­
ga t ion , m in im um  wages, trade  union rights, equa l pay  for  equal w ork , and e l im i ­
nation  o f  rac ia l d iscr im ina tion  in pay or b en e f i ts— the o b je c t i v e s  c o v e r e d  by  the 
f i r s t  th ree  Su ll ivan  pr inc ip les . In add it ion , th e  basic  requ irem en ts  d ire c t  the c o m ­
pany  to  in fo rm  all its em p lo yees  that i t  has signed the pr inc ip les , to te l l  th em  its 
Su l l ivan  rating , and to  r e v ie w  its  im p lem en ta t ion  o f  the  pr inc ip les  w ith  represen ­
t a t i v e  groups o f  em p loyees  severa l t im es  each  ye a r .  S ince  1982, each  c o m p a n y  
also is required to  subm it its  c o m p le te d  ques tionna ire  to  its  accoun ting  f irm  to 
v e r i f y  the  c o m p a n y 's  responses concern ing  i ts  to ta l  payro l l ,  to ta l e m p lo y m e n t ,  
m in im um  wage, and to ta l expend itu res  m ade for  edu ca t ion ,  training and c o m m u ­
n i t y  d e ve lo p m e n t  programs.

I f  a com pany  m ee ts  a l l the  basic  requ irem en ts  i t  is then  e va lu a ted  and assigned 
points  fo r  its  per fo rm ance  in th ree  m ajor  areas— e f fo r t s  on beha lf  o f b la ck  educa ­
t ion , train ing and ad va n c em e n t  for  i ts  b lack  em p lo yees ,  and com m u n ity  d e v e lo p ­
m en t .

F o r  1984, Su ll ivan  signers w e re  ra ted  by the consu lt ing  f irm  o f A r th u r  D .  L i t t l e  in 
the fo l low in g  ca tegor ies :



C a te g o r y  I —  M ak in g  good progress
C a te g o r y  II —  M ak ing  progress

I I - A  —  M ak in g  progress based on fu ll repor t ing
I I -B  —  M ak ing  progress based on a s h o r t - fo rm  ques tionna ire  a va i la b le

for th e  f irs t  t im e  in 1984 to com pan ies  w ith  f e w e r  than 25 e m ­
p lo yees  and less than 50 percen t  e q u i t y  in a South  A f r i c a n  sub­
s id iary

C a te g o r y  III —  N eed s  to b ecom e  more a c t i v e

I I I - A  - -  Passed bas ic  requ irem ents  for the f ir s t  three p r in c ip les  bu t re ­
c e iv e d  low  po in t ratings on the o ther th ree  pr inc ip les  

I I I -B  —  Does no t m e e t  basic requ irem en ts  o f  f irs t  three p r inc ip les
I I I - C  —  D id  n o t  subm it  a report

C a te g o r y  IV  —  Endorsers o f  the pr inc ip les  fha t have  f e w  or no em p lo ye e s
I V - A  - -  M e e t in g  bas ic  requ irem en ts
I V -B  —  W ith  no em p loyees
I V - C  —  W ith  25 or f e w e r  em p loyees
I V - D  - -  Holds less than 50 percen t e q u ity  in its  South A f r i c a  ope ra t ion  

C a te g o r y  V —  N e w  s igna to ry
C a te g o r y  VI —  This c a te g o r y  was d iscon tinued  in 1984
C a te g o r y  V II  —  S igna to ry  w i th  headquarters  ou ts ide  the U .S .  '

For  1981, 1982 and 1983, Su ll ivan  signers w ere  ra ted  accord ing  to a  s ys tem
s ligh t ly  d i f fe r en t  than th a t  used in 1984:

C a te g o r y  I —  M ak ing  good progress
C a te g o r y  II —  M ak ing  progress
C a te g o r y  III —  N eeds  to  b ecom e  more a c t i v e

I I I - A  —  Passed basic requ irem en ts  but re c e iv e d  low  point ra t in g
II I -B  —  Does n o t  m e e t  basic  requ irem en ts

C a te g o r y  IV —  Endorser o f  the princip les tha t has f e w  or no em p lo yees
I V - A  —  W ith  no em p lo yees

■ -  I V -B ----- ---------------W i th  10 or fe w e r -e m p iu /e e s  in a subsid iary or opera t ion
I V - C  —  Holds less than 19 percen t equ ity  in its  South A f r i c a  opera t ion  

C a te g o r y  V  —  N e w  s igna to ry
C a te g o r y  V I  —  S igna tory  th a t  did no t report
C a te g o r y  V II  —  S igna tory  w ith  headquarters  ou ts ide  the U .S .

T otal em p loyees in South A fr ic a : M ost r e cen tly  a v a ila b le  figure for th e s iz e  o f  
the com pan y's total work fo r ce .

1983 South A frican sa le s : Value o f sa le s  by the parent com pan y's su b sid ia r ies  and  
a f f i l ia te s  in South A fr ica  and N am ib ia  in 1983.

P ercen t of to ta l: Sales in South A fr ica  and N am ib ia  as a  p ercen ta g e  o f  th e parent 
com pany's tota l d o m estic  and in tern ation a l sa les  in 1983.

A ssets  in South A fr ica: Value o f  the parent com pan y's a s s e ts  in South A fr ica  and 
N am ibia.

P ercen t of to ta l: A ssets  in South A frica  and N am ib ia  as a p ercen ta g e  o f  th e  par­
en t com pan y's total d o m estic  and foreign  a s s e ts  a t the end o f 1983.



F o l lo w in g  this in fo rm a t ion , each subsid iary and a f f i l i a t e  in South  A f r i c a  or N a m ib ia  is 
l i s te d .  For  each subsidiary or a f f i l i a t e  the  fo l low ing  is prov ided :

•  N a m e  o f  subsidiary or a f f i l ia t e .

•  L o c a t io n : L o c a t io n  o f  subs id ia ry 's  major business p rem ises  in South A f r i c a  and 
N a m ib ia .  Johannesburg appears in parentheses fo l lo w in g  the names o f  industr ia l 
suburbs in the grea te r  Johannesburg area.

•  P roduc t line: M a jor  lines o f  business o f  the subs id iary or a f f i l i a t e .

•  N u m b er  o f em p lo ye e s : M o s t  r e c e n t l y  a va i la b le  f igures on th e  num ber o f  e m p lo y ­
ees, by race , a t  th e  subs id iary or a f f i l i a t e .  Because  m an y  com pan ies  t re a t  As ians  
and co loreds— persons o f  m ixed  race— as a s ing le  rac ia l c a te g o r y ,  I R R C  has fo l ­
lo w e d  tha t procedure . T h e  th ree  rac ia l ca teg o r ie s  a re  A f r ic a n ,  A s ia n /C o lo re d  and 
W h i te .



A P P E N D I X  D :  U .S .  C O M P A N I E S  W IT H  D I R E C T  I N V E S T M E N T S  IN  S O U T H  A F R I C A* - • * • r • •

B y  S iz e  o f  A s s e ts  in South  A f r i c a

c~i " i r —

T h e  fo l lo w in g  tab les  group U .S .  com pan ies  w ith  d irec t  in v e s tm e n t  in South  A f r i c a  acco rd in g  
to  the  s ize  o f  th e ir  assets th ere . T h e  f ir s t  tab le  groups com pan ies  accord ing  to th e  do l la r  
am ou n t  o f  the ir  assets in South  A f r i c a ,  and the second groups th em  accord ing  to  the  per ­
c e n ta g e  o f  their  to ta l  co rpora te  asse ts  th a t  is in ves ted  in Sou th  A f r i c a .  Because  I R R C  was 
unab le  to ob ta in  do llar f igures  from  199 o f  the  com pan ies  and p e rcen tages  from  179, on ly  
o n e - th i r d  o f  th e  com panies in the  D i r e c to r y  appear in th is A p p e n d ix .

N a m e  o f  C om pany__________________________________________ V a lu e  o f  A s s e ts  in South A f r i  -j.

0 to  less than  $2 m il l ion
A m e r ic a n  Express  C o .
A m e r ic a n  H osp ita l Supp ly  C o rp .
A sh lan d  O i l  Inc.
Boe ing  C o .
B u t te r ic k  C o .  Inc.

C B S  Inc.
C i t i c o r p
C u m m in s  Eng ine  C o .  Inc.
D 'a r c y -M a c M a n u s  8c Masius W o r ldw ide  Inc. 
D iam ond  Sham rock C orp .

E . I .  du Pon t de N em ours  6c C o .  Inc. 
En ge lhard  Corp .
F lo w  G en era l  Inc.
G A T X  Corp .
H ea l th d yn e  Inc.
John  F lu k e  M an u fa c tu r in g  C o .
Johnson C on tro ls  Inc.
L y k e s  Bros. S team ship  C o .  Inc. 
P e r k in -E lm e r  Corp .
P i z z a  Inn Inc.
A . H .  Robins C o .  Inc.
S im p l ic i t y  Pa t te rn  C o .  Inc.

Th e  S tan le y  Works
Warner E le c t r i c  Brake 6c C lu t c h  C o .
W e s t  P o in t -P ep p e re l l  Inc.
W i lb u r -E l l is  C o .

$0.08 m il l ion  
$1.3 m il l ion  
$1 m il l ion  
$3500 
neg l ig ib le  
$0.5 m il l ion  
$0.2 m il l ion  
N one
$1.8 m il l ion  

$0.13 m il l ion  
N on e
$1.5 m il l ion  
$0.33 m il l ion  
n eg l ig ib le  
$0.15 m il l ion  
$1.7 m il lk . . 
$0.93 m il l ion  
N on e
$0.1 m il l ion  
None
$0.44 m il l ion  
$1.1 m il l ion  
$1.3 m il l ion  
$0.1 m il l ion  
$1.2 m il l ion  
$1.5 m il l ion

$2 m il l ion  to  les? than $10 m il l ion
A . C .  N ie lsen  C o .
A m e r ic a n  C yan am id  C o .  
A r m c o  Inc.

$4.7 m il l ion  
$9 m il l ion  
$5 m il l ion
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C e la n e s e  Corp .
C h ic a g o  P n eu m a t ic  T o o l  C o .
F lu o r  Corp .

F ran k l in  E le c t r i c  C o .  Inc.
G ro J ie r  Inc.
In te rna t iona l M inera ls  6c C h e m ic a l  Corp . 
M c G r a w -H i l l  Inc .
M id la n d -R o ss  Corp .
M o nsan to  C o .
O a k  Industries Inc.
S m ith  In te rna t iona l Inc.
S ta u f f e r  C h e m ica l  C o .

$ 10 m il l io n  to  less than $25 m il l ion

A le x a n d e r  6c A le x a n d e r  S e rv ic e s  Inc. 
A m e r ic a n  H o m e  Produc ts  Corp . 
A m e r ic a n  In te rna t iona l  G ro u p  fnc. 
B a x te r  T r a v e n o lL a b o r a to r ie s  Inc. 
C a te r p i l la r  T ra c to r  C o .  
C h eseb rou g h -P on d 's  Inc.
C o o p e r  Industr ies Inc.
D a r t  6c K r a f t  Inc.
E a to n  C o rp .
E x x o n  Corp .
I T T  C o rp .
K im b e r l y -C la r k  Corp .
M e r c k  <5c C o .  Inc.
Peps ico  Inc.
P f i z e r  Inc.
Ph il l ip s  Pe tro leum  C o .
R o h m  <5c Haas C o .
S m ith K l in e  Beckm an  Corp .
S tandard  O i l  C o .  (Ohio)
T h e  In terpub lic  G roup  O f  C om pan ies  Inc. 
T h e  L u b r iz o l  C o rp .
T h e  S en try  Corp .
U n i t e d  S ta tes  G ypsum  C o .
U n i te d  Techno log ies  C o rp .

$25 m il l ion  to  less than $100 m il l ion  
A i r  Products  6c C h e m ic a ls  Inc. 
B o rg -W a rn e r  Corp .
C I G N A  C o rp .
C o c a -C o l a  Co .
C o n tr o l  D a ta  C o rp .
D o w  C h e m ic a l  C o .

$5.5 m il l ion  
$5.2 m il l ion  
$9 m il l ion  

$2.3 m il l ion  
$2.8 m il l ion  
$9.8 m il l ion  
$3.2 m il l ion  
$3 m il l ion  
$2 m il l ion  
$3.9 m il l ion  
$3.5 m il l ion  
$2.3 m il l ion

$18 m il l ion  
$24 m il l ion  
$20 m il l ion  
$13 m il l ion  
$22 m il l ion  
$13 m il l ion  
$12 m il l ion  
$16 m il l ion  
$10 m il l ion  
$10 m il l ion  
$10 m il l ion  
$11 m il l ion  

$23 m il l ion  
$15 m il l ion  
$13 m il l ion  
$14 m il l ion  

$10 m il l ion  
$12 m il l ion  
$10 m il l ion  
$16 m il l ion  
$14 m il l ion  
$17 m il l ion  
$16 m il l ion  
$21 m il l ion

$34 m il l ion  
$29 m il l ion  
$29 m il l ion  
$60 m il l ion  
$44 m il l ion  
$32 m il l ion



A P P E N D I X  D
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Dresser Industries Inc.
In gerso l l -R and  C o .
Johnson <Jc Johnson C o .
M in neso ta  M in ing  6c M an u fa c tu r in g  C o .  

N e w m o n t  M in ing C o rp .
N o r to n  C o .
Phelps  Dodge  C o rp .
Sperry  C o rp .

X e r o x  C o rp .

$100 m il l ion  or m ore

Burroughs C orp .
F o rd  M o to r  C o .
G e n e ra l  M o tors  C o rp .
M o b i l  C orp .

$45 m il l ion  
$31 m il l ion  
$42 m il l ion  
$26 m il l ion  
$86 m il l ion  
$26 m il l ion  
$37 m il l ion  
$33 m il l ion  

$42 m il l ion

m ore  than $150 m il l ion  
$230 m illion  
$140 m il l ion  
$400 m il l ion

N a m e  o f  C om pany

South A f r i c a n  A s se ts  
as P e rcen t  o f  T o t a l  A s s e ts

0 to  less than 0.5%
A b b o t t  L a b o ra to r ie s less than 0.5%

A m e r ic a n  C ya n a m id  C o . 0.3%

A m e r ic a n  Express  C o . 0.0008%

A m e r ic a n  H osp ita l  Supply C o rp . 0.00006%

A m e r ic a n  In terna t iona l G roup  Inc. 0.2%

A r m c o  Inc. 0.14%

Ash land  O i l  Inc. 0.02%

Boeing C o . neg l ig ib le

Borden Inc. less than 0.5%

B u t te r ic k  C o . neg l ig ib le

C B S  Inc. 0.02%

C I G N A  Corp . 0.1%

C e la n e s e  Corp . 0.19%

C u m m in s  Engine C o .  Inc. 0

D a r t  6c K r a f t  Inc. 0.29%

D iam on d  Sham rock  Corp . 0.01%

D o w  C h e m ic a l  C o . 0.25%

E . I .  du Pont de Nem ours 6c C o .  Inc. 0

E a to n  C orp . less than 0.5%

E xxo n  Corp . 0.02%

F lo w  G en era l  Inc. 0.2%

F luor  Corp . 0.2%

G A T X  C orp . neg l ig ib le

G en e ra l  E le c t r i c  C o . less than 0.5%
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Name of Company
South A f r i c a n  A sse ts  

as P e rcen t  o f  T o ta l  A sse ts

C  ?neral Motors  Corp . 0.31%
H ea lth d yn e  Inc. 0.1%
I T T  Corp . 0.2%
Johnson Con tro ls  Inc. 0.1%
K im b e r ly -C la r k  Corp . 0.14%
L y k e s  Bros. S team ship  C o .  Inc. 0
M a r r io t t  Corp. less than 0.15%
M c G r a w -H i l l  Inc. 0.3%
M id lan d -R oss  Corp . 0.43%
M onsan to  Co . less than 0.5%
Parker Hannifin  Corp . less than 0.5%
Peps ico  Inc. 0.3%
P e rk in -E lm e r  Corp . 0.01%
Ph il l ips  Pe tro leum  C o . 0.11%
P iz z a  Inn Inc. 0
A . H .  Robins Co . Inc. 0.087%
S m ith  In terna tiona l Inc. less than 0.5%
Standard  O i l  Co . (Ohio) 0.06%
S ta u f fe r  C h em ica l  Co . 0.3%
T h e  Sen try  Corp . .0.06%
Th e  S tan le y  Works 0.2%
U n ite d  Techno log ies  C o rp . 0.24%
Warner E le c t r ic  Brake <5c C lu t c h  C o . 0.1%
W es t  P o in t -P ep p e re l l  Inc. 0.17%

o less than 1.0%

A . C .  N ie lsen  Co . 0.8%
A l l i s -C h a lm e r s  Corp . less than 1%
A m e r ic a n  H om e  P roduc ts  C o rp . 0.75%
B a x te r  T ra veno i L a b o ra to r ie s  Inc. less than 1%
C a te rp i l la r  T ra c to r  C o . 0.7%
C on tro l  D a ta  Corp . 0.5%
C oo pe r  Industries Inc. 0.6%
D eere  &  Co . less than 1 %
F M C  C o rp . less than 1 %
H o n e yw e l l  Inc. less than 1 %
In terna tiona l M inera ls  &  C h e m ic a l  C o rp 0.5%
L o c t i t e  Corp . less than 1%

N C R  Corp .
O ak  Industries Inc. 
P f i z e r  Inc. 
Ph ib ro -Sa lom on  Inc. 
R ohm  &  Haas Co . 
S co v i l l  Inc.

0.7 %
less than 1% 
0.86%
less than 1% 
less than 1 % 
0.6%
less than 1%
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N a m e  o f  C om p an y

A PPEN DIX D

South A f r i c a n  A sse ts  
as P e rcen t  of T o ta l  A sse ts

*d

S m ith K l in e  Beckm an  C orp . less than 1%
Sperry  C o rp . 0.6%
Sybron Corp . less than 1%
T h e  Parker Pen C o . less than 1%
Uniroya l. Inc. . less than 1%
W .R .  G ra c e  6c C o . less than i%
W arn ,'~  C om m un ica t ions  Inc. less than 1%
X e r o x  C o rp . 0.52%

o less than 2.0%
A i r  Products  6c C h e m ic a ls  Inc. 1.5%
A le x a n d e r  6c A le xa n d e r  S e rv ic e s  Inc. 1.3%
B org -W arn e r  Corp . 1.1%
C P C  In terna tiona l Inc. less than 2%
C h eseb rou g h -P on d 's  Inc. 1.2%
C h ic a g o  Pn eum a tic  Too l C o . 1.8%
Dresser Industries Inc. 1 .4 *
Enge lhard  Corp . 1.7%
Ford  M o to r  C o . 1%
G ro l ie r  Inc.. 1.2%
In ge rso l l -R and  C o . 1.3%
John  F lu ke  M an u fa c tu r in g  C o . 1.1%
Johnson 6c Johnson C o . 1%
M erck  6c C o .  Inc. 1%
Phelps  Dodge  Corp . 1.9%

R e v lo n  Inc. less than 2%

S im p l ic i t y  Pa ttern  C o .  Inc. 1%

U n ite d  S ta tes  G ypsum  C o . 1.3%

ir m ore
Burroughs C o rp . more than 3.75%

C o c a -C o la  C o . 2.4%

D 'a r c y -M a c M a n u s  6c Masius W o r ld w ide  Inc. 6.2%

Frank lin  E le c t r i c  C o .  Inc. 3.8%
M o b i l  Corp . 3.1%
N e w m o n t  M in ing  C orp . 4.1%
N o r to n  Co . 4.2%

R exn o rd  Inc. less than 3%

T h e  In te rpub l ic  G roup  O f  C o m p a n ie s  Inc. 2.3%
Th e  L u b r iz o l  Corp . 2%

W i lb u r -E l l is  C o . 3%
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II. EX EC U T IVE  S U M M AR Y

Th is  report discusses the e f f e c t  on in ve s tm e n t  p e r fo rm an ce  o f  c o m p le te  d iv e s tm e n t  o f  
the  secur it ies  o f  com pan ies  engaged  in business in South A f r i c a .  Th e  discussion is based 
on an ana lys is  o f  nine studies c o m p le te d  b e tw een  1978 and 1984 by a v a r ie t y  o f organ­
iza t io n s  and indiv idua ls .

W h i le  w e  looked for q u a n t i t a t i v e  e s t im a te s  o f  th e  cos ts  re la ted  to d iv e s tm e n t ,  w e  found 
f e w  in wh ich  w e  had c o m p le te  con f id en ce .  A l th o u gh  the im p a c t  o f  d iv e s tm e n t  is d i f ­
f i c u l t  to  q u a n t i f y  w ith  any d eg ree  o f  a ccu racy ,  some cos ts  are assoc ia ted  w ith  d iv e s t ­
m en t  and the ir  m agn itude  w i l l  v a r y  p r in c ipa l ly  w i th  the in v e s tm e n t  s ty le  o f  the  por t ­
f o l io  m anager  and w ith  th e  va lue  o f  the equ ity  portion  o f  the p o r t fo l io .  In genera l,  the  
large p o r t fo l io  tha t d ive s ts  from  all South A f r i c a - r e l a t e d  com pan ies  and is a c t i v e l y  
m an aged  w i l l  bear r e la t i v e ly  g r e a te r  exposure to  any add it iona l costs  assoc ia ted  w ith  
d iv e s tm e n t .

T h e  cos ts  o f  d iv e s tm e n t  can  be reduced , perhaps to  a s ig n i f ica n t  e x te n t ,  by  em p loy ing  
d i f f e r e n t  m an ag em en t  techn iques . Som e of the discussion tha t  fo l low s  suggests w a ys  of 
reduc ing the  de le te r ious  e f f e c t s  o f  d iv e s tm e n t .  N e ve r th e le s s ,  the e l im in a t ion  o f  South 
A f r i c a - r e l a t e d  secur it ies  from  in v e s tm e n t  funds w i l l  requ ire  substantia l changes for 
m os t p o r t fo l io  m an agem en t s ty le s  to  reduce  these costs, changes th a t  m any  fund m an ­
agers m a y  be unable or unw il l ing  to im p lem en t .  M a n y  o f th e  m ore  sanguine conclusions 
l is ted  be low  perta in  to  in v e s tm e n t  s ty le s  tha t are not now  em p lo yed  by m any p ro fes ­
s ional p o r t fo l io  managers.

T h e  m os t  im por tan t  conc lusions aris ing from  these n ine s tud ies  are as fo l low s :

1. C om p an ie s  a f f e c t e d  b y  a South A f r i c a  d iv e s tm e n t  po l ic y

T h e  U .S .  com pan ies  engaged in business in South A f r i c a  are  for the most part large and 
successfu l; th ey  represen t r e la t i v e l y  sa fe  in ves tm en ts .  S tocks  o f  these com pan ies  tend  
to  have  b e lo w -m a rk e t  le ve ls  o f  risk, w ith  correspond ing ly  low er  ra tes  of return . C o m ­
p le te  d iv e s tm e n t  e l im in a te s  m ore  than on e -th ird  o f the m a rk e t  va lue o f  a l l  e q u ity  se ­
cu r i t ie s  in th e  U n i te d  S ta tes , and i t  would  e xc lude  v ir tu a l ly  all o f  the S tandard  <5c Poor 's  
500 com pan ies  in severa l im p o r tan t  industries.

2. R isk  and return c h a ra c te r is t ic s  for constra ined and unconstra ined p o r t fo l io s

N e a r l y  a l l  o f  the  stud ies  th a t  m easured risk and return  found th a t  the  South A f r i c a -  
f ree  p o r t fo l io  e xh ib ited  both  h igher rates of return and g rea te r  va r ia b i l i t y  o f returns 
(w h ich  is the de f in i t io n  o f risk in f inanc ia l theory) than did unconstra ined  portfo l io s . 
T h is  com parison , ho w eve r ,  te l ls  us l i t t l e  about the risk/return  tra d eo f f  in the  tw o  uni­
verses  o f  stocks, and it  fa i ls  to  answer the question of w h e th e r  the add it iona l re turn  
was su f f ic ie n t  to c om p ensa te  in ves to rs  for the add it iona l risk. V a l id  com parisons are  
m ade  m os t  eas i ly  if p o r t fo l io s  o f  equal risk are se le c ted  from  the  constra ined  and un­
cons tra ined  universes o f  com pan ies , wh ich  then are com pared  in term s o f  ra tes  o f  re ­

turn. A l th o u gh  this is feas ib le , none o f  the nine studies a t t e m p te d  to do it.
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3. Costs of divestment

T h e  sa le  o f  s tocks of com pan ies  doing business in South  A f r i c a  and their  r e p la c e m e n t  
w i th  s tocks o f  com pan ies  from  the South A f r i c a - f r e e  un ive rse  results in bo th  o n e - t im e  

and ongoing transac t ion  costs. Th ese  transaction  costs  cons is t o f  (1) com m iss ions  paid 
to brokers and dea lers , (2) a p r ice  pressure e f f e c t  or l iq u id i t y  cos t ,  and (3,1 fe e s  and 
t ran s fe r  taxes . E s t im a te s  o f  o n e - t im e  transaction  cos ts  assoc ia ted  w ith  a d iv e s tm e n t  

p o l ic y  range from  1.5 p e rcen t  to  6 p e r ce n t .o f  the va lue  o f  s tocks  sold to  c o m p ly  w i th  a 
d iv e s tm e n t  p o l ic y .

E s t im a te s  o f  ongoing, add i t iona l transac t ion  costs  assoc ia ted  w ith  a  d iv e s tm e n t  p o l ic y  
range from  0.5 to  2.7 p e rcen t  of the va lue  o f  tha t portion  o f the s to ck  traded  in South 
A f r i c a - f r e e  com pan ies  th a t  n o rm a l ly  wou ld  have Deen in ve s te d  in com pan ies  w i th  op ­
era t ions  in South A f r i c a .  Because  m ost unconstra ined e q u i t y  p o r t fo l io s  have  30 to 40 
p e rce n t  o f  their  holdings in South A f r i c a - r e l a t e d  com pan ies , these  add it iona l 
transac t ion  costs  w i l l  app ly  on ly  to  30 to  40 p e rcen t  o f  the e x is t in g  p o r t fo l io  and  to  30 
to  40 p e rcen t  o f  the  new  con tr ibu t ions  to the fund. T h e  add i t io na l transac t ion  costs  
ar ise  because  the sm aller  m a rk e t  c a p i ta l i z a t io n  f irm s tha t  c h a ra c te r iz e  the  Soutn
A f r i c a - f r e e  un iverse  are t y p ic a l l y  less a c t i v e l y  traaed  and, as a consequence , ha ve
higher transac t ion  cos ts  than those in the unconstra ined  un iverse .

4. P o r t fo l io  m an agem en t s t y le

T h e  in v e s tm e n t  approach th a t  a fund se lec ts  has a s ig n if ica n t  nearing on the p o te n t ia l  
im p a c t  o f d iv e s tm en t .

D i v e s tm e n t  m ay g en era te  tne f e w e s t  cos ts  for pass ive ly  m anaged  por t fo l io s  th a t  try  to 
m a tc h  the risk and return cha ra c te r is t ic s  o f  the S<JcP 500 or o th er  broad ly  based in ­
d ices . Th e  e v id en ce  suggests th a t  i t  is possible to  c o n s tru c t  pass ive  po r t fo l io s  tha t 
e xc lu d e  South A f r i c a - r e l a t e d  secur it ies  and that track  the S & P  50u reasonab ly  w e l l .  
N e v e r th e le s s ,  nonm arke t risk in a South A f r i c a - f r e e  index  m a y  be from  th ree  to  f i v e  
t im es  g re a te r  than in c o m m e rc ia l ly  a va i la b le  index  funds tha t  are  not cons tra ined  by  a

Sou th  A f r i c a  d iv e s tm e n t  gu ide line  (ap p ro x im a te ly  2 p e rce n ta g e  points  ins tead  o f  0.5
p e rcen t  or less). Because o f  the sm a lle r  num ber of c om p an ies  in the cons tra ined  uni­
ve rse ,  ho w eve r ,  m oney m anagers would  Have to re ly  m ore  h e a v i ly  than th ey  h a ve  tra ­

d i t io n a l ly  on m a th em a t ic a l  m ode ls  that aid in the con s tru c t ion  of South A f r i c a - f r e e  
index  funds. A n d  a Soutn A f r i c a - f r e e  fund m ay  require m ore  frequ en t  trades than a 
co n ven t io n a l  unres tr ic ted  ind ex  fund and thus m ay  bear higher transac t ion  costs .

P o r t fo l io s  th a t  m ake  a c t i v e  s tock  se lec t ions  on the basis o f  m ech an ized  d e c is io n -m a x ­

ing ru les— using form ulas  for se le c t ing  underva lued s tocks , for  e x a m p le ,  or s tocks  w ith  
low  pr ice/earn ings ratios— also  should oe ab le  to keep the cos ts  aris ing from d iv e s tm e n t  
to a r e la t i v e ly  low  le ve l.

A c t i v e l y  m anaged po r tfo l io s  tha t  depena on c o m p a n y -s p e c i f ic  research and on frequ en t 
trades tha t m ust be e x e cu te d  w itn in  a short period of t im e  w i l l  incur the g rea te s t  costs  
under d iv e s tm e n t .  Fund m anagers  th a t  re ly  on s ecu r ity  ana lys ts  to in v e s t ig a te  the 
return  prospects  o f  s tocks probab ly  w i l l  incur higher research  costs  under d iv e s tm e n t  
because  they  w i l l  have to fo l lo w  a larger number of sm a lle r  com pan ies , w n ich  m ay  
requ ire  m ore  in tens ive  ana lys is . A lso ,  rapid trades in the  sm a lle r  c a p i ta l i z a t io n  world  

o f South  A f r i c a - f r e e  com pan ies  wou ld  expose a fund to increased  l iqu id i ty  costs .

5. S iz e  o f  e q u ity  por t fo l io

Fo r  large funds, a major cos t  assoc ia ted  w ith  d iv e s tm e n t  w i l l  oe tne pressure on s tock  
pr ices  as they  a t t e m p t  to buy or se l l  the stock o f  South A f r i c a - f r e e  com p an ies— c o m ­
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panies that, on a ve rage  ha ve  o n e -h a l f  the m arke t  c a p i ta l i z a t io n  and o n e -h a l f  the  da i ly  
trading a c t i v i t y  o f  com pan ies  in  the unconstrained un ive rse .  Som e e s t im a te s  o f  these 

l iqu id i ty  cos ts  for  large funds are sobering, pa r t icu la r ly  for  m an a6ers who requ ire  quick  
e xecu t io n  o f  their  transactions . Th ese  costs m ay  be reducea by less f r equ en t trades and 
by  trad ing in sm aller  b locks— solu tions tha t  a c t i v e  m anagers  m ay  argue wou ld  nega ­
t i v e l y  a f f e c t  the p o r t fo l io 's  e x p e c te d  return.

T h e  one s tudy  tha t a t t e m p te d  to  se t  a po int where a " s m a l l "  fund becom es  " la r g e "  es ­
t im a te d  the threshold as $50 m il l ion  in equ it ies . Our ow n  conclus ion  is th a t  there is a 
con tinuum , rather than a th resho ld , where these added , " l a r g e  fund,"  cos ts  f i r s t  c o m e  
in to  p la y .  T h a t  con tinuum  ranges from  $50 m il l ion  to a p p ro x im a te ly  $150 m il l ion . 
W here  along th a t  range a fund w i l l  incur these added co s ts  w i l l  depend la rge ly  on i ts  
in v e s tm e n t  s ty le  and the frequ en cy  and speed o f  trading th a t  s t y le  requires.

6. W ays  o f bringing increased  d iv e rs i f ic a t io n  in to  a South  A f r i c a - f r e e  p o r t fo l io

In se t t ing  d iv e s tm e n t  gu ide lines, fund po l ic y  m akers  m ay  oe  ab le  to consider the ro le  of 
a l t e r n a t i v e  secur it ies  such as op t ions  and fu tures  whose returns depend on the returns 
o f  secur it ies  o f  South A f r i c a - r e l a t e d  companies. Th ese  secu r it ie s  are issued by secu ­
r it ies  exchanges , and funds ho ld ing options and fu tures  whose  returns depend, e i the r  in 
w h o le  or in part ,  on the re turns o f  South A f r i c a - r e la t e d  secu r it ie s  need  n e ve r  ho la  the 
r es tr ic ted  secur it ies  th em se lve s .  I f  these options and fu tu res  could be held in South 

A f r i c a - f r e e  portfo l io s , the  cos ts  o f  d iv e s tm e n t  in the form  o f  nonmarKet risk and in ­
c reased  l iqu id i ty  costs  wou ld  d ec rease . H o w e ve r ,  using this in v e s tm e n t  s tra teg y  m igh t  
v io la te  the  in ten t  o f  a d iv e s tm e n t  po l ic y ,  and severa l in s t i tu t ion a l  in ves tors  nave  to io  
I R R C  tha t these in v e s tm e n t  op tions d e f in i t e ly  would  be coun ter  to a p o l ic y  th a t  p ro ­
h ib its  in ves t ing  in com pan ies  w ith  opera tions  in South A f r i c a .



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

R e g u l a r  M e e t i n g  M i n u t e s  
D e c e m b e r  9, 1985

C o r p o r a t i o n  O f f i c e  
801 W e s t  10th Street, S uite 302 

J u n e a u ,  A l a s k a

I. C A L L  T O  O R D E R

Mr. B y r o n  I. M a l l o t t ,  C h a i r m a n ,  c a ^ x e d  the m e e t i n g  to 
o r d e r  at 9:20 a.m. in the 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
ti o n  o f f i c e ,  Juneau, A l a ska.

II. R O L L  C A L L

T r u s t e e s  Pre s e n t :  B y r o n  I. M a l l o t t ,  C h a i r m a n
C l y d e  M. Sherw o o d ,  V i c e - C h a i r m a n  
H u g h  M a l o n e  
M a r y  A. N o r d a l e  
E m i l  N o t t i

T r u s t e e  A b s e n t :  A r n o l d  G. Espe
♦

S t a f f  Pr e s e n t :  D a v i d  A. Rose, E x e c u t i v e  D i r e c t o r ;
W i l l i a m  L. Mea n s ,  C h i e f  I n v e s t m e n t  O fficer; R i c h a r d  E. 
A l e x a n d e r ,  I n v e s t m e n t  Off i c e r ;  J i m  Kelly, R e s e a r c h  &
L i a i s o n  Of f i c e r ;  A l i s o n  E. F a r n a n ,  O f f i c e  M a n a g e r ;  B e c k y
M i t c h e l l ,  S e n i o r  S e c r e t a r y .

O t h e r s  in A t t e n d a n c e :  D i a n e  C r a w f o r d ,  D a n  Ford, A l a s k a
N a t i o n a l  B a n k  o f  the North; M i c h a e l  Th i l l ,  ai d e  to 
S e n a t o r  Z h aroff; B o b  D a w k i n s ;  R o b e r t  T h i b o d e a u ;  Eric  
Eck h o l m ,  P a c i f i c  C o m m u n i c a t i o n s ;  Bob Scot, KJUD; H e l e n  
F i s h e r ,  R e p r e s e n t a t i v e  D a v e  T h o m p s o n ' s  office; P e t e r  
Ke n yon, A l a s k a  P u b l i c  R a d i o  N e twork.

III. M I N U T E S  OF P R I O R  M E E T I N G S

A. S e p t e m b e r  19-20, 1985

It w a s  m o v e d  b y  Ms. N o r d a l e  a n d  s e c o n d e d  by  Mr. 
Sh e r w o o d ,

THAT, the m i n u t e s  o f  the A n n u a l  M e e t i n g ,  h e l d
S e p t e m b e r  19 a n d  20, 1985, b e  a p p r o v e d .

T h e  m o t i o n  c a r r i e d  u n a n i m o u s l y .

B. N o v e m b e r  11, 1985
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It w a s  m o v e d  b y  Ms. N o r d a l e  a n d  s e c o n d e d  by  Mr. 
M a l o n e ,

THAT, the m i n u t e s  o f  the N o v e m b e r  11, 1985 
m e e t i n g  be appro v e d .

The m o t i o n  c a r r i e d  u n a n i m o u s l y .

IV. C O M M U N I C A T I O N S  A N D  A P P E A R A N C E S

A. C o m m u n i c a t i o n s

Mr. Rose r e p o r t e d  t h a t  c o r r e s p o n d e n c e  h a d  b e e n  
r e c e i v e d  fr o m  N e l l  T h o m a s  o f  H o m e r  a n d  L. F e e k s o n  
o f  A n c h o r a g e .  Ms. T h o m a s  v o i c e d  h e r  a p p r e c i a t i o n  
to the B o a r d  for h e r  d i v i d e n d  check, o n  the B o a r d ' s  
s u c c e s s f u l  m a n a g e m e n t  of  the F u n d  a n d  o n  the 
q u a l i t y  of  the b r o c h u r e  t h a t  a c c o m p a n i e d  t h e  
d i v i d e n d  checks. Mr. F e e k s o n  v o i c e d  h i s  
d i s p l e a s u r e  t h a t  the u n d i s t r i b u t e d  i n c o m e  o f  11% 
wa s  not i n c l u d e d  in the d i v i d e n d s  a n d  t h a t  the 
u n d i s t r i b u t e d  i n c o m e  s h o u l d  be i n c l u d e d  in the 1986 
d i v i d e n d s .

B. A p p e a r a n c e s

T h e r e  w e r e  no l e g i s l a t i v e  or  e x e c u t i v e  b r a n c h  
a p p e a r a n c e s .

V. R E P O R T S
:

A. F i n a n c i a l  S u m m a r y

Mr. Rose r e p o r t e d  tha.t, as i n d i c a t e d  in the O c t o b e r  
f i n a n c i a l  report, s u b s t a n t i a l  i n c r e a s e s  in u n r e a l­
ize d  g a i n s  a n d  p a p e r  p r o f i t s  w e r e  m a d e  b y  the Fund. 
He a d d e d  t h a t  the f i g u r e s  for N o v e m b e r ,  to be 
r e l e a s e d  soon, s h o w  $230 m i l l i o n  o f  n e w  u n r e a l i z e d  
g a i n s  a n d  t o t a l  u n r e a l i z e d  g a i n s  o f  $600 m i l l i o n  in 
b o t h  f i x e d  i n c o m e  a n d  stock. Th i s  is the s e c o n d  
h i g h e s t  m o n t h l y  g a i n  in F u n d  hi s t o r y .

C u r r e n t  F u n d  i n v e s t m e n t  in h o m e  m o r t g a g e s  is $49 
mi l l i o n .  Mr. R o s e  p r e s e n t e d  a d e l i n q u e n c y  a n a l y s i s  
r e p o r t  to the B o a r d  s h o w i n g  t h a t  t h e  p o r t f o l i o  
c o n t a i n s  3 loans t h a t  are 61-90 d a y s  d e l i n q u e n t  and 
4 l oans t h a t  are o v e r  90 da y s  d e l i n q u e n t .  F o u r  
p r o p e r t i e s  h a v e  b e e n  f o r e c l o s e d  a n d  are u p  for sale 
at th i s  time.
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Mr. Rose d i s t r i b u t e d  a c h a r t  t o  the T r u s t e e s  
o u t l i n i n g  the p e r f o r m a n c e  o f  t h e  F u n d ' s  five e q u i t y  
m a n a g e r s  J u l y  1985 t h r o u g h  N o v e m b e r  1985. A l l  the 
m a n a g e r s ,  w i t h  the e x c e p t i o n  o f  B a t t e r y m a r c h ,  are 
p e r f o r m i n g  as w e l l  as the S & P 5 0 0  o r  bett e r .  Mr. 
R o s e  r e p o r t e d  t h a t  the F u n d ' s  s t o c k  p o r t f o l i o  
s h o w e d  $ 1 4 3 , 7 3 0 , 7 3 5  in u n r e a l i z e d  g a i n s  as o f  
N o v e m b e r  30, 1985.

D i s c u s s i o n  a r o s e  r e g a r d i n g  B a t t e r y m a r c h 's c o n t i n u e d  
p o o r  p e r f o r m a n c e .  Mr. R o s e  a d v i s e d  the B o a r d  t h a t  
S p e c i a l  A d v i s o r s  to the T r u s t e e s  w o u l d  be i n v i t e d  
to a t t e n d  the F e b r u a r y  m e e t i n g  and t h a t  th i s  w o u l d  
be a g o o d  t i m e  for a n  i n - d e p t h  d i s c u s s i o n  o f  long 
r a n g e  p l a n s  i n v o l v i n g  B a t t e r y m a r c h  a n d  the Fund.
He s t a t e d  t h a t  s t a f f  w i l l  r e c o m m e n d  s e a r c h i n g  for 
a n o t h e r  m a n a g e r  w i t h i n  60 da y s  u n l e s s  B a t t e r y­
march' s p e r f o r m a n c e  c h a n g e s  d r a m a t i c a l l y .  Mr. Rose 
a d d e d  t h a t  n o  a d d i t i o n a l  m o n e y  has b e e n  p l a c e d  w i t h  
B a t t e r y m a r c h  s i nce S e p t e m b e r .  L e h m a n  a n d  R o s e n b e r g  
n o w  r e c e i v e  $ 3 .75 m i l l i o n  p e r  m o n t h  a n d  E a t o n  V a n c e  
r e c e i v e s  $ 2 .50 m i l l i o n  p e r  month.

Mr. M a l l o t t  r e q u e s t e d  t h a t  f u r t h e r  d i s c u s s i o n  
r e g a r d i n g  B a t t e r y m a r c h  b e  a s p e c i f i c  a g e n d a  i t e m  at 
the F e b r u a r y  me e t i n g .

B. Re a l  E s t a t e  I n v e s t m e n t  - W e s t w o o d  P l a c e

Mr. Rose r e p o r t e d  to the T r u s t e e s  t h a t  s t a f f  had 
c o m m i t t e d  to W e s t w o o d  Place, a s i x t e e n  s t o r y  o f f i c e  
b u i l d i n g  l o c a t e d  in Los A n g e l e s ,  C a l i f o r n i a .  (Memo­
ra n d a  is a t t a c h e d  to t h e s e  m i n u t e s . )

C. L e g a l  R e v i e w  o f  C o n t r a c t s

Mr. Rose r e p o r t e d  th a t  t h e  l e g a l  f i r m  o f  W i l l k i e  
F a r r  and G a l l a g h e r  t h r o u g h  the A l a s k a  D e p a r t m e n t  of 
L a w  has c o m p l e t e d  its r e v i e w  o f  all f i d u c i a r y  
c o n t r a c t s  t h a t  the C o r p o r a t i o n  is c u r r e n t l y  i n v o l v­
ed in. W i l l k i e  F a r r  a n d  G a l l a g h e r ' s  r e v i e w  r e v e a l­
ed n o  s u b s t a n t i a l  d e f i c i e n c i e s  a n d  t h e y  a d v i s e d  
t h a t  no a m e n d m e n t s  w e r e  n e c e s s a r y  to any of the 
e x i s t i n g  a g r e e m e n t s .  In n e g o t i a t i n g  fut u r e  c o n­
tr a c t s  t h e y  s u g g e s t  th a t  i n d e m n i f i c a t i o n  l a n g u a g e  
u s e d  in c u r r e n t  c o n t r a c t s  be ch a n g e d .  (Memoranda 
f r o m  Willke, F a r r  is a t t a c h e d  to t h e s e  m i n u tes.)

D. I n v e s t m e n t  in U.S. C o m p a n i e s  D o i n g  B u s i n e s s  in 
S o u t h  A f r i c a
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Mr. R o s e  r e p o r t e d  on s t a f f’s r e s e a r c h  p e r t a i n i n g  to 
the S o u t h  A f r i c a  d i v e s t m e n t  q u e s t i o n .  S t a f f  is 
c u r r e n t l y  w o r k i n g  on  a r e s p o n s e  to the q u e s t i o n s  
p o s e d  at the last B o a r d  m e e t i n g  b y  T r u s t e e  M a l o n e  
r e g a r d i n g  h o w  m u c h  e a c h  c o m p a n y  has i n v e s t e d  in 
S o u t h  A f r i c a  and w h a t  d e g r e e  o f  f i n a n c i a l  l i a b i l i t y  
to the F u n d  e x i s t s  s h o u l d  t h e s e  c o m p a n i e s  lose 
t h e i r  a s s e t s  or b u s i n e s s  c o n n e c t i o n s  in S o u t h  
A f r i c a .  Mr. R o s e  r e f e r r e d  to B i l l  Means' m e m o r a n­
d u m  a n d  a t t a c h m e n t s  o f  D e c e m b e r  3 (copy attached) 
as a s o u r c e  o f  i n f o r m a t i o n  the T r u s t e e s  c o u l d  
e x a m i n e  for d e t a i l e d  a n a l y s i s  o f  d i v e s t m e n t  issues. 
Mr. R o s e  a d d e d  t h a t  a t t a c h m e n t s  1 a n d  5 to the m e m o  
p r o v i d e  c o m m e n t a r y  in r e s p o n s e  to  t h e  c o m m e n t a r y  
p r e s e n t e d  in the p a p e r  w r i t t e n  b y  J o h n  H a r r i n g t o n ,  
P r e s i d e n t  o f  the W o r k i n g  A s s e t s  M o n e y  Fund, w h i c h  
w a s  d i s t r i b u t e d  t o  the T r u s t e e s  at t h e i r  N o v e m b e r  
11, 1985 m e e t i n g .

J i m  Kelly, R e s e a r c h  & L i a i s o n  O f f i c e r ,  s t a t e d  t h a t  
he h a d  o b t a i n e d  a p a r t i a l  li s t  o f  w h a t  p e r c e n t a g e  
o f  U.S. c o m p a n i e s '  a s s e t s  a r e  i n v e s t e d  in S o u t h  
Afri c a .  He a d d e d  t h a t  a c o m p l e t e  list c o u l d  b e  
i m p o s s i b l e  to o b t a i n  b e c a u s e  some c o m p a n i e s  w i l l  
n o t  d i s c l o s e  t h e i r  o p e r a t i o n s .  N o  c o m p a n y  has m o r e  
t h a n  3% o r  4% o f  t h e i r  a s s e t s  i n v e s t e d  in S o u t h  
A f r i c a  a n d  the m a j o r i t y  h a v e  1% o r  less o f  t h e i r  
a s s e t s  i n v e s t e d  there. Mr. K e l l y  r e p o r t e d  that 
a l t h o u g h  s e v e r a l  h u n d r e d  U.S. c o m p a n i e s  h a v e  b u s i­
nes s  f a c i l i t i e s  in S o u t h  A f r i c a  a p p r o x i m a t e l y  6,000 
t r a d e  w i t h  S o u t h  A f r ica.

Mr. Rose r e p o r t e d  t h a t  an a n a l y s i s  o f  c o m p a n i e s  
h a v i n g  b u s i n e s s  i n t e r e s t s  in S o u t h  A f r i c a  s hows 
t h a t  104, or  a l m o s t  half, are r e g i s t e r e d  w i t h  the 
A l a s k a  D e p a r t m e n t  o f  C o m m e r c e  to do b u s i n e s s  in 
A l a ska. Th i s  f i g u r e  d o e s  n o t  i n c l u d e  t h e i r  s u b s i d­
i a r i e s  w h i c h  m a y  or m a y  n o t  be  r e g i s t e r e d .  Mr.
R o s e  p o i n t e d  o u t  t h a t  r e v e n u e s  r e c e i v e d  f r o m  m u l t i­
n a t i o n a l  o i l  c o m p a n i e s  is the " life b l o o d "  of 
A l a s k a  y e t  it is t n e s e  s a m e  c o m p a n i e s  t h a t  ha v e  
b u s i n e s s  i n t e r e s t s  in S o u t h  A f r ica.

Mr. M a l l o t t  e x p r e s s e d  his c o n v i c t i o n  o f  h o w  i m p o r­
t a n t  it is for the B o a r d  a n d  s t a f f  to c o n t i n u e  to 
a d d r e s s  all t y p e s  o f  q u e s t i o n s  t h a t  c a n  a r i s e  w h e n  
d i s c u s s i n g  the d i v e s t m e n t  issue. S t a f f  is a c c u m u­
l a t i n g  e n o u g h  i n f o r m a t i o n  that, at s o m e  p o i n t  in 
the future, t h e y  m a y  b e  a b l e  to p r o v i d e  the p u b l i c  
a n d  l e g i s l a t u r e  w i t h  n e e d e d  i n f o r m a t i o n  a b o u t  the 
p r o s  a n d  cons o f  S o u t h  A f r i c a  d i v e s t m e n t .
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Ms. N o r d a l e  e m p h a s i z e d  t h a t  c u r r e n t  l a w  i m p o s e s  
a d h e r e n c e  to the p r u d e n t  i n v e s t o r  r u l e  a n d  if th a t  
rule is a m e n d e d  to a l l o w  for S o u t h  A f r i c a  d i v e s t­
me n t  t h e n  its a p p l i c a t i o n  b e c o m e s  e x t r e m e l y  
com p l e x .  She a s k e d  s t a f f  to p e r f o r m  an  a n a l y s i s  of  
w h a t  the i n v e s t m e n t  a n d  g r o w t h  o p p o r t u n i t i e s  w o u l d  
b e  if the F u n d  s t e p p e d  o u t  o f  the e q u i t i e s  m a r k e t  
c o m p l e t e l y .  Mr. R o s e  r e s p o n d e d  t h a t  an  a n a l y s i s  
h a d  b e e n  d o n e  s e v e r a l  m o n t h s  ago by the P u b l i c  
E m p l o y e e s '  R e t i r e m e n t  System, T e a c h e r s’ R e t i r e m e n t  
S y s t e m  a n d  t h e  F u n d  o n  w h a t  e f f e c t  c u t t i n g  back, 
b u t  n o t  t o t a l  e l i m i n a t i o n ,  o f  e q u i t y  i n v e s t m e n t  
w o u l d  have. The a s s e t  a l l o c a t i o n  t h a t  w o u l d  ha v e  
g o n e  t o  e q u i t i e s  w a s  to b e  i n v e s t e d  in c o r p o r a t e  
b o n d s ,  in P E R S  a n d  T R S ’s case, a n d  in t r e a s u r y  
b o n d s ,  in t h e  F u n d ' s  case. B e t w e e n  the t h r e e  
o r g a n i z a t i o n s ,  a n  o p p o r t u n i t y  loss o f  $500 m i l l i o n  
o v e r  a five y e a r  p e r i o d  w a s  c a l c u l a t e d .  Mr. Ro s e  
a d d e d  th a t  i f  the F u n d  w e r e  to d i v e s t  c o m p l e t e l y  
f r o m  the e q u i t i e s  m a r k e t ,  t i m i n g  c o u l d  b e  a 
c r i t i c a l  f a c t o r  if g a i n s  w e r e  to b e  t a k e n  r a t h e r  
t h a n  losses. C o m p l e t e  d i v e s t m e n t  f r o m  the e q u i t i e s  
m a r k e t  w o u l d  n o t  b e  in t h e  b e s t  i n t e r e s t s  o f  the 
Fund. Mr. R o s e  i n d i c a t e d  t h a t  he w o u l d  h a v e  s t a f f  
p r e p a r e  an i m p a c t  a n a l y s i s  o f  a s t o c k - f r e e  
p o r t f o l i o .

E. S t a t u s  o f  P u b l i c  I n f o r m a t i o n / A c c o u n t a b i l i t y  P r o g r a m

Mr. K e l l y  a d v i s e d  the B o a r d  t h a t  t h e  P u b l i c  
I n f o r m a t i o n / A c c o u n t a b i l i t y  v i d e o  p r o d u c t i o n  "For 
A l l  of  the F u t u r e "  by  A l a s k a  V i d e o  P r o d u c t i o n s  w a s  
n e a r i n g  c o m p l e t i o n .  The T r u s t e e s  v i e w e d  a p o r t i o n  
o f  t h e  d r a f t  v i d e o  a n d  r e v i e w e d  a d r a f t  teachers'  
guide. Mr. K e l l y  s t a t e d  that a t e n t a t i v e  
d i s t r i b u t i o n  d a t e  o f  J a n u a r y  h a d  b e e n  set. The 
T r u s t e e s  r e q u e s t e d  t h a t  b e f o r e  d i s t r i b u t i o n  b e g a n  
t h e y  see the f i nal v e r s i o n s  o f  all m a t e r i a l s ;  the 
vi d e o ,  the t e a c h e r s '  guide, the 6 0 - s e c o n d  v i d e o  
p r o m o t i o n  a n d  the p u b l i c i t y  b r o c h u r e .

R E C E S S

A f t e r  a 15 m i n u t e  recess, Mr. M a l l o t t  c a l l e d  the m e e t i n g
to order.

F. Q u a r t e r l y  I n v e s t m e n t  P r e s e n t a t i o n

W i l l i a m  Means, C h i e f  I n v e s t m e n t  O f f i c e r ,  p r e s e n t e d  
the a t t a c h e d  q u a r t e r l y  i n v e s t m e n t  p r e s e n t a t i o n  to 
the T r u s t e e s .
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Mr. M e a n s  r e p o r t e d  t h a t  b e c a u s e  o f  m a r k e t  c o n d i­
t i o n s  d u r i n g  the p a s t  five days, the F u n d  a d d e d  
s u b s t a n t i a l l y  t o  its l o n g  b o n d  a n d  10 y e a r  no t e 
p o s i t i o n s .  Th i s  s t r a t e g y  has p r o v e n  c o rrect; the 
F u n d  has e a r n e d  a o n e  p e r c e n t  p r o f i t  in all issues. 
T o t a l  p r o f i t s ,  as o f  N o v e m b e r  30, in the f i x e d  
i n c o m e  p o r t f o l i o  are $455 m i l l i o n .  S i n c e  t h a t  
date, t o t a l  p r o f i t s  h a v e  r i s e n  to $500 mi l l i o n .

Mr. M e a n s  p r e d i c t e d  t h a t  i n t e r e s t  r a t e s  s h o u l d  
c o n t i n u e  t h e i r  g r a d u a l  d e c l i n e  o v e r  the n e x t  few 
m o n t h s  a n d  t h a t  a r e c e s s i o n  in 1987 is likely. 
S h o u l d  t h i s  happ e n ,  i n t e r e s t  r a t e s  c o u l d  d e c l i n e  
e v e n  m o r e  d r a m a t i c a l l y .  I n v e s t m e n t  s t r a t e g y  is 
v e r y  i m p o r t a n t  at  t h i s  time. It w o u l d  b e  w i s e  to 
e x t e n d  t h e  m a t u r i t y  o f  the F u n d ' s  p o r t f o l i o  e s p e­
c i a l l y  i f  the w o r l d  p r i c e  o f  o i l  d e c l i n e s  as it is 
p r e d i c t e d  to do.

Mr. M e a n s  r e c o m m e n d e d  t h a t  the T r u s t e e s  a d o p t  
R e s o l u t i o n  85-13 w h i c h  i n c r e a s e s  t h e  a l l o w a b l e  
p a r a m e t e r s  o f  i n v e s t m e n t s  in m a r k e t a b l e  f ixed 
i n c o m e  s e c u r i t i e s  w i t h  m a t u r i t i e s  o f  6-10 y e a r s  a n d  
o v e r  10 y e a r s  e a c h  by 5%.

VI. P U B L I C  P A R T I C I P A T I O N

B o b  T h i b o d e a u  e x p r e s s e d  his a p p r o v a l  of c u r r e n t  F u n d  
i n v e s t m e n t  strategy.

B o b  D a w k i n s  s t a t e d  t h a t  h i s  c h i l d r e n  w e r e  c o n c e r n e d  
a b o u t  P e r m a n e n t  F u n d  m o n e y  b e i n g  r a i d e d  and t h a t  he w a s  
a p p e a r i n g  b e f o r e  the B o a r d  for a n s w e r s  to his c h i l d r e n ' s  
q u e s t i o n s .

Ms. N o r d a l e  e x p l a i n e d  t h a t  the T r u s t e e s  are c h a r g e d  w i t h  
m a k i n g  i n v e s t m e n t s  a n d  s a f e g u a r d i n g  the F u n d  f r o m  an 
i n v e s t m e n t  s t a n d p o i n t .  P r e s e n t  l a w  p r o v i d e s  t h a t  the 
e a r n i n g s  of  t h e  F u n d  a r e  to be  u s e d  for d i v i d e n d s  and 
i n f l a t i o n - p r o o f i n g .  T h e  b a l a n c e  o f  e x c e s s  e a r n i n g s  is 
h e l d  s u b j e c t  to  l e g i s l a t i o n .  The F u n d  w a s  e s t a b l i s h e d  
w i t h  the id e a  t h a t  it w o u l d  u l t i m a t e l y  h e l p  to fund 
s t a t e  g o v e r n m e n t .  U n t i l  n o w  the m o n e y  w a s  n o t  n e e d e d  
for t h i s  p u r p o s e  a n d  t h e  d e c i s i o n  to s p e n d  has n o t  y e t  
b e e n  made. The q u e s t i o n s  are, do w e  c o n t i n u e  to h o l d  on 
to the e a r n i n g s  o f  the P e r m a n e n t  F u n d  u n t i l  the s c ope of 
s e r v i c e s  w h i c h  the s t a t e  r e n d e r s  h a s  b e e n  d i m i n i s h e d  to 
a m u c h  l o w e r  l e v e l  t h a n  w h a t  c u r r e n t l y  e x i sts, or, do we 
m a i n t a i n  a l e v e l  of s e r v i c e s  a n d  d r a w  a g a i n s t  P e r m a n e n t  
F u n d  e a r n i n g s  for m a i n t e n a n c e  o f  t h e s e  s e r v i c e s ?  Do we 
r e i n s t a t e  p e r s o n a l  t a x a t i o n  to fund a p a r t i c u l a r  level 
o f  s t a t e  g o v e r n  M a n y  h a v e  s u g g e s t e d  s t ate
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g o v e r n m e n t  be  cut a c r o s s  t h e  b o a r d  b y  8%, 10% or 15%.
We m u s t  r e a l i z e  t h a t  h a l f  o f  all m o n e y  t h a t  g o e s  into 
the T r e a s u r y  is r e a p p r o p r i a t e d  by  the L e g i s l a t u r e  a n d  
g o e s  b a c k  out i n t o  the c o m m u n i t i e s .  We n e e d  to 
d e t e r m i n e  w h a t  s e r v i c e s  s t a t e  g o v e r n m e n t  is o r  is n o t  to 
p r o v i d e  a n d  h o w  m u n i c i p a l  g o v e r n m e n t s  are t o  s u r v i v e  
w i t h  less s t a t e  funds. T h e n  w e  n e e d  to d e t e r m i n e  w h e r e  
the m o n e y  w i l l  c o m e  fr o m  if w e  nee 1 a d d i t i o n a l  m o n e y  to 
s u p p o r t  t h o s e  choices.

Mr. M a l o n e  s t a t e d  th a t  u s i n g  e a r n i n g s  o f  the F u n d  c o u l d  
t e m p o r a r i l y  o f f s e t  d e c l i n i n g  r e v e n u e s  but t h i s  a c t i o n  
w o u l d  n o t  s o l v e  the p r o b l e m .  He a d d e d  that, in his 
o p i n i o n ,  b e f o r e  a n y  m o v e  w a s  m a d e  to u t i l i z e  P e r m a n e n t  
F u n d  e a r n i n g s ,  the p u b l i c  s h o u l d  v o t e  o n  the issue.

Mr. M a l l o t t  s t a t e d  t h a t  the T r u s t e e s '  r o l e  is to m a i n­
ta i n  r a t i o n a l  o b j e c t i v i t y  and to h e l p  c r e a t e  p a r a m e t e r s  
w i t h i n  w h i c h  r e a s o n a b l e ,  r e s p o n s i b l e  d e c i s i o n s  can be 
m a d e .

VII. OLD B U S I N E S S

A. RFP - P e r f o r m a n c e  M e a s u r e m e n t

Mr. R o s e  r e p o r t e d  t h a t  t h r e e  p r o p o s a l s  h a d  b e e n  
r e c e i v e d  b y  the C o r p o r a t i o n  in r e s p o n s e  to t h e  
P e r f o r m a n c e  M e a s u r e m e n t  R F P  a n d  that, a f t e r  r a t i n g  
a n d  r a n k i n g  o f  all p r o p o s a l s ,  s t a f f  r e c o m m e n d s  the 
c o n t r a c t  a w a r d  be m a d e  to SEI at $56,000.

Mr. Not'ti m o v e d  a n d  Ms. N o r d a l e  s e c o n d e d ,

THAT, t h e  E x e c u t i v e  D i r e c t o r  be a u t h o r i z e d  to 
a w a r d  t h e  P e r f o r m a n c e  M e a s u r e m e n t  c o n t r a c t  to 
SEI in the a m o u n t  o f  $56,000.

T he m o t i o n  c a r r i e d  u n a n i m o u s l y .

VIII. N E W  B U S I N E S S

A. R e s o l u t i o n  85-13, Q u a r t e r l y  F i x e d  Income A l l o c a­
tio n s

Mr. S h e r w o o d  m o v e d  a n d  Mr. M a l o n e  s e c o n d e d ,

THAT, R e s o l u t i o n  85-13, m i n u s  t h e  M a r k e t a b l e  
D e b t  S e c u r i t i e s  a n d  R e p r e s e n t a t i v e  M a r k e t  
Y i e l d s  a t t a c h m e n t s ,  be ado p t e d .

T h e  m o t i o n  c a r r i e d  u n a n i m o u s l y .  (A c o p y  o f  t h e  
R e s o l u t i o n  is a t t a c h e d  to t h e s e  m i n u t e s . )
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B. De F a c t o  P o l i c y  - Real E s t a t e

Mr. Ro s e  e x p l a i n e d  th a t  his m e m o r a n d u m  of  D e c e m b e r  
9, 1985 (copy attached) r e v i e w s  de f a cto p o l i c i e s  
w h i c h  h a v e  e v o l v e d  as a r e s u l t  o f  F u n d  re a l  e s t a t e  
i n v e s t m e n t s .

Mr. S h e r w o o d  a n d  Mr. M a l o n e  e x p r e s s e d  t h a t  a l t h o u g h  
the s u b s t a n t i a l l y  l e a s e d  p o l i c y  o f  the B o a r d  has 
b e e n  met, t h e y  w a n t e d  to r e a f f i r m  t h e i r  v i e w  t h a t  
the F u n d  s h o u l d  be f i n a n c i n g  s o l i d  p r o j e c t s  and 
s h o u l d  n o t  r e d u c e  its s t a n d a r d s  in th i s  area.

Mr. Rose s t a t e d  t h a t  as a wh o l e ,  all the F u n d ' s  
r e a l  e s t a t e  i n v e s t m e n t s  c o m p l y  w i t h  the e s t a b l i s h e d  
s u b s t a n t i a l l y  l e a s e d / r e n t e d  p o l i c y  b u t  th a t  p r o j­
e c t s  i n v o l v i n g  t o - b e - b u i l t  b u i l d i n g s  do not fit as 
e a s i l y  w i t h i n  the policy.

Mr. N o t t i  sa i d  he favors a c o n s e r v a t i v e  s u b s t a n­
ti a l l y  l e a s e d  p o l i c y  in o r d e r  to p r o t e c t  the F u n d ' s  
re a l  e s t a t e  i n v e s t m e n t s .

A N N O U N C E M E N T

Mr. R o s e  a n n o u n c e d  t h a t  the T r u s t e e s  w e r e  to h a v e  l u nch  
w i t h  the G o v e r n o r  a t  n o o n  a n d  t h a t  a f t e r  l u n c h  s t aff  
p l a n n e d  to s h o w  the P u b l i c  I n f o r m a t i o n / A c c o u n t a b i l i t y  
v i d e o  in its e n t i r e t y  s h o u l d  the B o a r d  w i s h  to see it.
He a d d e d  t h a t  if the B o a r d  has a n y  c h a n g e s  to m a k e  to 
t h e  v i d e o  it. v/ould b e  b e s t  to n o t i f y  the c o n t r a c t o r  as 
s o o n  as p o s s i b l e .

Mr. M a l l o t t  r e c e s s e d  the m e e t i n g  at 1 2 :00 p.m. for 
lunch.

R E C E S S

Mr. M a l l o t t  c a l l e d  the m e e t i n g  b a c k  to o r d e r  at 2:10 
p.m.

C. M e e t i n g  D a t e s  - 1986

Mr. Ro s e  d i s t r i b u t e d  a c a l e n d a r  i n d i c a t i n g  1936 
m e e t i n g  d a t e s  a n d  l o c a t i o n s  for the Trustees'  
r e v iew. The B o a r d  d e c i d e d  to k e e p  c u r r e n t  p o l i c y  
b y  m e e t i n g  the s e c o n d  M o n d a y  o f  e a c h  m o n t h  w i t h  the 
e x c e p t i o n  of the S e p t e m b e r  m e e t i n g  to be h e l d  the 
2 5 t h  and 26th. Mr. S h e r w o o d  r e c o m m e n d e d  t h a t  the 
M a y  1986 m e e t i n g  be  h e l d  in a c i t y  l o c a t e d  on the 
p e n i n s u l a .  It w a s  d e c i d e d  t h a t  t h e  B o a r d  w o u l d  
m e e t  in K e n a i  t h a t  month.
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Mr. M a l l o t t  a n n o u n c e d  t h a t  i t e m  I X  o n  t h e  a g e n d a  
w o u l d  b e  p o s t p o n e d  u n t i l  a f t e r  t h e  T r u s t e e s  v i e w e d  
t h e  e n t i r e  d r a f t  P u b l i c  I n f o r m a t i o n / A c c o u n t a b i l i t y  
v i d e o ,  " F o r  A l l  o f  t h e  F u t u r e " .

V. R E P O R T S  ( c o n t i n u e d )

E. S t a t u s  o f  P u b l i c  I n f o r m a t i o n / A c c o u n t a b i l i t y  P r o g r a m

T h e  T r u s t e e s  v i e w e d  t h e  v i d e o  in i t s  e n t i r e t y .

Ms. N o r d a l e  e x p r e s s e d  h e r  c o n c e r n  a b o u t  a d i s c r e p­
a n c y  i n  t h e  v i d e o .  T h i s  d i s c r e p a n c y  o c c u r s  n e a r  
t h e  e n d  o f  t h e  v i d e o  w h e r e  t h e  s t u d e n t  c o u n c i l  is 
d i s c u s s i n g  t h e i r  d e c i s i o n  o n  h o w  t o  u s e  t h e  

$ 1 0 0 , 0 0 0  r e c e i v e d  b y  t h e  s e n i o r  c l a s s .  Ms. N o r d a l e  
s a i d  s h e  f e l t  t h e  d i a l o g u e  i n d i c a t e s  t h a t  t h e  
s t u d e n t s  w e r e  n o t  p r e p a r e d  t o  a c c e p t  t h e  f i d u c i a r y  
r e s p o n s i b i l i t y  o f  c a r r y i n g  o u t  t h e  p e r f o r m a n c e  o f  
t h e i r  t a s k  as r e c i p i e n t s  o f  t h e  $ 1 0 0 , 0 0 0  g i f t  a n d  

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

E r i c  E c k h o l m ,  P a c i f i c  C o m m u n i c a t i o n s  a n d  M a r k e t i n g ,  
a d v i s e d  t h e  B o a r d  t h a t  t h i s  p r o b l e m  c o u l d  b e  s o l v e d  
b y  e d i t i n g  o u t  r a t h e r  t h a n  e m b e l l i s h i n g  t h e  
s p e c i f i c  d i a l o g u e  r e f e r r e d  t o  b y  Ms. N o r d a l e .  T h i s  
p r o c e s s  w a s  a g r e e d  u p o n  b y  t h e  B o a r d .

Mr. M a l o n e  s t a t e d  t h a t  h e  t h o u g h t  t h e  B o a r d  s h o u l d  
r e v i e w  a l l  g r a p h i c s  o f  c h a r t s  t h a t  w o u l d  a p p e a r  o n  
t h e  v i d e o  p r i o r  t o  i t s  r e l e a s e .

Mr. M a l l o t t  r e q u e s t e d  t h a t  a l l  r e f e r e n c e s  t o  t h e  
c o n t r a c t o r  b e  r e m o v e d  f r o m  t h e  i n s t r u c t i o n a l  v i d e o  
a n d  t e a c h e r s '  g u i d e  e x c e p t  as p r o d u c e r s  o f  t h e  
p r o j e c t .

V I I I .  D. T a x  S t a t u s  o f  t h e  F u n d

Mr. R o s e  r e p o r t e d  t h a t  t h e  A t t o r n e y  G e n e r a l ' s  

o f f i c e  r e c o m m e n d s  t h e  C o r p o r a t i o n  h a v e  a n  i n d e p e n­
d e n t  (Willke, F a r r  & G a l l a g h e r )  l e g a l  r e v i e w  p e r ­
f o r m e d  r e g a r d i n g  t h e  F u n d ' s  t a x a b l e  s t a t u s .  T h e  
T r u s t e e s  d i s c u s s e d  t h e  m a t t e r  a n d  c o n c u r r e d  t h a t  
t h e  C o r p o r a t i o n ' s  b u d g e t  m i g h t  n o t  a c c o m m o d a t e  t h i s  
e x p e n s e .  T h e y  r e q u e s t e d  t h a t  Mr. R o s e  a s k  t h e  

A t t o r n e y  G e n e r a l ' s  o f f i c e  t o  p e r f o r m  t h i s  l e g a l  
r e v i e w  f o r  t h e  C o r p o r a t i o n .

IX. T R U S T E E  C O M M E N T S

A l a s k a  P e r m a n e n t  F u n d -9- D e c e m b e r  9, 1985



Mr. M a l l o t t  r e q u e s t e d  t h a t  s t a f f  p r o v i d e  s p e c i f i c  u p ­
d a t e s  o n  u p c o m i n g  l e g i s l a t i o n  p e r t a i n i n g  to t h e  F u n d  so 
t h a t  t h e  T r u s t e e s  c a n  p r e p a r e  t h e m s e l v e s  f o r  t h e  n e x t  
l e g i s l a t i v e  s e s s i o n .

X. A D J O U R N M E N T

T h e r e  b e i n g  n o  f u r t h e r  b u s i n e s s  to c o m e  b e f o r e  t h e  
T r u s t e e s ,  t h e  m e e t i n g  w a s  a d j o u r n e d  a t  3 : 1 0  p.m.

S e c r e t a r y

P e r m a n e n t  F u n d  - 1 0 -  D e c e m b e r  9, 1985
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D a R o s e *  E x e c u t i v e  D i r e c t o r  

Wiflliam L. M e a n s ,  C h i e f  I n v e s t m e n t  O f f i c e r  

S o u t h  A f r i c a n  D i v e s t m e n t :  T h e  I n v e s t m e n t  I s s u e s

E n c l o s e d  a r e  s e v e r a l  a u t h o r i t a t i v e  a r t i c l e s  a n d  
e x c e r p t s  o f  r e p o r t s  d e a l i n g  w i t h  t h e  i n v e s t m e n t  
i s s u e s  o f  S o u t h  A f r i c a n  d i v e s t m e n t .

A t t a c h m e n t  I is a n  a r t i c l e  f r o m  t h e  F i n a n c i a l  
A n a l y s t s  J o u r n a l  w h i c h  d e a l s  w i t h  t h e  s p e c i f i c  

i s s u e s  o f  i n c r e a s e d  i n v e s t m e n t  r i s k ,  r e d u c e d  
i n v e s t m e n t  a n d  d i v e r s i f i c a t i o n  o p p o r t u n i t i e s ,  a n d  
i n c r e a s e d  c o s t s  i n h e r e n t  i n  a p o l i c y  o f  S o u t h  
A f r i c a n  d i v e s t m e n t .

A t t a c h m e n t  II c o n s i s t s  o f  e x c e r p t s  f r o m  a b r o c h u r e  
p r e p a r e d  b y  t h e  N a t i o n a l  C e n t e r  f o r  t h e  P u b l i c  
I n t e r e s t .  It p o i n t s  o u t  t h e  m a n y  d i f f i c u l t i e s  
a s s o c i a t e d  w i t h  s o c i a l  ( d i v e r g e n t )  i n v e s t i n g  a n d  
t h e  p o s s i b i l i t i e s  f o r  c o n f l i c t i n g  s o c i a l  g o a l s .  It 
a l s o  ~ n i s e s  t h e  q u e s t i o n  o f  h o w  a f i d u c i a r y  is to 
b e  h e x d  a c c o u n t a b l e  o n c e  i t  s t a r t s  d o w n  t h e  p a t h  o f  
s o c i a l  i n v e s t i n g .

A t t a c h m e n t  III is a n  e x c e r p t  f r o m  t h e  T r e a s u r e r ' s  
R e p o r t  t o  t h e  R e g e n t s  o f  t h e  U n i v e r s i t y  o f  

C a l i f o r n i a ,  q u e s t i o n i n g  w h e t h e r  d i v e s t m e n t  is an 
e f f e c t i v e  m e c h a n i s m  f o r  b r i n g i n g  p r e s s u r e  o n  
c o r p o r a t e  m a n a g e m e n t .  Y a l e  U n i v e r s i t y ' s  a t t i t u d e  
is t h a t  i f  it " s i m p l y  s e l l s  i t s  h o l d i n g s  i n  s u c h  a 
c o m p a n y ,  it l o s e s  i t s  s t a n d i n g  t o  r a i s e  e t h i c a l  
q u e s t i o n s  r e g a r d i n g  s o c i a l  r e s p o n s i b i l i t y " .

A t t a c h m e n t  I V  is a l i s t i n g  o f  t h e  S o u t h  A f r i c a n  
d i v e s t m e n t  p o l i c i e s  o r  a c t i o n s  o f  v a r i o u s  s t a t e  
i n v e s t m e n t  b o a r d s  a n d  r e t i r e m e n t  s y s t e m s .



D a v i d  A. 
D e c e m b e r  
P a g e  2

R o s e  

3, 1 9 8 5

A t t a c h m e n t  V  is a n  e x c e r p t  f r o m  t h e  T r e a s u r e r 1s 
R e p o r t  t o  t h e  R e g e n t s  o f  t h e  U n i v e r s i t y  o f  
C a l i f o r n i a ,  e x p l a i n i n g  i n  l a y m a n ' s  l a n g u a g e  t h e  
s p e c i f i c  i s s u e s  o f  i n c r e a s e d  i n v e s t m e n t  r i s k ,  
r e d u c e d  i n v e s t m e n t  a n d  d i v e r s i f i c a t i o n  
o p p o r t u n i t i e s ,  a n d  i n c r e a s e d  c o s t s  i n v o l v e d  in 
S o u t h  A f r i c a n  d i v e s t m e n t .

W L M / a f
A t t a c h m e n t s
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01 VGSf 
irostngist Issues

M o re jin d  .more U .S . cities and states are weighing legislation that would restrict public 
pension plans from  investing in companies that do business in South Africa. Divestment has 
potentially serious implications fo r  the investment policies and practices o f large funds.

Consider what happens i f  each o f the 152 South A frican-related companies in the Standard 
& Poor's 5 00  is replaced by the largest "unrestricted” company in its industry. The new 
A lternative Universe amounts to less than 62 per cent o f the capitalization value o f the "old "  

S& P 500 . Large multinational companies are replaced by sm aller, domestic companies. The 
capitalization weights o f some industries (including drugs, motor vehicles and product 
equipment) are more than halved. The A lternative Universe has S per cent more risk, as 
measured by beta, and  3.per cent less diversification than the S& P 500 .

A pension fund restricted to this universe may expect higher trading and administrative 
costs inasmuch as its portfo lios w ill contain smaller, riskier and less liquid companies. The 
la rger the fund , the more likely it w ill have to restructure its plan investments completely in 
order to achieve targeted risk/return goals.

COALITION OF RELIGIOUS, political 
and labor groups opposed to South Af­
rica's race policies is placing increasing 

pressure on public pension funds to restrict or 
eliminate investments in companies doing busi­
ness in South Africa. Massachusetts, Connecti­
cut and Nebraska, New York City, Philadelphia 
and Washington, D.C. have already imposed 
such restrictions on their pension fund portfo­
lios. This article does not attempt to address the 
moral, political or ethical issues involved. Rath­
er, it addresses the practical implications of 
divestment for pension fund managers.

Several studies have argued that prohibitions 
on investment in South African-related compa­
nies would not have a significant impact on 
pension fund portfolios:

"T h e  effect on portfolio risk of exclud ing the com ­

panies operating in South Africa . . .  is. contrary  to 

in tu ition, not particu larly  im p ortant.” 1

I. footnotes appejr at end 01 article

" . . .  such  a restrictive policy really  is not all that 

in h ib it in g ."2

"A  sk illed  in vestm ent m anager should  be confi­

dent that exem p lary  returns can be achieved w ith in  

the gu id e lines of the proposed legislation.

According to the opinions gathered for the 
Washington, D.C. Retirement Board, profes­
sional investment managers disagree. The vast 
majority of managers felt that performance 
would be reduced. Nine out of 10 thought 
diversification would be hampered. Three out 
of four thought that quality would be impaired. 
Half said they would refuse to accept fiduciary 
responsibility under such conditions.

The National Association of State Investment 
Officers, concerned about compromising ndu-

IVtit/Hf IVnyner is C/ucf linvfliiicnt Otr.ii'r »•/ IVi/m'u.v 

Assi’C/iifes Asset M.nuiycincnt Division. Alton .•<

Senior Affociah’ 0/ WiWitre Assorni/es' iYn*iini Coi.mi.i- 
my Division. Richard L. Dixon is oil Anoiu't in l\iMnrr 
As<oriii/e> ,-lssef A I.innyciiien/ Divi'ion



dary responsibilities, has adopted a resolution 
opposing laws that force managers to make 
investments based on "anything but the best 
interests of pension fund members." State re­
tirement officers also question whether it is 
possible to implement restrictions, particularly 
on large pc~tfolios, without reducing invest­
ment opportunities and, ultimately, investment 
results.

Investment officers, advocates of divestment 
and previous studies all agree that divestment 
restrictions have minimal practical effects on 
portfolios of 550 million or less. But what about 
larger funds that have billions of dollars to in­
vest? Would they be able to continue their current 
risk-reward strategies to fund future benefits, or 
would radical restructuring be required?

T h e  Scope o f  the C ha l len ge  
A list of all companies with employees in South 
Africa or business relations with the govern­
ment of South Africa includes 229 companies 
with a market capitalization on December 31, 
1983 of over S600 billion. This represents over 
half the total capitalization of the Standard & 
Poor's 500 (often considered to be the "opportu­
nity set" for institutional investors) and almost 
35 per cent of the weight of all common stocks 
as represented by the Wilshire 5000 index. In­
cluded are 31 of the 50 largest U.S. companies— 
such institutional favorites-.as IBM, Exxon, 
Merck and 3M—and 49 of the 100 largest.

The 229 companies on the list tend- to be 
concentrated in those industries whose prod­
ucts or production processes are readily trans­
portable and whose maturity, size and product 
acceptance have led them toward international 
markets. As Table I shows, companies on the 
list account for virtually ail of the capitalization

weight of some S&P 500 industry groups and 
large percentages of others. Utilities, trucking, 
real estate, and other industries that are by 
nature domestic are not heavily represented by 
the companies on the list.

The size of a company and its industry clearly 
affect the probability of its being on a divest­
ment list. Companies that are too small or too 
localized to have developed international mar­
kets are not likely to be affected by investment 
restrictions. Unfortunately, neither are these 
companies likely to offer the reduction in risk 
available from the size, financial strength, diver­
sification of product line and dispersion of mar­
kets enjoyed bv the large, international compa­
nies that are the likely candidates for any 
"prohibued" list. The challenge for restricted 
investment managers, then, is to construct from 
a reduced universe of smaller, generally riskier 
companies, portfolios that offer, at compaiable 
risk levels, returns comparable to those offered 
by investments in large companies.

To analyze the effects of divestment and to 
examine the practical problems it creates, we 
constructed an "alternative investment uni­
verse" that is free of South African influence. 
We replaced each prohibited company in the 
S&P 500 with another company in the same 
industry. In total, 152 companies were replaced. 
In all cases, the substitutes were the largest 
available American companies without South 
African connections.

The A lternative U n iverse  
At the end of the first quarter of 19S4. the S&P 
500 was worth over SI. 175 trillion. The 152 
companies doing business with South Africa 
accounted for S554 billion of the 5&P 500's 
capitalization value. Their 152 replacements

Tabic I Industry Weighnngs and Companies Eliminated bv Divestment

Industry

% of S&P 5110 
Cap. VVf. Elim­

inated
Largest Company 

Eliminated Rn'hicement Ceiiithinv
Indusmal Equipment 99 General Electric Dover
Banks 97 Citicorp Texas Communications
Photocraphic 93 Eastman Kodak XiJex
Chemicals 87 DuPont Diamond Shamrock
Drugs 87 American H o m e Svntex

I’rod.
Conglomerates 86 M M M Grevhound
Tire (i Rubber 85 Goodyear Gencurp
Office Euuipment 84 HIM C o m m o d o r e
Motor Vehicles 81 General Motors Mack Trucks
International Oils 76 Exxon Murp h y  Ot! (domestic oil)



were worth 5107 billion. The Alternative Uni­
verse thus came to 5728 billion— less than 62 per 
cent of the value of the S&P 500.

Rates o f  Return .................
Some researchers have noted that the average 

investment return on those companies that 
would be affected by divestment is significantly 
lower than the returns on companies free of 
South African connections Indeed, it has been 
suggested that investment results could actually 
be improved by a divestment policy.

Our computations show that one dollar in­
vested five years ago in the 152-stock portfolio 
of companies doing business in or with South 
Africa would have grown by now to 51.94, 
including dividends. A dollar invested in the 
152 replacement stocks would have grown to 
S2.60—a difference in annual rate of return of 
over 7 per cent. But what is the source of this 
substantial difference?

Numerous studies have indicated that stocks 
of small firms have been outperforming those of 
large firms by substantial amounts.4 Wilshire 
Associates estimates that the 500 largest U.S. 
companies returned 9.7 per cent per year over 
the last 10 years, whereas the second largest 500 
returned 17.9 per cent annually.'' The higher 
return on the replacement portfolio may thus be 
a reflection of this small firm effect.

Smaller, riskier companies promise higher 
returns and, in recent years at least, have deliv­
ered them. But high returns do not accrue 
without incurring greater investment risk. In 
the down market from July of 19S3 through June 
1984, the largest 500 stocks decreased in value 
6.6 per cent; the second largest 500 declined 15.0 
per cent.

Retirement plans are not free to take unlimit­
ed risks in pursuit of higher returns. The appro­
priate level of risk depends on the actuarial 
requirements of the plan, its funding status, 
legal restrictions and the retirement board's 
interpretation of fiduciary responsibility All 
these factors affect a fund's ability to bear added 
risks in the hopes of higher, but uncertain, 
returns. Relative rates of return can be judged 
only in the context of risk assumed.

Investm ent Risk
A portfolio’s risk tolerance is appropriately 

measured by its beta— i.e., its sensitivity to 
changes in the overall market. The market, as 
represented by the S&P 500, has a beta of 1.0. A

portfolio w hose beta is greater than one is more 
volatile than the market, whereas one with a 
beta of less than one is iess volatile. Another 
measure of portfolio risk is its R-squared— its 
degree of a diversification in comparison to the 
market benchmark. The market, as proxied bv 
the S&P 500, has an R-squared of 1.0. An 
actively managed portfolio concentrated in fa­
vored securities and sectors would be less diver­
sified than the market and have an R-squared 
below the 1.0 indicating perfect diversification. 
Most active equity portfolios have an R-squared 
between 0.80 and 0.92; the R-squares of index 
funds approach 1.0.

The Alternative Universe is very well diversi­
fied, having an R-squared of 0.968, partly be­
cause of the high percentage of common hold­

i n g s  w ith  the S&P 500. A lthough  w ell 
diversified, it is riskier than the market, having 
a beta of 1.08. The Alternative Universe will rise 
or fall, on average, by 8 per cent for every 1 per 
cent change in the S&P 500.

Large funds that employ a multiple manager 
structure often specify a target beta as a means 
of controlling total portfolio risk. To meet a 
specified target with securities selected from the 
riskier Alternative Universe, managers may ei­
ther have to select from among the least risky 
alternative stocks or hold larger cash positions.

Divestment may also involve strategic risks 
that are more difficult to quantify thar. ..ivesi- 
ment or diversification risk. For example, dur­
ing late 1983 and early 1984, energy was the 
only sector to show positive price appreciation.h 
But energy stocks would have been heavilv 
affected bv divestment restrictions. Divestment 
may thus lea l to diversification loss beyond the 
manager's control; the fund must bear the risk 
of foregoing profitable investment opportuni­
ties.

To construct the Alternative Universe, some 
large companies in the S&P 500 were replaced 
by other, smaller companies in the same indus­
try. The relative importance of these industries 
was thus reduced in the Alternative Universe, 
while industries less affected by divestment 
gained in importance. Table II shows how in­
dustry weights of the Alternative Universe dif­
fer from the weights of the S&P 500. Note that 
the industries that have gained weight in the 
Alternative Universe are primarily domestic in 
nature. These industries are thus more suscepti­
ble to U.S. economic risk, which is not offset by 
sales and earnings from foreign countries.

4



Table II Industry Weight Changes

Industry
%of 

S&P 5 00
%of

Alternative % Difference

Business Mach. 8.7 3.1 -5.6

Inter. Oil 8.0 4.5 -3.5

Drugs 6.2 3.1 -3.1

Motor Vehicles 4.0 1.8 -2.2

Prod. Equip. 4.1 2.0 -2.1

Insurance 2.2 -3.3 +  1.1

Railroads 1.9 3.0 +  1.1

Paper 2.0 3.1 +  1.1

Energy Explor. 3.5 5.4 +  1.9

Domestic Oil 6.6 8.9 +  2.3

Utilities 5.6 8.8 +  3.2
Telephone 5.8 9.2 +3.4

Investment D esirati lity  and Q uality
Value Line publisher Timeliness Ratings, 

which measure stocks' anticipated 12-month 
price performance, and Safety Ratings, which 
measure companies' relative financial strengths.7 
Table III compares thf; S&P 500 and the Alterna­
tive Universe on the basis of the distribution of 
timeliness ranks.

The Alternative Universe contains almost as 
many companies ranked in the top two catego­
ries for timeliness as the S&P 500. However, 
their capitalization value is substantially less. 
Institutions currently hold S203 billion of the top 
rated stocks, representing 41 per cent of the 
total institutional holdings in S&P 500 stocks. 
Divestment would reduce institutional holdings 
of top rated stocks by SI 10 billion; only 34 per 
cent of institutional holdings would be top 
rated.

The effects of divestment on Safety Rating are 
shown in Table IV. In terms of top Safety 
Ratings, the Alternative Universe falls short of 
the S&P 500 by 42 companies and S372 billion in 
market capitalization. Companies rated highly 
for safety represent 59 per cent of the market 
capitalization of the S&P 500 but only 43 per 
cent of the Alternative Universe. Institutional 
managers now have 58 per cent of their S&P 500 
holdings in the top Safety Ratings; only 42 per 
cent of institutional holdings in the Alternative 
Universe are top rated in safety.

Restricted institutional managers attempting 
to maintain the same standards of portfolio 
desirability and safety would be forced to com­
pete for the smaller share of top rated Alterna­
tive Universe companies. If all institutional 
managers were subject to the same constraints, 
S285 billion of current investments in high safe­
ty companies and S203 billion of current invest­
ments in high desirability companies could be 
forced into 5116 billion worth of high safety 
companies and S93 billion worth of high desir­
ability companies in the Alternative Universe. It 
seems clear that only smaller funds could easily 
make such a transition without compromising 
portfolio attractiveness and, in particular, in­
vestment safety.

Liquidity and Trading Costs
Liquidity is one of the key areas in which 

large funds may experience difficulties not en­
countered by smaller funds. Thomas Loeb con­
structed a table of actual dealer quotes to show  
how company size and trade size affect transac-

i able III Proportions of S & P  500 in Top T w o  Value Line Timeliness Ranks

rse
Sumter 
of Stocks

Capitalization 
(billions of dollars)

fT of Total 
Gin.

Institutional 
Holdings 

(billions of dollars) *7 of lust. Hold.
S&P 500 137 440 37 203 41
Alternative 133 216 30 93 34
Uitrerence 4 224 7 110 /

■ anle IV Proportions ol S & P  500 in Top T w o  Value Line Saletv Ranks

Institutional
Sumter Capitalization '? of Holdings

 •  in block' /billions or dollmsl Total Oil1 ibilhon- ol dollars) '' of h:-t Hold

' ,;<I 179 6HH 2S5
•tiriMtive 137 316 4] U n  45

"erence 42 372 !f> lo“ In



tion costs.8 Locb's cost of trading includes direct 
commission costs, market-maker spreads and

.trading impact -—   — r- ,_
According to Loeb's study, larger trade sizes 

lead to higher trading costs. For example, the 
cost of acquiring a 5250,000 position in a billion 
dollar company is estimated to be 1.6 per cent, 
whereas a trade of S2.5 million— 10 times the 
size—would cost 3.9 per cent, or more than 
double. Similarly, trading in smaller companies 
is significantly more expensive than trading in 
larger companies. A 5500,000 trade involving a 
•5100 million company is more than twice as 
expensive as a S100,000 dollar trade involving a 
billion dollar company (4.1 per cenfviT^.O per 

vccent).
We used Loeb's figures to estimate transac- 

‘tion costs for acquiring (or selling) 525,000,
5250,000 and S2,500,000 positions in each Of the 
152 companies involved in South Africa and 
their 152 replacements. These three position 
sizes imply equally weighted portfolios of S3.8 
million, 538 million and S380 million. Table V 
show s the results. The replacement companies 
are significantly more expensive to trade than 
the original companies because of company 
size. Furthermore, the cost of trading increases 
as fund size increases.

The problem may be even more severe than 
Table V suggests. Because large portions of 
many of the smaller replacement companies are 
held by company officers and em ployees, the 
amount of stock actually available on the open 
market is in many cases substantially less than 
the apparent supply. Furthermore, if restric­
tions were implemented at about the same time, 
large funds' demand for replacement stocks 
could raise execution costs significantly higher. 
Finally, the higher transaction costs will persist 
after initial portfolio adjustment, as restricted

portfolios continue to trade among generailv 
smaller companies.

* f* t

Research and A dministrative Costs
The larger a company and the greater i;> 

institutional ownership, the easier it is to obtain 
reliable information about it. The replacemen: 
companies in the Alternative Universe are less 
well known than their counterparts ana are 
currently followed by fewer analysts. Brokerage 
house analysts submitted to Lynch, jones & 
Ryan's FB/E/S Service an average of 19.9 esti­
mates on each of the companies involved 
South Africa, but only 10.9 estimates on each 
replacement company.y It may be expected that 
funds would require additional manpower 
follow the replacement companies.

In addition, to the extent that the replacemen: 
stocks are riskier, hence subject to more fre­
quent changes in fortune, higher turnover- 
executed at higher transaction rates—can l \  
expected. More transactions lead to higher a u ­
todial activity, hence higher administrate 
costs.

Im plications for M anagem ent S ty le  
In the investment environment of the 1K- 
managers are often retained as speciaiis:>. 
lizing specific investment skiils to attain par;:... 
lar investment objectives. Plan sponsors o::-. 
hire a complementary set of managers, hop:-, 
to employ different expert manager skills w::r 
the context of an overall objective and struct1..

Not all management styles would be ecu.. 
affected by restrictions on 5outh African Con­
nies. An "emerging growth" manager. :r 
ample, would be likely to be less affected 
"core" manager. Table VI gives some u: . 
how divestm ent mignt affect managem- 
structure. Core-oriented managers w o u i:

Table V  Transaction Costs

Compami Sizr 
(millions ol dollors)

iVo. Companies tr Triiinuctwn Co<l tor Position a-

So.Air. Rcrl. s25.0l Id S250.utM <2.:

Under 100 1 1 2.11 3.0
100-500 19 57 1.1 1.6 S
500-1,000 21 67 1 I) 1.6
1.000-1.500 20 17 t.O 1.4
Over 1.500 91 10 0.0 0.7 : ■

South African-Related
Average Cost (■' ) o.rt l.o :

Replacement Average ■

Cost (?/) i.n 1.5



T able  VI M a n ag e r S tyle a n d  D iv e s tm e n t Effects

Style
% Cap. 

Eliminated

R-Squarcd Bela Std. Error t'Z)

So.Air. Repl. So.Afr. Repl. So.Afr. Repl.
Passive Core 47 0.99 0.96 1.00 1.08 0.2 0.4
Active Core 40 0.97 0.91 1.01 1.07 3.0 5.7
Yield/Defensive 46 0.90 0.88 1.02 1.04 5.9 6.6
Rotator 46 0.93 0.89 1.02 0.95 4.8 5.9
Contranan 26 0.94 0.93 1.09 1.10 4.6 5.1
Small Cap 26 . 0.79 0.79 1.36 1.39 12.0 12.4
Growth 8 0.86 0.83 1.21 1.27 8.4 10.0
Aggressive Grow 
Combined

22
31

0.68
0.94

0.65
0.92

1.48
1.17

1.46
1.22

17.6
5.2

18.3
6.3

affected the most, because they tend to hold the 
"blue chip" investments that are most affected 
by divestm ent. Growth-oriented managers 
would be less affected, but would face higher 
market risk (beta) and less diversification.

The growth and risk-oriented portfolios of 
most multimanager plans represent a substan­
tially smaller part of the total fund than the core 
portfolio. With divestm ent, core managers 
•would be forced either to hold larger amounts of 
securities not eliminated as a result of divest­
ment or to select new companies from the 
Alternative Universe without changing tlw tar­
get portfolio characteristics.

If divestment makes it impossible for the core 
managers to hold to target investment charac- 
:eristics, the plan administrator may have to 
compensate by requiring growth stock manag­
ers to lower their risk-taking. This would imply 
a complete restructuring of plan investments. 
How any particular manager would adjust is 
beyond our speculation, but the evidence cited 
above indicates that restructuring would not be 
simple or inexpensive.

One other factor should be considered. Many 
investment management and brokerage firms 
are part of or affiliated with companies on the 
divestment list. In particular, most of the larg­
est. best capitalized and most frequently used 
brokerage and investment banking firms have 
contacts with South Africa. Use of the services 
of these organizations would presumably be 
prohibited under a divestment policy.

Fixed Incom e M anagem ent
The implications of divestment for fixed in­

come portfolios are similar to those for equity 
porttolios—a smaller universe of corporate is­
sues with lower average quality. At the end of 
!9r3, the amount of outstanding corporate debt 
rated Baa or higher bv Moody's approximated

$300 billion. Of this, the 152 S&P 500 companies 
doing business with South Africa accounted for 
5133 billion, or 44 per cent. The 152 replacement 
companies had only S28 billion in outstanding 
debt at the end of 1983. The total amount of 
corporate debt available from the Alternative 
Universe was S195 billion. This represents a 35 
per cent reduction in the amount of corpurate 
debt securities.

Furthermore, the corporate debt universe un­
der divestment is of lower average quality. The 
companies that would be eliminated by divest­
ment are larger, financially stronger and more 
diversified than the replacement companies. 
Table VII compares the original and replace­
ment companies in terms of the distribution of 
corporate debt by Moody's ratings.

Ninety-two per cent of the securities that 
would be eliminated by divestment are rated 
Baa or better, versus only 72 per cent of the debt 
securities of the replacement companies. Fixed 

• jncome managers subject to divestment will 
have substantially less corporate debt of invest­
ment grade available. They would have to ac­
cept lower quality bonds or compete for the 
remaining higher quality issues.

Table Vtl Corporate Debt O-.tstandmi;

M m ’t/i/ s 
Ratine

South Atrieun- 
Related

Repiaeeinent
Coinrnmi-i

Debt
dnllions

Ol
Jollarai

•T ft 
Total

Pel >1 
il'tllions
ot •: „i 

dollar*/ Total

Aaa III 411 S 0  00 0
A  J Cll.Nl 4l> II 1.5 ;
A 3h nil :s '• 30 15
Baa 15 1)11 10 4 tit) In
0.1 1.40 i 4 70 In
B 2.20 II >15
Caa 1 30 i 0 no - 0
Nit 5 50 4 r v.* ;s



T ab le  VIH Effects o n  C om m ercia l P a p e r  Q u a lity

Moody's ' 
Rating

No. of 
So.Afr. 
Related 

Companies

No. of
__________Replacement

Companies

Prime-1 91 29
Prime-2 20 14

Prime-3 3 0

Not Ra ed 0 0

116 43

■ The effects of divestment on fixed income 
managers are softened, however, by the large 
supply of government issues available. At the 
end of 1983,. government and corporate bonds 
outstanding amounted to approximately S954 
billion, only 12 per cent of which was related to 
South Africa. When government debt is includ­
ed, 85 per cent of the debt securities free of 
South African influence are rated Baa or higher 
by Moody's. The effects of .divestment would 
thus be felt most by managers w ho take advan­
tage of higher yields from corporate issues and 
by managers who actively move from industry 
to industry to take advantage of yield spreads.

Cash Management
Cash management will be affected if manag­

ers are not permitted to purchase the commer­
cial paper of companies doing business with 
South Africa or certificates of deposit of banks 
lending money to South African businesses or 
government agencies. Prime commercial paper 
is typically issued on an unsecured basis only by 
large, financially secure, diversified corpora­
tions, such as the companies on the divestment 
list. Most other companies are unable to issue 
commercial paper unless it is insured or guaran­
teed. Thus divestment would reduce the uni­
verse of companies issuing commercial paper 
and its average quality.

Table VIII shows the distribution of Moody's 
commercial paper ratings for the 152 companies 
on the divestment list and their replacements.
Of the 116 eliminated companies. 78 per cent 
are rated Prime-1, whereas only 67 per cent of 7 
the replacement companies achieve that rating.
Most importantly, of the 152 eliminated compa- g
nies, 75 per cent are rated. Only 28 per cent of 
the replacements are even rated. Divestment 
would reduce substantially the commercial pa- 9, 
per available to cash-equivalent managers.

If divestment prohibits managers from pur­
chasing certificates of deposit from banks that 
make loans to South African companies o f gov­
ernment agencies, 13 of the 15 largest banks and 
64 smaller banks would be affected. Divestment 
would thus reduce the universe of available 
bank CDs to only CDs from smaller, less diver­
sified banks, which would carry more default 
risk.

Conclusion
Divestment restrictions may have a substantial 
impact on the investment management activi­
ties of large portfolios. In general, the restric­
tions will increase investment risk, reduce in­
vestment and diversification opportunities, and 
increase the costs of research, trading and ad­
ministration. And the larger the fund, the great­
er the impact will be. D
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II. THE DIFFICULTIES OF DIVERGENT INVESTING

Hurdle 1: What goals? Everyone involved with a pension fund agrees on 
at least one goal: protect retirement security. But if other goals are added, 
which? Consider goals actually proposed, mainly for state and local funds:

I.In-statc investing—
a] generally; or
b] mortgages (or other investment in housing)—

1] generally, and/or
2] for public employees, and/or
3] for senior citizens, and/or
4] for low- and/or medium-income people, and/or
5] rental housing, and/or
6] cooperative housing, and/or

vii] rural housing, and/or
viii] neighborhood redevelopment;

l0Thc W ash ing ton . D .C .  projections arc from  the testim ony o f  D av id  Eager, director o f  

M c idc ingcr Asset P lanning Serv. consultant to the D .C .  Retirem ent Board, before House 

Com m ittee  orj D .C . .  H canncs on South  A fr ican  Investm ent. 9Sth C on g . 2d Sess. (Jan. 31. 

1984), at 130, 141-2. ~

Th e  data on total receipts and investm ent incom e for state and local funds arc derived  from 

U .S .  D ep t, o f  C om m erce , Bureau o f  Census. F inances o f  Em p loyce -R e tircm en t System s o f 

State and Loca l G overnm en ts , and id .. F inances o f  Selected Public Em p loyee  Retirem ent 

System s (various issues). '  '

" “ It seem s to m e that no one rea lly know s how  to m ake m oney, but w e  a ll kn ow  h ow  to lose 

it. Com m on  sense and hard knocks teach all o f  us e ven tua lly  that one cannot in expectation o f  

satisfactory results or in good conscience serve tw o  masters. I t 's  hard enough to ach ieve 

satisfactory results w hen  focusing all o f  on e ’s energies on m aking m oney; i t 's  almost im possi­

ble when at the same lim e one focuses on other ob jectives— no matter h ow  laudable (hey m ay 

b e ."

From  talk b y  E R IS A  Adm in is trator Robert M on ks . D ec. 7, 1984. M ia m i. F lo rida , on 

“Socia l Investing and Socia l Investing |s i c | . "
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c] small business; and/or
d] venture capital; and/or
e] industry in rural areas.

II.Energy conservation—
a] generally, and/or
b] solar.

III.Environmental protection. x : * -

IV.Equal opportunity employment.
V.Unionization.

VI. Avoidance of alcohol, tobacco .and defense industries (goals 
proposed less often for pension funds than for foundations and 
endowments.)

VII.Avoidance of firms involved with—
a] South Africa or Southern Africa;
b] military activity in Nonhem Ireland;
c] Iran;
d] Libya;
e] Muslim countries generally (because of their treatment of 

women’s rights);
f] Communist countries.

Hurdle 2: Which priorities? The above goals arc so many and so varied 
that they bring to mind the child’s problem in the candy store: "Which do I 
really want?" It may come as a surprise that 12 of those goals were proposed 
by a single group, Governor Jerry Brown’s Public Investment Task Force in 
1981. (It’s hard to believe that the Task Force deliberately omitted Goals 
III-VII; maybe avoiding investments in defense contractors and alcohol is 
not an ethical imperative for California public funds, given that State's 
defense industry and vineyards—swords and plows.) A pending bill in New 
Jersey with important support in the legislature has a similar shopping list.

In fact, the child’s quandary in the candy shop is easy compared to this 
selection or ranking problem, for what is to be done when the goals conflict? 
For example, Morgan Guaranty Bank is involved in South Africa but also is 
the first bank to support black business schools, is a leading lender to 
minority firms and a leading funder for redevelopment in New York ghet­
tos. Avoid or favor buying their stock? Or: Grumman, the largest manufac­
turer of solar collectors and heaters, was involved in foreign payoff scandals 
and is a major defense contractor. Or: Atlantic Richfield, fined by the EPA 
for using leaded gasoline in company cars designed for unleaded only, has 
been singled out by the Council on Economic Priorities as the leading oil 
company in pollution control. Buy? Avoid? Punt?

Hurdle 3: Who decides? Fiduciaries have control of other people's money 
for one reason: they are believed to be capable and trustworthy to further the 
purpose of the fund in question, be that purpose retirement security or 
educational o r . haritable activity. They may or may not have any expertise 
on divergent goals, their views about such goals may or may not be shared
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by many or all or even any of the beneficiaries of the trust, and certainly they 
were not made trustees to further their own social or political views. This is 
a crucial distinction between such trustees, and legislators or other elected 
public officials. (Many state or local teachers’, police and firefighters’ 
funds have some elective trustees, but obviously such persons are selected 
with a single goal in mind.)
- It is blatant abuse of trust for trustees selected to further a specified, 
shared goal, to use their power for personal goals. And if personal goals arc 
pursued to the financial detriment of the trust fund, then the line fades 
between this conduct and plain embezzlement.

Hurdle 4: How decide? This dichotomy between shared goals and per­
sonal goals is not meant to suggest that the only proper goal is the fund’s 

-financial gain. Most obviously, compliance with law is required and expect­
ed: if a corporation is in sustained, flagrant violation of law. avoiding its 
stock seems unobjectionable and, I believe, desirable.12 Rut slippery slopes 
are avoided by setting up specific signposts. For example, J.P. Stevens a 
few years ago was found guilty not merely of repeated, on-going unfair 
labor practices but even repeated contempts of court, and until its com­
mendable change of course, was the leading labor relations outlaw in the 
nation. For a collectively bargained pension fund, it would be hard to take 
seriously any objection to avoiding that stock. But for any trust, such a stock 
could be avoided for several reasons. First, in the J.P. Stevens instance 
there was no lack of clarity, or difficulty in determining the degree and 
uniqueness of the corporate illegality, so there were no information costs or 
burdens of arguing about the specific situation. Second, there was no lost 
opportunity or other investment cost, since that particular investment could 
easily be replaced; the case would be very different were the corporate 
culprit IBM orGE, but t’.tose firms’ being guilty of such sustained illegality 
seems so unlikely that we can leave such a question until, if ever, it arises.

How different the proposition that, for example, a fund should invest 
only in unionized companies: such a sweeping limit would keep a fund from 
holding almost any high technology stock, likely inflicting serious' "s of 
investment earnings. But it would be wro ,g to rush to a sweeping proposi­
tion against sweeping propositions. To bar all alcohol and tobacco stocks, 
for example, has little or no investment implications (because of the modest 
capitalization involved unlike, say, oil stocks); however, such a ban might 
reflect shared views in some beneficiary groups, such as a church endow­
ment. but not in others, such as a pension fund with diverse participants. Or. 
even if there is clear consensus on a divergent goal—say. a state pension 
fund's favoring investment in firms with in-state employees—one must 
always determine the investment implications. For New York’s funds such 
a preference would probably make no discernible difference in which secu-

'• T h e  N o w  Jersey Investm ent C uunc il has adopted a n ew  standard lor its S13-hilliun-as.NCt 

holdings: "g oo d  corporate c itizen sh ip ." Annua l K cpon  l*JS4. p. I I .
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ritics are held, but for North Dakota, a preference for in-state investing 
would shrivel fund eamings and drive up pension costs, driving up taxes and 
injuring economic development instead o( aiding it. I remember one small 
State’s pension investment officer's saying that the only thing worse than 
not investing ih-slate, is investing in-state and losing.

In short, the specific facts of different proposed divergent investments 
make some of'them desirable, some acceptable, and some injurious or 
unfair abuse of fust. If there is doubt about whether an investment is 
prudent, it is unquestionably wrong to go forward, since so many clearly 
prudent alternatives are available. Similarly, if there is doubt whether a 
divergent goal (even one which is not injurious financially) commands the 
necessary overwhelming c'oncutrcnce of the beneficiaries, then it is improp­
er to pursue such a goal.

What of polling the beneficiaries about whether they want to pursue X 
divergent goal? Polling has legal limits, certainly has some costs and possi­
bly large ones, and usually is unfeasible. It would be legal to follow poll 
results if all beneficiaries agree, but it would be illegal to delegate to a mere 
majority the trustees’ responsibility to pursue the shared interest of all 
beneficiaries. Polling would be costly if the beneficiaries are numerous. 
And often polling would be unfeasible because the issue is so complex or 
requires just such investment understanding as to exemplify why we have 
trustees in the first place. Further, even if one assumed a clear issue and an 
adequately comprehending group of beneficiaries, the likelihood is that 
polling secures only such low participation as to preclude any confidence 
about the degree of agreement. For example, when South Africa divestment 
(c> :n if that were clear and understood) for the University of Oregon’s 
endowment was put to student vote there in 1977, almost 95% of the voters 
supported divestment. But the total number of voters was under 10% of the 
university’s 16,000 students, not even counting the future students for 
whose benefit such funds exist and who would be affected far more by any 
new investment policy than the voting students who would be gone before 
the policy took hold.

Perhaps the clearest indication of the difficulty and divisiveness sur­
rounding this question of liow to choose any divergent goal, is the fact that 
Gov. Brown's Task Force divided 23-7 on whether to have California 
public funds take even so modest a step as submitting proxy proposals upon 
request of only 10,000 participants (or 10%).u

Hurdle 5: The lack o f information—corporate responsibility and irre­
sponsible responses by institutional investors: Investment decisions are 
made on the basis of an enormous fiow of audited, comparable, co’ inuing 
data on corporate performance. An entire profession of financia. analysts 
brings trained, experienced expertise to bear on such information. A few

' 'F in a l  Report (O c t. IV K I)  at 54, 62-3.
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nonfinancial goals present no information difficulty, for example, avoiding 
alcohol or tobacco stocks (although even that is not so easy since the 
development of corporate conglomeration). But if a portfolio manager must 
decide whether a corporation has at least 1,000 employees in the state: or 
worse, whether it is engaged in “doing business in or with South Africa" 
(the restriction in Massachusetts and several others places); or still worse, 
whether it docs more than SX of such business (the threshold in the Oregon 
Board of Higher Education resolution is S500,000) . . .  in all such in­
stances, the difficulties are huge. The fact that "there is no systematic 
method for obtaining and evaluating information about the activities and 

^practices of companies in which the funds invest" is deemed ono of the 
prime reasons “the current decision-making framework [for divergent in­
vesting] appears inadequate,” according to one of the best studies advocat­
ing divergent investing.14 A similar study, done by an able organization for 
a California state agency, also emphasized “the incomplete and preliminary 
nature of much of the data available"—“a prerequisite for development of a 
coherent ethical investment policy for just these two issues [EEO and 
involvement with South Africa] requires the gathering of sufficient data 
upon which informed judgment can be based."15

The data gap docs not mean pension fund managers cannot find out about 
General Electric’s relations with EEOC, or General Motors’ relations with 
OSHA. But how decide whether GE or GM is notably good, or notably bad, 
without employing some standard of comparison? Without comparable 
data, investment decisions on non-financial grounds risk being inaccurate 
(and therefore unfair) as well as ineffective; Company A might look good or 
bad on, say, equal employment, only as long as one doein’t know how 
others in its industry or its geographic area arc performing. Producing 
responsible analyses in this area is a considerable task involving substantial 
costs.16

The problem of timely data is pointed up by the fact that months before 
release of that able group’s report for California, listing Coca-Cola as a 
"bad" investment because of its activity in South Africa without agreeing to

IJColtm an & M e tzen baum . Investing in Ourselves (M ass. Socia l &  Econ om ic  O ppon u : iiy  

Council Task  Force. June 1979). at 29.

l!Council on Econom ic  Priorities. A  S tudv  o f  Investm ent Practices and Opportunities 

(I9S0 ). at 6tJ. 144. 159-60.

' 'T h e  Council on Econ om ic  P riorities ' study o f  political in lluencc and lobbying  b y  m ilitary 

contractors cost $75,000; its study o f  nuclear pow er 's  im pact on job  creation (in one locale!) 

cost $292,000; its m uch-praised study o f  paper com pan ies ' po llu tion  practices cost $50,000 

(and that was back in 1969-1970).

A lthough  responsible "soc ia l perform ance" data arc cos tly , they can he deve loped  and 

certainly I jo in  in be lie v in g  they should be. But this w ill occur o n ly  if  groups, instead ol 

seeking pub lic ity  about being " s o c ia lly  responsib le ." try to im plem ent that goal b y  jo in ing  w ith  

major com panies and m ajor institutional investors, to bring us socia l perform ance data that 

could be used to supplem ent tmuneial analysis. W e  need the econom ies o l scale i f  such data are 

to be sound and routinely a va ila b le , the only  w a y  such data can he used properly and inashe 

mailer.
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the Sullivan Principles, Coca-Cola had switched its position—in response 
to a shareholder proposal—and signed the Principles. Worse, as late as 18 
months after that switch, the group was still handing out a summary with 
Coca-Cola at the top of the list of sinners, without even oral correction in at 
least one large meeting, presumably in many.

In short, the goals can be pursued only at information costs which them­
selves injure net investment results; or cannot be pursued; or can be pursued 
only incompletely and episodically, producing efforts to reward corporate 
responsibility or punish corporate irresponsibility on bases that are closer to 
random than to prudence.

Hurdle 6: Inviting conflicts o f interest: To the extent that the divergent 
investments are aimed to benefit—or bring pressure on—firms or ventures 
situated in the same locality or industry as the pension fund, consider what 
kinds of investments are likely to occur: those with political appeal, and 
often those that raise acute conflicts of interest. If a construction union 
invests in mortgages to finance a construction project on which its members 
will have jobs, can we be confident that the projects will be selected by 
neutral criteria? If state and local pension funds are to invest in lc.al 
projects, then (once we abandon the discipline of seeking market returns) 
won’t there be enormous maneuvering for the pension fund dollars, with 
politics replacing market return as the determinant? Fiduciaries who are 
faithless or unclear about their duty can always find ways to use trust assets 
to their own benefit.

Politics are the right measure of who gets into office and how public 
policy issues are resolved. Contrast the safeguards surrounding political 
decisions (pork-barTcl or not) as against what will happen when the bees 
gather around the pension fund honey pot. Not even the strongest and most 
representative pension board will have as much independence, as much 
political balance of countervailing forces, as a legislature. And rarely if ever 
would a pension fund investment decision have as much public visibility 
and relative comprehensibility as dccisions bcing forged in the legislature.

Hurdle 7: How hold the fiduciaries accountable? When the only goal is 
maximizing investment returns at a prudent level of risk, evaluating how 
well the trustees have done (in setting investment policy and selecting and 
overseeing the money managers) is easy. Not as easy as measuring the size 
of a room, but we have recognized methods and expert, independent firms 
to evaluate investment performance. How do we evaluate the portfolio 
managers’ performance, if we diverge from traditional prudent investing 
with its sole focus on investment return? How evaluate success or failure in 
furthering the divergent goals? In short, the pension fund engaging in 
divergent investing is likely to become captive to whatever interests have 
muscle—whatever form their strength may take—to shape the choice of 
divergent goals and the selection of specific investments. As everyone who 
has ever dealt with money managers knows well, however strong or weak
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their investment performance, they are always deft at salesmanship. When 
performance is not strong, they will unfailingly explain that it was not their 
own limitations but the result of . . .  whatever scapegoats are available.

If trustees cannot evaluate their money managers and the beneficiaries 
cannot evaluate their trustees, there is no accountability. Accountability is 
the only effective safeguard against self-serving, negligent or incompetent 
fiduciaries.

Hurdle 8: For all those difficulties and costs-and risks, in anything 
gained? Possibly. But usually not, even when prudent financial standards 
are put aside in favor of hidden subsidies for the divergent goal, as exempli­
fied by numerous union and public funds’ special mortgage investing during 
recent periods of scarce mortgage financing (see below, section IU.B). And 
where prudent financial standards arc maintained and investments arc made 
on market terms, many observers believe that our capital markets operate so 
efficiently that the favored divergent goal ends up with no more support than 
it would have gotten anyway.17 Since I believe our markets are essentially 
efficient but less than wholly so, 1 am confident that there may be gains even 
if, for example, a state fund makes in-state mortgage investments on market 
terms, especially if it docs so in periods when very little mortgage money is 
available.

If greater emphasis is to be placed on local investing or other new criteria, 
two simple steps will assure both protection of retirement security and 
effective pursuit of the collateral goals. First, the public fund should never 
buy privately placed securities (or other investments) in which its stake is 
larger than 50% at maximum, with the balance being purchased on the same 
terms by other tax-exempt institutions. That assures against investments 
resulting from improper influence, and also against inadequate analysis. 
Second, public funds themselves lack adequate staff or expertise to go 
beyond recognized investment criteria. New York's Comptroller Edward

n Sce Langbe in . 5 5. above . S ec  also L itvak . Pension Funds and Econom ic  R en ew a l, at 13 

( "D e ve lo pm en t Investing in N am e  O n ly " )  (Council o f  State Planning Agen c ie s . 1981); and see 

m y Shou ld  Pension Funds be U sed  to A ch ie ve  "S o c ia l "  C oa ls . 119 Trusts & Estates 26. at 26- 

27 (N o v . 1980; last o f  three pans. S e p t . -N o v . IPSO). T h e  foolishness o f  trying to use pension 

investm ents as a tool for econom ic deve lopm ent is pointed up b y  the ca tchdy -cn titled  1978 

book "T h e  N o n h  W il l  R ise A g a in .” aimed at rev iv ing  N e w  England and the upper m idwest b y  

local investing o f  local funds. T h e  book was a good read as fiction : us unreality is ana lyzed  at 

119 Trusts &  Estates 22. n. 8 (Sep t. I9S0). N e w  England has risen again rem arkably, nut the 

“driv ing  force has been education . W e  have 260 colleges in N e w  Eng land . 65 in the Boston 

area a lone. I t 's  been the w e llspn n g  o f  our entrepreneurship." Bank o f B os ton 's  c h ie f econo ­

mist Jam es H o w e ll exp la in ing  N e w  Eng land 's  gain o l 222.UOO jobs between 1975-80. W a ll S t. 

Journal. N e w  En g land 's  B ig  R ecovery ; Th e  'M o s t  Spectacular" E ven t (in the h is lorv o f  

W estern  capitalism !.’ . D ec . I d .  1984. p. 37.

Loca liz in g  pension investing also runs the risk o f  retaliation b y  local funds e lsewhere. San 

A n to n io 's  w e ll known  M a yo r  H enry C isneros warned N e w  Yo rk  C ity  businessmen o f this, 

assuring them  he did  not lecl venge lu l but that a popular bum per sticker in Ins reeion was 

"Fo rge t the 55 -nu le -per-hour speed lim it— d n v e  6U and trecze a Y a n k e e ."  N e w  Yo rk  T im es . 

Sun Belt 'R e v e n g e ."  January 27. 1982.

41



V. Regan has proposed that more local investing can be done and done well 
if state agencies expert at, e.g., development, will assemble packages of 
appropriate investments and bring them to groups of private and public 
institutional investors.

Last, the sheer indirectness of many of the efforts to invest to pursue 
divergent goals, must be faced. For example, there are a few small mutual 
funds (long in business but never significant in asset size) aimed at “socially 
responsible" investing. Pax World Fund, sponsored by officials of the 
United Methodist Church, is always mentioned and is obviously aimed at a 
goal we all share. But how much peace is promoted by a fund averaging S3 
million (never over $13 million ,1 its 13 years)? It has produced results for 
the firm operating it, an annu j* expense ratio of about 1.6%, unequaled by 
few if any other mutual funds. It has produced poor investment returns, an 
annual average of 11.9% for five years, compared to 13.2% for the average 
similar fund (Lipper, balanced funds). Wouldn’t everyone involved (except 
the firm managing the fund) be better off with direct contributions to 
charities working for peace or, say, feeding and educating children the 
world over?



1. Factual context
We may take it as a fact that Americans abhor apartheid. 1 personally am 

certain as a matter of morality, politics and history, that American compa­
nies cannot “do business as usual" involving South Africa, and that Ameri­
can investors cannot do investing as usual in South Africa-involved firms.

The question is not whether any steps shall be taken, but only what steps 
may help move the situation away from the abhorrent.

Institutional investors have been involved in more controversy over this 
issue than any other non-financial one. Some spontaneous efforts and some 
nationally organized ones have arisen in periodic waves since 1961 on many 
college campuses and, since about 1980, in several state legislatures and 
city councils. Many foundations, churches and charitable organizations 
have also grappled with this issue. Much more than on the other issues noted 
in this paper, there is here overwhelming rhetoric and unusual impatience to 
consider facts. And no other issue generates such emotion—and. on unfor­
tunate occasions, such racial divisions—as this one.

Since 1961, when student drives for divestment began. U.S. firms' fixed 
investment in South Africa has risen about 50 times. Even adjusted for 
inflation, so great a rise indicates to some people that the divestment drive is 
farcically futile, to others that it is needed more than ever. As of 1982. U.S. 
firms’ fixed investment there was S2.3 billion, just at cost values;20 that is 
about ilVo of all foreign fixed investment, about 3% of all investment

B. South Africa-Involved Investments

:<>Th is  w as d o w n  from  S2.6 b illion  tw o  years curlier, according to the U .S .  Com m erce D ept. 

Som e m ay attribute the drop to d iver.m cn t pressures, others m ay attribute it to the depressed 

slate o f  the econ om y in IV X I -2  in both countries, and to s tra ight-forwardedly com m ercia l 

decisions to w ithd raw , like C h rys le r 's .
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there.21 In addition, our financial institutions had loaned over S3.6 billion to 
South African borrowers, and U.S. investors were estimated to hold about 
S8 billion of shares in South African firms, bringing the total U.S. financial 
stake there to over S14 billion, second to Great Britain’s. In contrast, total 
South African assets in the U.S. were estimated to be only S200 million as 
of 1978. Our exports to South Africa totaled SI.4 billion in 1979, S2.45 
billion in 1980, S2.9 billion in 1981, S2.36 billion in 19S2 andS2.11 billion 
in 1983. That means about 60,000 jobs in the U.S.; each SI billion of U.S. 
exports supports about 2S,000 jobs here.22 We have unilaterally embargoed 
arms sales to South Africa since 1962, and have sold nothing there for 
nuclear power operation. Our imports from South Africa include 82% of our 
platinum, 879b of our vanadium, 48% of our chrome, 45% of our manga­
nese, 13% of our gold and 67% of our industrial diamonds. We arc South 
Africa’s third largest trading partner, after Japan and Great Britain.

As for how many U.S. companies do business in South Africa, not only is 
there constant tlux but different sources report substantially different fig­
ures, wildly different in one major instance.

•  One authoritative source, Arthur D Little. Inc. in October 1984 named 
281 companies, including at least 31 with 10 or fewer employees; but the 
report noted also that as many as 40 more were believed to belong in the list, 
bringing the total to about 320.23

• The most thorough study of the investment ramifications of divest­
ment, published in December 1984 by a major investment firm managing a 
“South Africa-free’’ portfolio for the District of Columbia Retirement Sys­
tem, listed 229 companies.24

• But a month later, the authoritative Investor Responsibility Research 
Center published a list with over 287 companies.25

• Another investment study (February 1983) by a major investment firm 
managing such a portfolio for Michigan State University, listed about 270 
companies.26

21 Unless otherwise indicated, the L 'S -S A  data arc from D av is . Cason and H o v c y , Econom ic  

D isengagem ent and South A fr ica : Th e  Effectiveness and Feas ib ility  o f  Im plem enting Sanc­

tions and D ivestm ent. 15 L a w  &  Pol. In t 'l . Bus. 529 (19X3) (advocating divestm ent) and 

C h c tlle . T h e  L a w  and P o licy o f  D ivestm ent o f  South A fr ican  S lock , id. at 445 (contra1.
" E x p o r t  data from  U .S .  Dept. Com m erce. Job  figure from U .S .  Dept. C om m erce , In t 'l .  

T rade A d m in .. Export Factshcet (D ec . 20, I9S2).

: , E ich lh  Report on the Signatory Com panies to the Su llivan  Principles, pp. 2, 12 and 42-4 

( 1984)'

: J \Vngncr. Em k in  and D ixon  (o f W ilsh ire  Associates), South A fr ican  D ivestiture: T h e  

Investm ent Issues. F inancial Ana lys ts  Journal 14 ( N o v . -  Dec. 1984).

::IIR R C  Directory o f  U .S .  Com panies w ith  Operations in South A lr ic a  (1985).

^ 'T r in ity  Investment M anagem ent C o rp .. Structuring Portlo lios Irom a South  A fr ic a  Free 

Un iverse  (Feb. 1983).
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•  But one month later, the District of Columbia’s study by a major 
pension consulting firm listed 201 companies. 27

•  And that same year, three advocates of divestment said "approximately
6,000 U.S. companies do business in South Africa,” relying on the most 
prestigious study, “Report of the [Rockefeller Foundation] Study Commis­
sion on U.S. Policy Toward Southern Africa: Time Running Out.”28

Two points emerge. First, while a core of companies maintain a presence 
in South Africa, many others come and go, acquiring subsidiaries and 
selling them, so that even a fund determined to avoid South Africa-involved 
companies must either compromise significantly in light of information 
difficulties, or risk highly imprudent portfolio turnover and costs—or both.

Second, does it make sense to treat a company maintaining a presence in 
South Africa, regardless of size or amount of business, as more supportive 
of apartheid than a company with no office or employees there but making 
major imports or exports? For example, Boeing has fewer than 10 employ­
ees in South Africa; considering its products, does its presence matter less 
than, say, Coca-Cola? If Boeing had no office in South Africa but still sold 
planes there, wouldn’t it still matter a great deal? GM and Ford have plants 
in South Africa, but the leading sellers of cars there are the Japanese. Does it 
make any sense to divest GM and Ford stock, but allow unrestrained 
investing in South Africa’s leading trading partners, Japan and Great Brit­
ain? What of the New York Times, Washington Post and American Broad­
casting company, with offices there but not even Sullivan Signatories? 
(They may be distinguishable, though Time and I doubt it.) How can the 
advocates of blunderbuss divestment attack companies that are in South 
Africa, almost none of them doing even 17o of their business there, but at 
the same lime allow investing in American companies importing from 
South Africa or using—and so keeping up the price—of South Africa’s 
platinum, vanadium, manganese, chrome, and gold? And, after all, how 
allow investing in the securities of the most important American institution 
involved with South Africa, the U.S..‘GQVcmmcnt?

Clearly, the determined South Africa-free investor ends up cither keeping

:7M e id in ge r A sse t Planning S erv ices . D .C .  Specia l Investm ent S tudy : South  A fr ic a  Propos­

al (M arch  3 1. 1983).

W h ile  there were earlier c lfnrts to ana lyse d ive s tm en t 's  investm ent im plications, they 

(except lor T r in ity ’s, supra n. 26. and perhaps unpublished ones) cither utterly ignored relative 

riskiness, liqu id ity , m anageab ility, e tc .: o r treated such crucial aspects o n ly  w uh  a verbal 

acknow ledgm en t, or o n ly  in part; or were s im p ly superhcial. For exam p le , one published in 

1979 w as "h e a v i ly  q u a lif ied " b y  us author in testim ony later that same year because "im portan t 

procedural, legal and econom ic im plications have not been e xa m in ed ." U N A  Pension Report­

er. D ec. 17. 1979, p. A-19. reporting on A n d re w  R u d d 's  testim ony about his D ivestm en t ol 

South A fr ican  F.quities: H o w  K isk v/ . J. Port!. M e t .  ( "p r in e  19791. p. 5. -  

• 'T h e  Com m ission  was chaired h y  Ford  F o u n d a '-in  President Franklin  A .  Thom as; it was 

published in 19X1 h y U n iv . C a li l .  Press. Th e  l9X.t article using the o.llllO ligure is D av is . 

Cason and l lo v e y .  m /irti. n. 21.
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money in the mattress or making major compromises, questionable not 
merely in policy and logic but also in fairness. Dubious compromises 
•. ecome indefensible if more sensible alternatives to absolutism arc avail- 
af • md being used.



ATTACHMENT III

E X C E R P T : THE REGENTS REPORT OF THE UNIVERSITY OF CALIFORNIA —  

TREASURER'S REPORT ON SOUTH AFRICAN INVESTMENTS -

JUNE 1985

R e g a r d i n g  d i v e s t m e n t  i t s e l f ,  m a n y  d o u b t  w h e t h e r  s e l l i n g  a c o m p a n y ' s  

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

r e c o m m e n d a t i o n s  to a c o m p a n y ' s  m a n a g e m e n t .  W h e n  a n  i n s t i t u t i o n  sells, 

o r  d i v e s t s ,  t h a t  b l o c k  of  s e c u r i t i e s  m e r e l y  p a s s e s  f r o m  o n e  h o l d e r  to 

a n o t h e r  o r  to s e v e r a l  o t h e r s .  W h i l e  t h e r e  c o u l d  b e  a t e m p o r a r y  d r o p  in 

t h e  s t o c k ' s  p r i c e  (if a  l a r g e  b l o c k  of  s e c u r i t i e s  w e r e  s o l d  q u i c k l y ,  

w i t h  f e w  i n t e r e s t e d  b u y e r s  i n  t h e  m a r k e t ) ,  t h e r e  w o u l d  b e  n o  a d v e r s e  

e f f e c t  on  t he c o m p a n y  i t s e l f ,  u n l e s s  it w e r e  t r y i n g  to r a i s e  c a p i t a l  at 

the time b y  s e l l i n g  n e w  s h a r e s  i n  the m a r k e t .  In  a d d i t i o n ,  b y  

d i v e s t i n g ,  tha t  s h a r e h o l d e r  h a s  r e l i n q u i s h e d  a l l  f u r t h e r  c o n t r o l  it 

m i g h t  h a v e  e x e r t e d  o v e r  the c o m p a n y ' s  c o n d u c t ,  and, in  f a c t ,  its s h a r e s  

c o u l d  be  p u r c h a s e d  b y  i n v e s t o r s  w i t h  l i t t l e  or  no i n t e r e s t  in s u c h  

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

le s s  t h a n  o n e - f i f t h  of the t o t a l  s h a r e s  h e l d  in  c o m p a n i e s  o n  the N e w  

Y o r k  S t o c k  E x c h a n g e ;  to be t r u l y  e f f e c t i v e ,  a l l  c o r p o r a t e  p l a n s ,  

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

i n v e s t o r s  w o u l d  a l s o  h a v e  to b e  p e r s u a d e d  to d i v e s t .

C l i f t o n  P.. W h a r t o n ,  Jr., C h a n c e l l o r  of the S t a t e  U n i v e r s i t y  of  N e w  

Y o r k  a n d  C h a i r m a n  of the B o a r d  of  T h e  R o c k e f e l l e r  F o u n d a t i o n ,  s t r o n g l y  

b e l i e v e s  tha t  U.S. c o m p a n i e s  s h o u l d  w i t h d r a w  f r o m  S o u t h  A f r i c a ,  b ut
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feels " s t o c k  d i v e s t i t u r e  is at b e s t  a s i m p l i s t i c  s y m b o l i s m  ... A s i d e  f r o m  t h e i r  

b r i a r  p u b l i c i t y  v a l u e ,  d i v e s t i t u r e  c a m p a i g n s  i n f l i c t  n o  ' p u n i s h m e n t 1 o n  S o u t h  

A f r i c a . "

H e  g o e s  o n  to s u g g e s t  that to h a v e  a n y  r e a l  m e a n i n g ,  s u c h  a g e s t u r e  m u s t  be 

be s u p p o r t e d  b y  a t o t a l  b o y c o t t  of a!3. p r o d u c t s  e i t h e r  m a n u f a c t u r e d  b y  c o m p a n i e s  

d o i n g  b u s i n e s s  in S o u t h  A f r i c a  or  m a d e  f r o m  m i n e r a l s  t h e  U.S .  p u r c h a s e s  f r o m  

S o u t h  A f r i c a .  T h i s  w o u l d  a f f e c t  a l m o s t  e v e r y  a r e a  of  o u r  d a i l y  l i v e s ,  f r o m  

t y p i n g  p a p e r s  o n  I B M  w o r d - p r o c e s s o r s , to w a s h i n g  w i t h  P a l m o l i v e  s o ap, to w e a r i n g  

.-.iamond r i n g s  a n d  g o l d  j e w e l r y ,  to d r i n k i n g  C o k e  a n d  P e p s i .  F e w  p e o p l e  a r e  

p r e p a i e d  to u n d e r t a k e  s u c h  a c h a l l e n g e ,  .10 m a t t e r  h o w  s i n c e r e  t h e i r  i n t e n t i o n s .

A p a r t  f r o m  a l l  e c o n o m i c  a n d  p o l i t i c a l  g o a l s ,  t h e r e  a r e  t h o s e  w h o  f a v o r

a i v e s t n e n t  as a p u r e l y  m o r a l  g e s t u r e ,  b e l i e v i n g  t h a t  a n y  i n v o l v e m e n t  w i t h  an  

i m m o r a l  s y s t e m  is in i t s e l f  i m m o r a l .  T h e y  b e l i e v e  S o u t h  A f r i c a  s h o u l d  b e  h e l d  

up as  a p a r i a h ,  t o t a l l y  i s o l a t e d  f r o m  w o r l d  a f f a i r s  u n t i l  a p a r t h e i d  is 

d i s m a n t l e d .  H o w e v e r ,  t h e r e  is c o n s i d e r a b l e  s e n t i m e n t  a g a i n s t  thi s  typ e  of 

s t a t e m e n t  as s i m p l y  a " w a s h i n g  of A m e r i c a ' s  d i r t y  h a n d s " ,  w h i c h  s e r v e s  o n l y  to 

3 s s u a g e  o n e ' s  o w n  c o n s c i e n c e  a n d  d o e s  n o t h i n g  to i m p r o v e  the s i t u a t i o n  i t s e l f .  

M a n y  of  the i n s t i t u t i o n s  ir o u r  s u r v e y  e x p r e s s e d  t h i s  s e n t i m e n t  in f o r m u l a t i n g  

t h e i r  p o l i c i e s .  R e s p o n d i n g  to the d i v e s t m e n t  a r g u m e n t  t h a t  it is i n a p p r o p r i a t e  

£01 a u n i v e r s i t y  to r e l y  u p o n  e a r n i n g s  so " t a i n t e d "  b y  t h e i r  s o u r c e ,  Y a l e  

U n i v e r s i t y  w r o t e :

"It is o ur b e l i e f  thac U.S. b a s e d  c o m p a n i e s  h a v e  

an o p p o r t u n i t y  to i m p r o v e  the s i t u a t i o n  in  S o u t h  

A f r i c a  a n d  as a s h a r e h o l d e r ,  Y a l e  is in a 

p o s i t i o n  to u r g e  a c o m p a n y  to u se t h a t

o p p o r t u n i t y .  If Y a l e  s i m p l y  s e l l s  its h o l d i n g s

in s u c h  a c o m p a n y ,  it l o s e s  its s t a n d i n g  to 

r a i s e  e t h i c a l  q u e s t i o n s  r e g a r d i n g  s o c i a l  

r e s p o n s i b i l i t y ."
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ATTACHMENT IV

DIVESTMENT POLICIES OR ACTIONS OF VARIOUS STATE 

INVESTMENT BOARDS AND RETIREMENT SYSTEMS



Institution
Size of 
Fund

Z Invested 
in Cos. Doing 
Business in 
South Africa

Divestment Action 
Tyjxj of Rill or 

/'mount Security Year Partial Policy

New York City 
Employees' 
Retirement System

$ 9.0 bill. 9Z passed a P
resolution

for 5-year
divestment
plan to
begin 11/85

Subject to the exception of car-ivmles vivose 
activities in di Republic of South Africa 
or Namibia signii.. mtly prrr.Dte efforts to 
abolish apartheid, and pending further legal 
and financial injjut, tlie System will divest 
itself and not invest tliereafter in any 
caipanies that operate in the Republic of 
S.A. or Nanibia or any banks tliat extend 
credit to their gcvcmncnts. Adherence to 
progress in executing Ihc Sullivan Principles 
are used as a guideline for determining 
which ccrpanies will be sold.

New York State 
Teachers' 
Retirement 
System

$13.8 bill. 20% -0- No written investment policies regarding South 
Africa; Proxy Camdttce votes in favor of 

ccnpaniea supporting Sullivan Principles, 
but against measures calling for tlx: carpany 
to witlidnrv from South Africa.

Oregon Public 
EkqpLcyees' 
Retirement System

No details 
provided.

Opposed to social investing for political 
purposes.

Retirement System 

c£ Alabama

No information 

provided



X Invested 
in Ccs. Doing Divcstment Action

Institution
Slr.c of 

Kind
Business In 
SouLli Africa Amount

;iypc of 
Security Year

Kill or 
Partial Poldcy

Canrcrwealth of 
Pennsylvania State 

Employees1 
Retirement System

$ 4.7 bill. 211 -O- Opposes divestment legislation currently 
before State Asstnbly. Ho specific South 

African policy, but Board vote3 a : all 
questions and Issues of ccnnxmity interest, 
moral and social concern.

Florida State 
Board of 
Administration

$ 8.0 bill. 321 -0- Received legal opinion of General Counsel, 
confirmed by State Attorney General, tliat 
investment decisens oust be made on financial, 
not social or ethical, criteria.

Maryland State 

Retirement and 
Pension Syr ena

$ 4.7 bill. 162 -0- Completing a study at the request of state 
legislature.

Massachusetts Stafo 
Employees' & Teachers' 
Retirement System & 
Pension Reserve 
Management Board

$ 3.0 bill. -0- $100 mill., CD's 1984 F Subject to State law prohibiting investments 
In coipanics tliat do business in Soutli Africa.

Minnesota State 
Board of 
Investments

$ 8.0 bill. 202 —0- Opposed past divestment legislation due to 
concern w e r  expected negative financial 
impact. Board does vote for 6harcliolder 
resolutions regarding companies' policies in 
South Africa and may consider sponsoring their 
cwn resolutions in die future.



PUBLIC FUNDS

Iistitutlcn

Size of 
F\md

1 Invested 
in Cos. Doing 

Business in 
South Africa Amount

Divcsbrent Action

Type of Rill or
Security Year Partial Policy

State o£ Chio 
Public Brplcr/ees' 
Retirement System

$ 9.5 bill. H.A. - 0 - Opposed to social investing.

State of Washington 
Investment Board

$ 5.8 bill. I l l Believes divestment clearly violates tT U 3 t  

cannon law and the prudent person low and has 

passed a motion in response to divestment 

legislation that states "the Board is opposed 

to any legislation uhich divests or prohibits 
investments that are not in the best economic 

interests of tlje beneficiaries".

State of Wisconsin 

Investment Board

$ 7.5 bill. 281 - 0 - • 0[>pose3 legislation currently Ixifore State 
House Ways and Means Cannittc-e requiring 

divestment over a three-year period.

State Teachers' 

Retirement System 
of California

$13 bill. N.A. - 0 -

.

Social criteria, to the extent available, should 

be considered after all financial criteria have 

been satisfied. M w i  there is evidence of grave 

social injury and nil other renedieo to correct 
its practices or policies have failed, divestment 
or nc new investment should be considered, if 
consistent with Gound investment practice.



i n  Ga s .  IX i i i i,-; _  i i i « .  . . .  i ;> j ..
SJw«; of Business in 'i'y|)j ol ini 1. <_>.

In-tirutirn Rial South Africa /.-.sil -.C Security Y..;.r Piutjnl. R/ilcy

State of California 
.Public Enployccs' 
Retirement System

$24.4 bill. 50% of equity 
portfolio 
20% of bend 

portfolio

-0- Ihe Board expects companies uiio operate in 
countries where serious Inman rights violations 
occur to work toward elimination of those 
violations through every reasonable and legally 
permissible means. Sliould satisfaction of die 
Board's criteria by any canpany not be adequate, 
it will consider wliat actions to take, including 
shareholder resolutions, or as a last resort 
liquidation of holdings, if sale is consistent 
with sound investment policy.

State of Georgia 
Retirement Systems

$ 6.5 bill. 17% -0- Opposed to pending divestment legislation 
as a "violation of the basic trust relationddp 
that exists between die Rind's Tii’stees aid die 
ultimate beneficiaries".

State of Michigan 
Employees' Retirement 
System

State of Michigan is not subject to state law 
forcing divestment. Would not report any 
information in reply to our letter but lias 
made some 6ales of securities, based on 
selective divestment-type of policy.

State of New Jersey 
Division of Investment

$12.7 bill. 20% -0- Operates under the State's prudent man rule; 
recognizes diat good corporate citizensliip 
enliances die financial prospects for a corporation 
and conversely, diat poor corporate citizenship 
detracts frcin sudi prospects. Soudi African 
issues are considered oil a case-hy-cnse basis, 
widi compliance to Hie Sullivan Prirciples one 

factor in their determination.


