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I n t r o d u c t i o n

social investing is a movement that advocates incor­porating social and environmental considerations, as well as financial factors, when making investment d' cisions. The most recent incarnation o f this move- m mt is the initiative by state legislatures to force public pension funds to sell their holdings o f com ­panies doing business in Sudan. The effort to divest Su Ian-linked stocks began in 2004 after the U S. gi em inent cnaractenzed the lolling and dtsplace- in it in Darfur province as genocide.' Riding on the coattails o f the success o f  the Sudan effort, state legislatures have now targeted Iran, with a goal o f "terror-free" investing. The emotional appeal o f  such actions is powerful. Over 2 million civilians have been displaced and more than 2 0 0 ,0 0 0  slaughtm J  in Darfur since 2003/ And Iran refuses to back away from its pursuit o f  nuclear weapons.’ But strong ar­gum ents also exist against using public pension plans to accom plish foreign policy goals.This brie f explores the current world o f social investing, the recent efforts regarding the Sudan and Iran, the likely impact o f social investing on the target firm s, and the reasons why such activity may be inap­propriate for public pension plans.

W h a t  Is  S o c ia l I n v e s t i n g ?  

H o w  M u c h ?  W h o ’ s D o i n g  I t?

Social investing takes three primary forms i) screen­ing (either excluding "bad" companies or including "good" companies); 2) shareholder advocacy; and 3) com m unity investing The Social Investment Forum (SIH , a trade group o f social investors, reports that at he end o f  2005, in terms o f assets under inanage- rn •> t, screening is by far the most prevalent approach (See Figure 1). Significantly less is involved in share­holder advocacy, and com munity investing ,u ti"ity is tiny
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>999 ‘54 >•343 1.497
2001 140 QC '-J O 2,010
2003 >5> 1.992 ■>.'43
2005 >79 1.506 1.685
Source: C en te r  for Ret ir ement Research at Boston Co l lege  (2006).

The Social Investment Forum reports that as o f tlie end o f 2005. mutual funds with social screens held S179 billion and that socially screened "separate accounts," which are managed for individuals and institutional clients, held S i .506 billion (see Table 1). The SIF  calculates that these totals am ount to y .4 percent o f all public and private assets under manage­ment,The bulk o f tlie money in separate accounts (80 percent) is the assets o f public pension funds (see Figure 2). And screening is pervasive among public funds. The SIF  numbers suggest that, in 2005, S i .2 trillion o f public pension fund assets were screened by som e criteria. These screened assets accounted for 45 percent o f total state and local pension holdings 111 that year.'1

■ Public pension funds
□ Corpora te
□ Re l ig ious
□ Foundations
□ End ow m en t s
□ I losp ita ls/hea lth care
□ Other institutions
■ I ligli net-worth individuals

The screens vary by the natum o f the customer.As o f  2005, by far the most popular approach for m u ­tual funds was a negative screen for tobacco; alcohol came in second; gam bling third.5 But the pattern for institutional separate accounts, which is dominated by public plans, is quite different. For these accounts, the MacBride Principles (relating to fair hiring in Northern Ireland), H um an Rights, tlie Environment, and Equal Employment Opportunity ranked among the top social concerns (see Figure 3).
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Note that almost none of the screened money is held 111 private sector defined benefit pension funds ’ These private plans are covered by the Employee Retirement Income Security Act (ERISA), and right from the beginning the Department of Labor has stringently enforced ERISA's duties o f loyalty and prudence.7 In 1980, the 1 hief administrator of the Department o f Labor's pension section published an ini!'2p ,it'al article that warned that the exclusion o f investment options would be very hard to defend under ERISA's prudence and loyalty tests 5 And a 1994 Interpretive Bulletin reminded fiduciaries that they are prohibited from subordinating tlie interests o f participants and beneficiaries to unrelated ob)ec- lives Thus, ERISA  fiduciary law has effectively constrained social investing in private sector defined benefit plans.10 Social investing is a public pension fund phenomenon.
Source'. Social Investment Forum (2006).
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R e c e n t D e v e l o p m e n t s  -  

S u d a n  a n d  N o w  I r a n

During 2005, and therefore not reflected in Figure 3. state legislatures in Arizona, Illinois, Louisiana, New Jersey, and O tegon passed legislation related to com panies with operations in Sudan." Since then some states have branched out to include Iran. And M issouri has taken the lead in initiating an entirely “terror-free" investment policy. Am erican com panies have been barred for some time from doing business in either Sudan or with states considered sponsors o f  terrorism according to the U .S . State Department (Cuba, Iran, North Korea, Sudan and Syria).12 But 111 .1 world of global investing, U .S . investors can have a link to Sudan or "terror states" through foreign stock holdings. Such foreign holdings would be most af­fected by the recent state legislation
SudanAs o f  August -’.007, eighteen states haw passed laws regarding divestment o f state pension and other funds from Sudan (see Figure 4).'' Divesting is not Oa*/; however. State and local pension funds tend to invest in global indices, so ‘he exercise involves identifying the com panies with links to Sudan and then constructing a Sudan-free index that m im ics established benchmarks.Generally, the states have asked then money managers to figure out which stocks have a Sudan link. Money m anagers, in turn, have left it to the social investing firms, such as KLD Research and Analytics, Institutional Shareholders Services, and the Conflict Securities Advisory Group to identify vorn- pames involved in Sudan. KLD originally said that 124 companies were on its Sudan list, including eight American com panies.14 The social investing firms re­fuse to make the nam es public, however, since that is how they earn their m oney/’ And apparently, the lists are not definitive. Som e com panies appeared on the original KI.D list even thorn'll they were not actually doing business in Sudan. And for at least one, }M , its involvement was the result o f a U .N  purchase o f  Scotclishicld Ultra Safety and Security Film to protect embassy and mission windows from explosions, a transaction that was authorized by the federal govern­m ent.IbThe Sudan Divestment Task Force (2007) pub­lishes a more tightly targeted list, recom m ending the divestment o f only 28 com panies. These are compa-
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Sources. National Conference of Stale Legislatures (2007); Of fice o f Missouri Stale Treasurer (2005); Sudan Divest­ment Task Force (2007); State of Aiizona (.005), State of Arkansas (2007). and State of Louisiana (2005 and 2007)
nics that 1) do business with the Sudanese govern ment; 2) provide little benefit to the disadvantaged ot Sudan; and 3) have not developed policies to pievent their business activities from inadvertently contribut­ing to tlie government’s genocide capability.Fund managers take the Sudan-link list and at­tempt to construct “Sudan Free" funds that m im ic popular benchmarks. This step is also a challenge. According to the c hief investment strategist .it North­ern Trust, whose fund tracks the M organ Stanley Capital International Europe Australasia Far East index (M SGI EAFE) index, constructing a “Sudan- free" index will require divesting 25 com panies or 9 percent o f  assets.1’Despite the challenges involved, public funds have moved $2.2 billion away from Siidaii-iinkcd com pa­nies between 2003 and .’ "0 7  ,8
IranMore recently, "terror-free" investment has been pick ing up steam. The primary targets are com panies doing business in Iran.19 As noted above, U S. coin- panic ave long been barred from operating ill Iran, but more than 200 multinationals have investments there, from Royal Dutch Shell and France's telecom- m um cations-equipm ent com pany Alcatel to Sweden's electronics com pany Ericsson.20
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O n June 8, 2007, Florida's governor signed a Sudan and Iran Divestiture bill into law. Florida fol­lows other states with regard to Sudan, but is the first to enact divestiture legislation for com panies doing business with Iran.*' Louisiana, which had passed "terror-free investing" legislation in 2005, permits —  but does not require —  divestment. Arizona, which also passed legislation in 2005, only requires tlie public retirement system to disclose investments in terror-linked com panies. In Illinois, the state Senate passed an Iran divestment bill on June 14, 2007 which would compel the state's five retirement systems to divest Iran-connected com panies in energy and other natural resotu es.22 California, Georgia, Kansas, M ichigan, M issouri, New Jersey, New York, O hio , Oklahom a, Oregon, Pennsylvania, and Texas are also considering adopting Iran-free investing (see Figure 5)/*I f  some o f the bills are passed in their broadest form , institutions r be forced to sell S18 billion
' ' 1 W I I I I . .. 11 H All.
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Souu'o National Conference of State l egislatures (2007). Oilice of Missouri State Treasurer (2005); State of Arizona (2005), and Suite o f louisiann (2005 and 2007)

in investments.*4 Selling all Iran-related securities would add substantial risk to an indexed interna­tional equity portfolio. State Street Global Advisors (SSgA), Boston, has had preliminary conversations with clients about Iran divestments. SSgA  estimates that if  all companies with ties to Iran were removed from Morgan Stanley's EAFE index and replaced with similar performing com panies, it would introduce a tracking error o f up to 200 basis points, compared to the tracking error on a typical index o f  between five and 10 basis points.25Some state legislatures, however, are lim iting the scope o f divestiture to energy-related stocks, arguing that such action is likely to be most effective in curb­ing terrorist activities-. Narrowing the scope greatly reduces the number o f stocks and am ount that would have to be sold.26Iran is a more politically complicated issue than Midan Sometim es promoters o f  “divest Iran" suggest that the effort is aimed at Al Qaeda.27 But Al Qaeda is an enemy without a state and therefore difficult to target. In addition, the U .S , government is nol enthusiastic about the effort, because it is working on its own initiative with allies to curtail business transactions tied lo nuclear activities and support for terrorism. Treasury and State Department officials have expressed concern that broad-based divestiture could cause a backlash i f  allies feel that a wide range o f companies is under attackDespite the complexities involved with Iran, some states have gone even further and are pursu­ing “terror-free" investing, which extends the scope o f  the boycott to all the countries on the U .S . State Department's State Sponsors o f Tetrorism list, which includes Cuba, Syria, and North Korea. Missouri has been al the forefront o f this movement. The Stale Treasurer claim s that at least 500 big foreign com pa­nies and multinationals do at least som e business in countries identified as sponsoring terrorism.29 The Treasurer's goal is to have all Missouri's investments "terror-free," although the state legislature has not yet passed divestiture legislation for the state pension funds.,0 Anti-terrorism bills have been enacted 111 Arizona, Florida, and Louisiana.Given thesubstanti.il amount o f soc ial investing by public pension funds, it is useful to consider the likely impact o f  such activity on the targets o f  the so­cial screen and the likely impact on the pension funds 'hemselves.
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I n v e s t i n gThe ac3cir m iterature suggests that social screens are hkeh >o ave very little impact on the target company' e I that the impact on the pension fund depends o ihe scale o f  the screen.
Impact on Targeted Company

T h e S h  »eport suggests that social investing will have a fi ancia! impact —  that investors are putting their m< uey to work in ways that will build "a better, more st, and sustainable economy." The academic literati on the stock market, however, suggests theopposi \nd a com prehensive su r.ey  on the effecto f  the South African boycott —  the largest and most visible <o< lal action — docum ents virtually no effect, st.c  .esting the real wor, I lirrors the textbook m del.Atcoruit g to standard finance theory, the price o f  any stock equals the pro ent discounted value o f expected future cash flows. Thus, the st ck o f  a particular firm has a lot o f close substitutes, v Inch makes the dem and curve lor a par- tic ila r stock, in econom ists’ terms, almost perfectly elastic.5' That is, even a big change in quantity de­manded will lead lo only a small change in price. And any significant •viation from the fundamental price would represent i profitable trading opportunity that market participants would quickly exploit and thus correct.54 In other words, boycotting tobacco stocks or international comp mies domg business in Sudan or Iran may result in a temporary fall in the stock price, but as long as some buyers remain they can swoop in. purchase the stock, and make money. And the buyers are out there. The "Vice Fund," which was established in Septem ber 2002, specializes tn only four sectors — alcohol, tobacco, arm s, and gam bling, and thus stands ready to buy the stocks screened out o f  standard portfolios,11 Thus, the textbooks suggest that boycotting tobacco com panies or international com panies doing business in Iran is unlikely to have any impact 011 the price o f  their stocks.A 1999 study took a com prehensive look at how equity prices responded to sanctions and pressures for firms lo divest their holdings in South Africa.14 The conclusion that em erges from a series o f event studies is that the anti-apartheid shareholder and legislative boycotts had no negative effect 011 the valu­

ation o f banks or corporations with South African operations or 011 the South African financial markets This is not to say that the boycott was not important politically, but merely that it did not impact financial markets. The study looks at pressure put on firms from both congressional action and divestiture by pension funds and universities.The bulk o f  the congressional action occurred 111 1985 and 1986, when the U .S . government passed legislation im posing trade embargoes, currency sanc­tions, and lending restrictions. Most importantly, tlie Com prehensive Anti-Apartheid Act o f  19S6 prohib­ited new private or public loans to South Africa othei than for humanitarian purposes. To test the impact o f  this prohibition, the study identified ten important legislative events leading up to the 1986 Act and ex­amined their impact on a portfolio o f  nine banks with South African loans. The results showed few sig­nificant effects on bank stock prices and where significant they were o f the wrong sign.Pension funds and universities also put pressure 011 corporations. Pension fund involvement in the South African issue began when a number of churches threatened to divest from banks doing business in SoUfh Africa. In 1977. the first iteration of the "Sullivan principles," which called for non segregation of races and equal pay for equal work, was adopted 111 the hope that by adhering lo these principles, companies could continue doing business in South Africa and at the sam e time promote non­discrimination policies.15 But many lelt that the Sul­livan principles did not go far enough, so Reverend Sullivan called in 1987 for companies to withdraw completely from South Africa. Many funds began to divest themselves even o f  companies that had fo! lowed these principles.11' The study looked at the effect of 16 pension fund divestments on a portfolio ot firms with the highest exposure in South Africa.The results showed no evidence that tie* pension fund divestment announcements hurt firms with mator South African operations.In short, financial textbooks characterize the de­mand curves for individual stock as infinitely elastic, so the price o f  the stock o f a targeted company is u n ­likely to be affected by a boycott so long as additional buyers remain to scoop up the profit opportunity.The fact that an effort as large as the boycott o f firms doing business in South Africa had virtually no effect 011 stock prices suggests that the financial effect of social investing 011 target firm - is roughly zero

I n je c t in g  p o l i t ic s  i n t o  p e n s io n  p o l ic y  

is  p r o b le m a t ic .

S-
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S la te  a c t io n s  »  
f e d e r a l  f o r

I m p a c t  o n  th e  P e n s io n  F u n d

But does social investing affect the pension fund ad­versely? Modern portfolio theory states that investors should diversify their asset holdings over a variety o f securities, so that the returns on all financial as­sets do not move in lockstep.’7 The question is hosv many securities are needed for the portfolio to be efficient? The answer is that an investor needs only 20-30 stocks to construct a fully diversified portfolio.’8 The small num ber o f required stocks suggests that elim inating, say, tobacco, which accounts for about 1 percent o f the market capitalization o f the S&P 500, should leave enough securities to construct som e­thing very, very close to the market index. As the num ber excluded increases, it would become increas­ingly difficult to duplicate the market,I11 terms o f  evidence, considerable research has compared the risk-adjusted return o f screened port­folios to the return o f  unscreened portfolios. Most o f the studies cover the period since the mid-1980s.Overall, the results show ----------- . . .  ■ ,that the differences in nsk-adjusted returns be­tween the screened port­folios and unscreened __________________  _______portfolios are negligibleand in most cases zero .10 A few studies have focused on the effects o f divestiture o f tobacco stocks in the 1990s and show that the risk and returns for the S&P 500 with and without tobacco stocks were almost identical.'1In addition to com paring the performance ol screened portfolios to the S&P soo , several studies have examined the performance o f  social investment funds relative to the S& P 500. I he Dom ini Social Index includes 400 U .S . com panies that pass m ul­tiple and broad-based social screens, and the Calvert Social Index is a broad-based index including G59 com panies the majority of these studies show that socially screened funds have no significant effect 011 risk-adjusted returns. 44I- contrast, the evidence from the early days o f the South Africa divestiture suggested that screening out stocks meant large losses. For example, 111 the 1970s, Princeton University reported that the stocks that had been excluded because o f South Africa ties outperformed other holdings by 3 percent.'”  As time- passed and researchers undertook more com prehen­sive studies, the conclusions shifted. For example, one study examined the performance o f a South-AI-

rica free portfolio compared to an unscreened NYSE portfolio for the period 1960-1983 and found that, after adjusting for risk, the portfolio excluding South Africa com panies actually performed better than the unscreened portfolio.''4 The positive results occurred because com panies with South Africa ties were large and excluding these com panies increased reliance on small-cap stocks, which performed better on a risk-adjusted basis during this period. During the late 1980s, the results were also mixed. O11 the one hand, a 1998 study analyzed data from the Surveys o f State and Local Employees (PEN DAT) from the early 1990s and found no significant effect on returns from restrictions on South Africa investm ents.45 On the other hand, the S& P 500 including South Africa stocks performed slightly better than the index with­out the stocks, and one study o f public pension plans found that South Africa restrictions had a negative ef­fect on returns.4" T h us, a large divestiture movement could have some negative etfect on returns earned by public plans.   ----------- ■   Another aspect
n , , that has received less1C?y c o n f i c t  w i t h  attention is the admin*

t i g n  p o l ic y .  istrative costs o f  social_________________________investing. It is possiblethat social investing is associated with higher fees and therefore has lower net returns because additional resources are required by fund managers to do the screening. The 2003 SIF Report concluded that socially responsible funds ap­pear as competitive as other funds when it comes to administrative costs. I fowevc-r, others challenge this view by pointing out that som e of the large cap social index funds have above-average fees.47 Moreover, in the case of Sudan and Iran, constructing new indices to match existing benchmarks involves substantial costsIn short, theoretical models o f  portfolio choice im ­ply that restricting the portfolio to socially responsible investments could have an effect on the rate o f  return by lim iting the ability to diversify. Given the large number of stocks available, however, the cost —  us­ing traditional asset pricing models — is likelv to be negligible. The bulk o f the studies, which compare risk-adjusted returns for socially screened portfo­lios to those o f  unrestricted portfolios, supports this claim . Although a "terror-free" effort as large as the South African divestiture may have had some effect.'8 And administrative costs may be an important issue.
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P u b l i c  P la n s  A r e  N o t  S u i t e d  

t o  S o c ia l I n v e s t i n g

In ihe late 1970s, soinc observers identified the large and rapidly growing funds in state and local pen­sion plans as a m echanism  for achieving socially arid politically desirable objectives. The initial debate fo­cused on attempts to exclude from pension portfolios com panies with specific characteristics, such as those with almost totally nonunion workforces or invest­ments in South Africa. The focus quickly shifted to undertaking pension investments that would foster social goals such as econom ic development and home ownership.'19 Advocates generally contended that the broader goals could be achieved without any loss o f return.Early reports, however, suggested that the tar­geting did involve sacrificing return, for example, a 1983 study o f state-administered pension funds showed that many states had purchased publicly or privately insured mortgage-backed pass-through securities to increase homeownership in their state.'0 Analysis o f tiie risk/return characteristics o f thesetargeted mortgage ,------ ------------------------------------investments revealed ,that 10 states cither DlVCStWlCnt CCMinadvertently or delib- COStly, a n derately had sacrificed ______________________________________as much as 200 basispoints to foster homeownership. Similarly, in 1992, Connecticut's state pension fund lost $25 million attempting to shore up Colt Industries, The firm went bankrupt two years after the fund bought a 47 percent interest in an attempt to protect Connecticut lobs.5’ In Kansas, the state pension fund lost between $100 and S200 million on defaulted loans from an in-state investment program that included a chain o f video stores, a steel m ill, and a failed savings and loan b an k .’" State and local pension funds were on a naive and dangerous p ath ."The losses in the 1980s and early 1990s .vere a sharp wake-up call to a number o f public pension fund managers who appeared to believe that they could accomplish social goals without sacrificing returns Over the last 20 years, the rhetoric associ­ated with targeted investments has changed mark­edly. Public pension fund managers, sensitive to the potential for losses, go out o f  their wav to make clear that they are no longer w illing to sacrifice returns for social considerations: almost every definition o f  social investing includes a requirement that the investment produce a “market rate ol return,"

In the recent debate regarding Sudan and Iran, trustees o f public plans have spoken out opposing such initiatives, Administrators at California's large public pension funds — CalPERS and C alST E R S — oppose the California bills requiring divestiture. A CalPERS spokesman said that determining which companies have dealings with Iran would be a struggle: "We don’t necessarily have the resources or the expertise."''4 Similarly, the executive director o f Massachusetts' Pension Reserves Investment M an­agement Board, which invests public plan assets, said "You lure us to make you money, and when you restrict our ability to pick stocks, you likely restrict our ability to get returns."'5 Ohio's legislature initially considered following the Missouri model making investments "terror-free" by filtering out all stocks with links to North Korea, Syria, Sudan or Iran, The pension fund administrators argued that the measure would affect stocks ol more than 170 com panies and require the funds to sell more than $9 billion. A d ­ministrative costs would exceed $00 m illion .'6Moreover, legislative mandates for pension fund investing m^y have implications elsewhere in the state. For example, 1:1 the case o fO ln  > the "terror--   -----  -  ■ —  free" investing billv.ould have roped 111 com panies such as I londa, Daim erClirsy , ler A G , BridgestoneCorporation, Siem ens, and Thyssenkrupp A C , all o f which had inve t- ments in O h io .5" The pension funds estimated these companies employed more than 45,00c workers. In response, the legislature narrowed the scope of the ef­fort and decided to go after onlv those • onipanies with more than $20 million in Iran's energy sector.’ 'Most importantly, three aspects o f  public pension funds make them particularly ill-suited vehicles for social investing.First the decision-makers and the stakeholders are not the same people. The decision-makers are either the fund board or the stale legislature. The stakeholders are tomorrow's beneficiaries and/or taxpayers. I f  social investing produces losses either through higher administrative costs or lower returns, tom orow 's taxpayers will have to ante up or fiitur- re­tirees will receive lower benefits. The welfare of these future actors is r  t well represented 111 the decision- making process.Second, whereas the investment practices ol many large public funds are first rate, other boards are much less experienced The boards o f smaller

be c o m p l ic a te d ,  

in e f fe c t iv e .
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lands often consist o f  between five and eleven people including mayors, treasurers, comptrollers, city councilors, union leaders, and citizens. The process is often conducted behind closed doors and subject to little public scrutiny. Moreover, many state and local plans are still run in-house and involve the selection o f  individual stocks rather than broad-based indices.A front page New York Times article reported that po­litical money som etim es affects pension investment decisions. As a result, pension boards may overlook excessive fees or high rates o f turnover, and they may approve inappropriate investm ents.59 Introducing divestment requirements into such an environment is problematic.The final issue is the slippery slope. T his round o f  divestment began with Sudan and involved only a few stocks. It is quickly spreading to Iran, where the issues are even more complicated am ‘he number ofcom panies substantially greater. I f  “ terror-free" investing gams m om entum , what is going to stop the spread to. say, Saudi Arabia, original home o f 15 o f the 19 hijackers involved in the 9/11 terrorist attacks? At som e point, the administrative costs o f  broad-based divestiture will balloon and excluding large numbers of companies will definitely hurt returns.

tion regarding social investment was unconstitutional on grounds that it overlapped with federal regula­tions.61 Statements by officials at both Treasury and the State Department make clear their concern that a broad-based divestiture could disrupt the govern­ment's effort.But even assum ing that divestment is an effective mechanism to stop genocide and reduce terror risk and that state legislatures and pension fund boards are the right place to make foreign policy, the issue remains whether pension funds are an appropriate vehicle for im plem enting that policy. The answer seems unquestionably "no." The decision-makers are not the people who will bear the brunt o f  any losses: rather they will accrue to future beneficiaries and/or taxpayers. In many instances, the environment sur­rounding public pension fund investing is politically charged and encouraging public pension fund trust­ees to take "their eyes off the prize" o f the m axim um  return for any given level o f risk is asking for trouble. And finally, boycotting com panies doing business with particular countries is a lippery slope —  today Sudan and Iran, tomorrow Saudi Arabia.
C o n c l u s i o n

Everyone is horrified by genocide, and no one wants to support terror. Yet even those who sell socially responsible funds admit that the issue of divestiture is complex. "You have lo ask yourself what your goal is with divestment. What's there it the government falls? Is there a government there th.it will take over and be better? I f  the companies that pull out provide money, goods, and services, is there an understanding that will make the people poorer in the short run?"'10 Yes, ihe regime changed 111 South Africa, but many South Africans say that it was the cultural boycott — particularly in sports —  rather than the divestiture 1 if  companies with South-Afvica-linked activities that resulted in the peaceful ascendance o f  Nelson M an­dela as president,01I11 addition to tlie issue o f effectiveness, the fundamental question is where foreign policy should he made, Sudan does not raise as many issues in this regard as Iran. The State Department is work­ing closely with foreign governments lo get specific com panies to stop selected activities, particularly in Iran's energy sector. Additionally, 111 more than one instance, federal courts have ruled that state legisla-
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1 Actually, as early as 2000, many college endow­ments and public pensio; funds, including CalPERS, did not participate in the initial public offering o f PetroChina. because o f its involvement in oil extrac­tion in Sudan. See Fried (2000).
2 Am nesty International (2007) and Hagan and Pal­lium (2c o 6).3 U .S . Department ofTreasury (2007).
4 The Federal Reserve Flow o f  Funds reports total assets for state and local pension plans o f  $2,701.5 billion in 2005.
5 The majority o f  funds (64 percent) use 5 or more screens; the remainder are divided between those with a single screen (25 percent) and those with 2-4 screens (11 percent).
6 Multi cmployei plans have made a few efforts to stimulate demand for union labor, especially 111 the construction trades. And some health t ire com pa­nies and hospitals screen for tobacco. Hut generally very little social investment has taken place. The Social Investing Forum (SIF), however, has reported that nearly 10 percent, or $157 billion, of screened assets arc in corporate defined benefit plans It was impossible lor the author to ferret out where this money was. The only corporation mentioned by SIF was the Federal H om e Loan and Mortgage C 'ora­tion (Freddie Mac). Since Freddie Mac invc most ot its money in hom e mortgages, it is not clear how it is involved 111 social screening. In a personal com m u­nication, S lF ’s Joshua Hum phreys said that there are other corporations that are not included on the list, but SIF  refused to give out any additional names.

7 ER ISA  requires a fiduciary to act "solely in the interests o f  the Iplan) participants and beneficiaries... for the exclusive purpose" o f  providing benefits to them. A fiduciary must also act "with the care, skill, prudence, and diligem e" of the traditional ''prudent m an." See I angbein. Stabile, and Wolk (200b)8 L a n o ff(1980).9 U .S  Department o f Labor (1994).
10 Som e com panies offer tlieir employees one or

more mutual fund options that pursue social in­vesting criteria. Such an option docs not raise any fiduciary concerns because the decision is left entirely to tlie participant.
11 The New Jersey legislation requires its pension funds to divest holdings in businesses that have equity stakes in the Sudan. A sim ilar bill in Illinois, enacted in June 2005, provides that a fiduciary should not transact any business with a company doing business with Sudan, allhough in February 2007 the Federal District Court for the Northern District o f Illinois ruled this act unconstitutional. Oregon also passed such a law for its public pension funds, while Louisiana legislat'an permits, but docs not require, divestiture o f investments linked to tlie Sudan.

12 U .S , Department o f  State (2007a), I 11 1997, President Clinton issued an executive order barring companies from conducting business in the Sudan; foreign businesses do not fall under thut restriction.
1} For example, Texas legislation, signed into law 011 June 15, 2007, will require both the Teachei Retire­ment System and tlie Texas Employees Retirement System to ask affected companies to cease business in Sudan and lo divest shares o f  unresponsive com pa­nies. The Hawaiian Employees’ Retirement System was required to divest from Sudan-related invest­ments when legislation went into effect July 1st. In Connecticut, legislation enables the Treasurer to di­vest slate funds invested in companies doing business in Sudan or decide against further or future invest­ments Nineteen other states have pending d iv s t  ment legislation or are t.iKing other actions towards divestment. For example, the New York State C om p ­troller adopted a targeted Sudan divestment policy for the New York State Com m on Retirement Fund.

14 Filed (2.006).
is A KI D employee told u s  that KI D sells their compliance list to institutional money manage is who are interested 111 social divestment and that it is not 111 the company's best interest to allow outside organiza­tions to obtam their list in whole or 111 part KLD also would not provide information about the American companies on the list. This information was obtained through a personal com m unication with K LD ’s Randy O'Neill
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16 Fried (2006). In a personal com m unication, 3M’s Jacqueline Berry also confirmed the sale o f the Secu­rity Film to the United Nations.17 Fried (2006) and a personal com m unication with Northern Trust's Priya Khetarpal.
18 Pichardo (2007).19 The U .S . H ouse Financial Services Com m ittee on May 23, 2007 passed legislation that would protect public pension funds and their money managers Tom litigation in response to Iranian divestiture.
20 King (2007).21 The new law requires the State’s Board o f  A dm in­istration to contact com panies with business ties to Sudan and with energy ties in Iran, asking them to stop such activities; unresponsive com panies would have to be divested 9 0  days after the com m unication. See Pensions and Investments (2007a)

22 Pensions and I :veatn:entr (2007b).23 The California legislation, which was proposed in January and as o f  July is still in com mittee in the state senate, would force two o! the nations largest pension funds —  for Ihe state's public employees and teach­ers, with com bined holdings o f S400 billion — to remove their money from any foreign company doing business with Iran. See Abdullah (20^7).
24 Pichardo (2007)
25 See Pichardo (.'.007); and also confirm ed by a personal com m unication with SSgA ’s Gary Conway. Also, according to Northern Trust Global In v c '-  ments, com panies doing business in Iran com prise about 25 percent o f  the M SC I EAFE index, compared to about 15 percent with ties to Sudan.26 W hen narrowed, the num ber o f companies involved declines from 100-123 to the 19-23 range.In California, for example, CalPER S would have to divest $8 billion if a bill introduced by Joel Anderson is passed. If narrowed to com panies only with energy interests in Iran, the divestiture requirement drops to $2 billion. See Pichardo (2007)
27 LaFranchi (2007).28 See U S. Department o f  Treasury (2007); U .S . Department o f State (2007b); and M cKinley (2007).

29 Karmin (2007).30 See Frick (2007).31 For a summ ary o f the literature on testing the ex­tent to which the supply curve is elastic, see Munnell and Sunden (2003).
32 The caveat is, o f  course, that potential buyers m ust not think Ihe sale (purchase) reflects a negative (positive) assessm ent o f the firm’s financial condition or business prospects that could affect future cash flows. I f  potential purchasers believe that the seller is disposing o f the stock because lie knows something adverse they do not, they will revise down their as­sessment o f the stock's value, and the transaction will reduce the price o f  the stock.33 Apparently the Vice Fund lias grown at 20 percent annually since its inception, outpacing the S& P ’s growth o f  16 percent. At first blush, these results appear to contradict the conclusion that screening has no impact, but the period under consideration is far too short for these numbers to have m eam ngfu' implications. See Authors (2007)

34 b oh, Welch, and W.i2zan (1999)35 During the 1970s, as opposition against the apart­heid government increased, social activists charged that companies investing m South Africa indirectly supported the government and its discrimination policies. In an initial effort to resolve the conflict, tlie Reverend Leon Sullivan 111 1977 introduced a set of guidelines for com panies doing business 111 South Africa, the so-called "Sullivan Principles." By 1987,127 U .S . com panies had signed on to the Sullivan principles (Auerbach, 1987).
36 For example, CalPKRS divested itself of S9.5 bil­lion worth o f shares o f companies holding a South African subsidiary. Pressure to divest and a worsen­ing economic and political environment in South Africa led many com panies (IBM, Exxon, Ford, C M  and Chrysler) to sell their holdings. See Teuli, Welch, and Wa/.zari (1999)37 An asset can be c haractci'i/.cd by its expect< . return and (lie risk associated with that return, measured by the variance in returns. The risk o f a specific asset can he broken down into two parts: risks that are unique to that stock (firm tisk) and risks that stem from market-wide variations such as business cycle variation, inflation, and interest rate fluctuations
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(market risk). W hen assets are combined in a portfo­lio. the return on the overall portfolio is given by the average return o f  the assets. And the risk associated with the portfolio is determined by the variance o f  the individual returns and the degree to which the indi­vidual returns vary togetl r (covariance) Thus, by com bining assets into a portfolio that have differing risk characteristics, an investor can create an efficient portfolio —  a portfolio that is expected to acfiieve a given level o f expected returns while m inim izing risk.
38 Assum e .111 investor plans to divide his money am ong n stocks selected from the entire market port­folio. The portfolio variance is given by
Portfo lio _ . , ,, average

va r ia n ce f t-  i / n ) * average, 
covariance

m

As the number o f securities in the portfolio increases, the contribution to total risk from the individual firm- specific risk decreases and the contribution fror how the risks vary in relation to tnCh other (covariance) increases. Thus, as the num ber o f  securities in­creases, the overall portfolio variance a,jp: aches the economy-wide risk, represented by the second term in the equation. With 2 stocks in the portfolio, h alf o f  the overall variance is due to firm specific risk and half o market risk. By the time a portf lio contains to securities, 90 percent o f  the portfolio's variance should be determined by the market ris! W uh a 20 stock portfolio, 95 percent o f the variance should be determined by the overall market risk. See Brearlcy and Myers (1988).
39 Rudd (198') a n J Grossm an and Sharpe (1986) argue that the investor will not be able to exactly duplicate the market portfolio, because the screened portfolio W ’i) have relatively greater covariation in te- turns. Rudd also argued that social investing will in- troduce si e and other biases into the portfolio, which will lead to a deterioration in long-run performance
40 Guerard (1997); I lam ilton, |o, and Statman (1993); Statman (2000); Bauer, Kocdijk, and Ottcn (2002); Dhrymes (1998), and Bello (2005). A similar result has been found for bond portfolios (D'Antomo, Johnson and Hutton, 1997).4 ! DiBartolom co (2000). In the late 1980s and early 19 90s, tobacco stocks performed slightly better tlun the S&P 500 but during the second half o f  the 1990s the tobacco slocks underperformed the S& P 500 on a risk-adjusted basis (Social Investment Forum, 1999;

and Ferrari, 2000). However, the overall effect o f divesting tobacco stocks should be small because they only account for about i percent o f the S& P 500.
42 Kurtz and DiBartolom co (1996); DiBartolomeo and Kurtz (1999); DiBartolom co (1996); and Bello (2005). Some critics o f these results contend that the comparable returns reflect the fact that the screened funds invest a higher proportion o f  their assets in small cap slocks. Small caps have out-performed large caps over the period 1995 to 2007 by more than 3 percentage points (10.9 percent versus 7.8 percent). The discrepancy since the trough in the market in 2002 has been even greater (20,0 percent versus 11,0 percent). Bello (2005) contends, however, that the sizes o f the com panies in the screened and unscreened portfolios are very similar.

43 Malkiel (1991).44 Grossm an and Shaipe (1986)
45 M unnell and Sunden (2001)
46 Romano (1993) t7 Hit key (2000).
48 A recent study (Karolyi, 2007) o f terror-free investing concluded that there were no significant differences 111 risk or return o f stock portfolios screened 011 the basis o f  their operations in countries designated as state sponsors o f  terrorism and the S& P 500 This study, however, focused exclusively on U S. markets, where very few firms do business 111 terror- linked countries. The author notes th"*t “ Broadening tlie analysis to incorporate 1 global investment strat­egy may render different results and conclusions "
49 Two books were instrumental to broadening the social investing debate—  Rifkin and Barber (1978) and Utvak (1981)
sc Munnell (1983).51 Schw um ner (1992); and Langbein, Stabile, and Wolk (2006).52 W hite (1991).53 In their initial forays into economically targeted investments, public pension fund managers generally
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did not appear to recognize the "Catch-22” nature ol the exercise. For the most part, the goals o f  increas­ing in-state housing investment and m axim izing returns are inconsistent in the United States’ highly developed capital markets. Any housing investment that offers a competitive return at an appropriate level o f  risk, such as a G N M A , does not need special consideration by public pension plans nor would such consideration increase the long-run supply o f mort­gage loans. Investments by pension funds that would increase the supply o f  housing funds must by defini­tion either produce lower returns or involve greater risk. Sophisticated advocates o f targeted investments recognized the efficiency ol the market for housing finance and argued that pension funds could make a contribution through innovative forms o f housing finance. But that was not what was going on in 1983; the in state mortgages purchased by public pension funds tended to be conventional fixcd-rate 30-year mortgages. See M unnell (1983).54 M cKinley (2007) and also confirm ed by a personal com m unication with CalPE R S' Brad Pacheco.
55 M ishn. (2006).
56 King (2007).
57 O hio Retirement Study Council (2007),
38 King (2007).59 Walsh (2004).
6 0  The com m ent is from Julie Gorte. director ol social research at Calvert Investments (Fried, 200b).
61 Anthers (2007)
62 S te rn  (2007).
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in  P riva te  M a rk e ts

S o v e r e i g n  W e a l t h  F u n d s  a n d  t h e  W o r l d  E c o n o m y

Robert M . Kimmitt

1 n  1953, e ight years before its indepei ience from the U nited  Kingdom , 
K uw ait es tab lished  the  K uw ait In ves tm en t B oard  to invest its surplus 
oil revenue. That w as pe rhaps  the first-ever “sovereign w ealth  fund" 
( s v v f) ,  a lthou gh  the  te rm  w ould  no t exist for a n o th e r  50 years. S vvfs 
are large pools o f  capita l contro lled  by a g o v e rn m e n t  an d  invested in 
private markets abroad. Today, they are grow ing rapidly in both  num ber 
and size.Twelve s w f s  been established since 2005, and  altoge ther  svvfs  
control roughly S2.5 trillion— a figure now grow ing , according to som e 
estim ates , bv Si tr illion a year.

T h e s e  d e v e lo p m e n ts  sh o u ld  n o t  cause a la rm , b u t  they  d o  raise- 
leg itim ate  policy questions. G o v e rn m en ts  shou ld  consider the im pli­
cations o f  sv vf s’ g row ing  im portance  w ith  ca lm  and  precision. M any  
concerns, aired frequently  in policy debates an d  p ro m in en tly  in the 
media, have been exaggerated, in part because o f  a lack o f  understanding 
o f  s w f s  and o th e r  vehicles for sovereign investm ent. A fuller picture o! 
s v f s ’ history, purpose, size, growth, and broader systemic implications is 
needed . S uch  an u n d e rs ta n d in g ,  a long  w ith  a set o f  c lear policy 
p r inc ip les  fo r  b o th  s vv fs  and th e  co un tr ies  in w h ich  th ey  invest, will 
help preserve op en ness  to foreign inves tm en t and  p ro m o te  financial 
s tab ili ty  w o rld w id e .

Roiikk i iM K i m m i t t  is DeputySecrcraryoi’rhe U.S. Department01 
the Treasury.
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T H E  F O U R  S O V E R E I G N S

T o  f r a m e  this policy discussion, it is useful to differentia te a m o n g  
four kinds o f  sovereign investment: international reserves, public pension 
funds, s ta te -o w n e d  en terp rises ,  a n d  s w f s . In te rn a t io n a l  reserves, as 
defined by the  In ternational M o n e ta ry  F und  ( i n  f ) ,  are external assets 
th a t  are controlled by and  readily available to  finance m inis tries  and 
central banks for direct financing o f  in ternational paym ent imbalances. 
C oun trie s  typically keep reserves on hand  to cushion an export shortfall 
o r  to  in tervene to defend  the  currency in a financial crisis. Reserves are 
by definition invested in highly liquid and  marketable securities, w hich 
usually m eans highly ra ted  indus tr ia lized -coun try  governm ent bonds.

Public  pension funds are in v es tm en t vehicles funded  w ith  assets 
set aside to m eet the  g o v e rn m e n t’s fu ture  en ti t le m en t ob ligations to 
its c i t izens . P ub lic  p e n s io n  fu n d s  d iffe r  from  sv vf s  in th a t  th e y  arc 
d e n o m in a te d  and funded  in the local currency, usually w ith  relatively 
low  exposure to foreign uoacts. H ow ever, it is expected th a t  pension  
funds will increasingly invest abroad, in some cases using national s w f s  
to  m anage  th e ir  assets.

• S ta te -o w n ed  enterprises ( so rs )  are com pan ies  over which the  state
has s ignifican t control, th rou gh  full, majority, or significant m inority  
ow nersh ip . S o f.s  can them selves u n d e r tak e  foreign investm ent. 1 his 
ca tego ry  includes a w ide variety of entities, inc lud ing  m anufac tu ring  
and  financial firms.

Finally , s w f s  are genera lly  d e f in ed  as g o v e rn m e n t  in v es tm e n t  
vehicles  fu n d e d  by foreign exchange  assets an d  m anag ed  separa te ly  
from  official reserves. S w f m anagers  typically have a h igher to lerance 
for risk and  seek h ighe r  re tu rns  than  d o  official reserve m anagers .

Sw fs generally fall in to  tw< categories according to the source of the 
foreign exchange assets. C o m m o d i ty  s w f s  are funded  by com m odity  
exports  th a t  are e ither ow ned  o r  taxed by th e  governm ent, d  hose 
funds serve different purpose inc lud ing  fiscal revenue stabilization, 
in tc rgenera tiona l saving, and  b a lancc-o f-paym en ts  sterilization (th a t  
is, keep ing  foreign exchange inflows from stoking  inflation). G iven  the 
cu rren t ex tended rise in com m odity ' prices, m any funds initially estab ­
lished for the purposes o f  fiscal stabilization o r  ba lance-o f-paym ents  
s teriliza tion  have evolved in to  in tc rgenera tiona l savings funds.
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N o n c o m m o d i ty  s w f s  arc typically  es tab lished  th ro u g h  transfers  
o f  assets from  official foreign exchange reserves. Large ba lance-o f-  
paym cnts  surpluses have enabled n o n c o m m o d ity  exporters  to transfer 
“excess’’ foreign exchange  reserves to s tandalone  in ves tm en t funds 
th a t  can be m an ag ed  for h ighe r  returns. N o n c o m m o d i ty  funds often  
arise from an exchangc-rate  intervention involving a dom estic  liquidity 
increase th a t  has to be ab so rbed  by issuing do m estic  d e b t  to  avoid 
unw anted  inflation. T h e i r  net return depends on the difference between 
the yield earned on investments and the yield paid on  domestic debt.'I he 
assets o f  th is ty pe  o f  s w f , accordingly, m a y  be th o u g h t  of m ore  as 
bo rro w ed  m on ey  th an  trad itiona l wealth.

G iven  th a t  sovereign in ves tm en t takes these d iffe ren t fo rm s, w hy  
has there  been so m u ch  focus on  s w f s  alone? F irst, s w f s  ap pea r  to be 
set for rapid an d  p e rh a p s  p ro longed  grow th . S econd , s w f s  raise issues 
th a t  also bear on  o th e r  types of sovereign in v es tm e n t— financial- 
m arkc t issues, w h ich  also relate to in te rna tiona l reserves and public 
pension funds, an d  in ves tm en t issues, w hich  also relate to  sons.

s w f s : t h e  i s s u e s

S vvfs  h a v e  existed in a n u m b e r  o f  places— not on ly  Kuwait bu t also 
A bu  D h ab i  and  S in g ap o re— for over 25 years. W h a t  is rem arkable 
today is the increase in th e ir  nu m b er  and size. T h e re  are now, by  som e 
d e f in i t io n s ,  as m a n y  as 40  d i f fe re n t  s w f s . E s t im a te s  id th e  size of 
s w f s  are h indered  by the fact th a t  they are o f ten  n o t  transparen t,  but 
the IM F  approx im ates  th a t  s w f  assets are to day  so m ew h ere  be tw een
S i .0 trillion and  $ 2.0 trillion. Projections of the ir  fu ture  size are also 
uncer ta in , as th e  value of s w f s  depen ds  heavily on  c o m m o d ity  prices 
and exchange-ra te  policies. How ever, a n u m b e r  of private financial 
institu tions have e s t im a ted  th a t  s w f  assets will reach S io-S i^  trillion 
by 2015.

W h e th e r  these are considered  large o r small figures d ep en d s  on  
the m etric  used. I f  one  wishes to  m ake s w f s  appear large, one  can 
note th a t  the cu rre n t  m arke t capita lization o f  the s&p 500 is rough ly  
S12 trillion. I ( one  w ishes to m ake them  ap pea r  small, one  can note 
that S12 trillion is on ly  a fraction o f  the es tim ated  S190  trillion in total 
global financial assets. S w f s  can also be co m p ared  to o th e r  investor
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classes. O n c e  again, i f  one wishes to m ake s w f s  appear large, on e  can 
no te  th a t  hedg e  funds m anage an es tim a ted  $ 1.5 trillion. It one w ishes 
to m ake  th e m  appea r sm all, o n e  can  no te  th a t  assets m an a g e d  by 
m a tu r e -m a rk e t  in s titu tional inves tors  (such as p e n s io n  funds an d  
e n d o w m e n ts )  are abou t $53 trillion .

T w o  p o in ts ,  however, arc inescapab le  regardless o f  th e  m etric . 
T h e  first is th a t  s w f s  arc a lready  large e n o u g h  to be system ically  
significant. T h e  second is th a t  they  are likely to  grow larger over tim e, 
in bo th  absolu te  an d  relative term s, w h ich  calls for a discussion of the 
issues this g ro w th  m ay raise for the  in te rna tiona l financial system.

T h e  first issue to consider A w h e th e r  the fo rm ation  of s w f s  p e r ­
petuates undesirable underlying m acroeconom ic and financial policies. 
C learly, it is critical th a t  n o n c o m m o d i ty  funds, m ade  up  o f  excess 
reserves accum ula ted  th rou gh  exchange-ra te  in terventions, n o t  use 
s w f s  as a m echan ism  sim ply to accum ula te  m ore foreign assets in an 
e ffo rt  keep th e  cu rrency  fro m  ap p re c ia t in g .  T h e  p e rp e tu a t io n  u t  
undesirab le  underly ing  policies is less of a concern w ith  co m m o d ity  
funds, since governm ents  are essentially replacing a physical asset in 
the g roun d  w i th  a financial asset in a b a n k  account to  be d raw n on  by 
fu ture generations. 1 Iowever, even co m m o d ity -ex p o r t in g  coun tr ies  
need  to m ake sure th a t  their s w f s  opera te  w ith in  a fram ew ork  of 
so u n d  do m estic  fiscal, m onetary , and  exchange-ra te  policies.

Second, since s w f s  are an ou tgrow th  o f  dom estic  and in ternational 
econo m ic  and  financial policies, it m akes sense to consider th em  in 
te rm s o f  the ir  po ten tia l im pact on  financial lability. Mere, there  is 
m uch reason to be reassured. S w f s  are in principle long-term  investors, 
w hich typically do  no t deviate from  th e ir  strategic asset allocations in 
th e  face o f  s h o r t - te rm  volatility. T h e y  are n o t  h igh ly  leveraged, and  
it is difficult to  see how  th ey  could  be forced by reg u la to ry  capita l 
requirem ents or sudden investor w ithdrawals to liquidate their positions 
quickly. In this context, s w f s  m ay be considered  a force for financial 
s tability— su pp ly in g  liquidity  to  th e  m arkets , raising asset prices, and 
low ering  bo rro w in g  yields in the coun tr ies  in w hich  they invest. Still, 
responsible  public policy requires a th o ro u g h  considera tion  of the 
po ten tia l  im pac t o f  s w f s  on financial m arkets . S w f s  represent large, 
concentrated, and often opaque positions in fin ncial markets. A sudden 
sh ift by svvfs  in illiquid m arkets  can cause price volatility. Further,

*
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since m a n y  sw fs  d isc lose  litt le  o f  th e ir  in v e s tm e n t  po lic ies, m ere 
ru m o rs  o f  s w f  sh if ts  m ay  cause  th e  pr iva te  sec to r  to react.

T h e  th i rd  a n d  p e rh a p s  m o s t  critical set o f  issues relates to  sw f  
in v es tm en t  th a t  involves tak ing  active control o f  private firms. T h e  
m o s t  obvious co nsidera tion  is na tiona l security. A s w ith  any form  of 
foreign in ves tm en t,  coun tr ies  on  the receiving e n d  o f  sw f  in ves tm en t 
need  to ensure  th a t  n a tion a l security  concerns are addressed , w ith o u t  
unnecessarily  l im iting  the  benefits o f  an open  economy. S uch  concerns 
do  not stem only from cases in w hich an swf gains a form al controlling 
share o f  a company; they can also arise w hen an investor seeks board scats 
or outsized voting rights— anyth ing  beyond a purely passive investment.

In th e  U n i te d  S ta tes , b a lanc ing  open  in v es tm en t w ith the n e ed  to 
p ro tec t  na tiona l security  is d o n e  th rough  the C o m m it te e  on  Foreign 
In v e s tm e n t  in the U n ited  States. C fius is designed to review foreign in ­
vestments in a m anner tha t preserves national security w ithout creating 
unnecessary o r  counterproductive barriers to participation in the U.S. 
m ark e t .T h e  cfius  process supports open investment by focusing onlv on 
those transactions th a t  relate to national security.

Even in the  w ake of som e h igh-pro file  controversies— such the 
C h in ese  na tional oil c o m p a n y  c n o o c ’s a t tem p ted  purchase  o f ; J.S, 
oil co m p an y  o r  D u b a i  Ports  W o r ld ’s possible takeover o f  opera tions 
at U.S. p o r ts— th e  vast m ajo r ity  o f  foreign inves tm en ts  reviewed by 
c f i u s  co n tin u e  to be processed  expeditiously and  w ith o u t  controversy  
w ithin a jo - d a y  investigation period. In 2006, there were approxim ately
10,000 m ergers  and  acquis itions in the U nited  S tates. O f  these, 1,730 
were c ro ss -bo rder  transac tions, an d  on ly  113, or rough ly  6.5 percent, 
cam e before  c f i u s .  N o n e  of these transactions was b locked .

C ongress  passed a new  c f i u s  law in the su m m er o f  2007 th a t  m a n ­
dates add itiona l scru tiny  an d  higher-level clearances for transactions 
involving foreign g o v e rn m e n t  control. However, this additional 
sc ru tiny  com es in th e  co n tex t  of provisions for g rea te r  ce r ta in ty  for 
investors, m ore accountability from the U.S. adm inistration, and b e t tc '  
c o m m u n ic a t io n  b e tw e e n  c f i u s  an d  C ong ress .  Jt also re in fo rces  the 
disciplined approach th a t  allows c f i u s  to focus its a tten tion  on the very 
small share of cases th a t  raise genu ine  national security  concerns.

T h e re  arc also no n -n a t io n a l-se c u r i ty  issues associated w ith  the  p o ­
tential increase in foreign public ow nersh ip  o f  private firms. F irst, the
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U.S. eco n o m y  is built on the  be lie f  th a t  private firms allocate capital 
m ore  efficiently than governm ents . S econd , foreign go vernm en ts  
could conceivably em ploy large pools o f  capital in noncom m crc ia lly  
driven ways th a t  are politically sensitive even i f  th ey  do  n o t  have a 
d irect im pac t on  national security. Exam ples w ould  include investm ent 
decisions m ad e  to  p rom ote  a given foreign o r  social policy. T h ird ,  
there is the  potentia l for perceived or actual unfair com petitive ad van ­
tages relative to the  private sector. For instance, a g o v e rn m en t could  
use its in te lligence or security services to ga ther  in fo rm ation  th a t  is 
no t available to a com m ercial investor. W i th  a sovereign guaran tee , a 
s w f  could also obtain  o r  ex tend  financing  ( if  needed) at in terest rates 
tha t a com m erc ia l investor could  not. i t  is also possible for a s w f  t o  
take an in d irec t  approach  by  ch ann e lin g  foreign exchange th rou gh  
dom estic  s o e s , w hich in turn invest abroad.

F IR S T , DO NO H A R M

H o w  s h o u l d  th e  U n ited  States and  o th e r  recipient countries o f  s w f  
investm ents respond to their increased im portance? First, they should 
take care to do  no harm. T h ey  should recognize that s w f s  have not caused 
significant financ ia l-m arke t d isrup tion  an d  th a t  th e  o v erw helm in g  
majority o f  s w f  investments do  no t involve partial or com plete  control 
o f  firms. A n d  even for in ves tm en ts  th a t  do  involve con tro l,  there  is 
little ev idence ot any ulterior foreign policy m otives in practice.

R ecip ient countries should also m ain ta in  their unequivocal support 
for in ternational investment. P resident G eo rg e  W . Bush reaffirmed 
this lo n g -s tan d in g  U.S. policy in his “S ta tem en t  on O p e n  E conom ies  ’ 
on M a y  10 , 2007, the first such s ta tem en t in 16 years. T h e  benefits ot 
m arke t-d r iven  free investm ent Hows are many. T h e re  are static gains 
as U.S. businesses are able to expand by tapp ing  in ternational capital. 
From a m acroeconom ic perspective, investm ent inflows help finance 
the co u n try ’s curren t account deficit. T h e re  are also im portan t dynam ic 
ga ins from  the  resu lt ing  business c o m p e ti t io n .  Prices ot g o o d s  an d  
services decrease, the ir  availability  a n d  varie ty  increase, am i the  p r o ­
ductiv ity  an d  efficiency o f  d o m e s tic  businesses rise.

The U .S. econom y benefits s ignificantly  from inw ard  and ou tw ard  
foreign direct investment. U.S. headquartered multinational com panies
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th a t  invest abroad have co n tr ib u ted  s trongly  to  overall p roductiv ity  
grow th  in the  U nited  States and thus to rising U.S. living standards. U.S. 
m u ltin a tio na ls  accou n ted  for over h a l f  o f  U .S . p roductiv ity  g row th  
be tw een 1977 antJ 2000  and  for ha lf  o f  the  increase in U.S. productiv ity  
g ro w th  b e tw een  1995 an ^  2° ° ° -  D u r in g  this five-year period , p ro d u c ­
tivity at U.S. m ultin a tio na ls  surged, g row ing  six pe rcen t annually.

R esearch  also show s th a t  fo re ign-ow ned  firms in th e  U n ite d  S tates  
em ploy 4.5 percent o f  the work force and account for 5.7 percent of o u t­
put, 19 percent o f  U.S. exports, 13 percent o f  research-and-developm ent 
spending , and  10 pe rcen t o f  all U .S. investm ent in p lan t and equipm ent. 
T h e se  firm s also pay  m o re  th an  30 pe rcen t h ig h e r  co m p ensa tio n  
(wages and  benefits) on  average than  do  their co un te rp a r ts  in the  rest 
o f  the U.S. economy. A n d  30 percent o f  these jobs are in manufacturing, 
co m p ared  w ith  few er th an  10 p e rcen t  o f  all U .S. jobs.

T h e  b igges t  th re a t  to  th e  benefits  o f  foreign d irec t  in v e s tm e n t  
w ou ld  be a slide to w a rd  in v e s tm e n t  p ro te c t io n ism . A s  T reasu ry  
Secretary 1 Ienry  Paulson has noted, protectionism , in bo th  investm ent 
an d  tra d e ,  w o u ld  u n d e r m in e  U .S . g ro w th  an d  job c rea t io n .  A n d  
th is  is n o t  ju s t  a U .S . co n ce rn :  th e re  is also r is ing  p ro te c t io n ism  in 
E u ro p e  and o th e r  in dus tr ia l ized  coun tries  and  in em erg in g  m arkets . 
O f te n  th is  in v es tm e n t  p ro tec t io n ism  is m asked  by cla im s of national 
se cu r i ty  co n c e rn s  o r  d r iv en  by ind iv idual firms th a t  m ig h t  lose outJ J CD
in a g iven  deal.

Robert M . K im m itt

P R IN C IP L E S  FOR A F O L IC V  R E S P O N S E

O n e  c l e a r  conclusion  th a t  arises from  this discussion is th a t  the
benefits  o f  sw f  inves tm en ts  to the  recipient coun tries  d e p en d  on the
ex ten t to  w h ich  the  behav io r o f  sw fs  is econom ically  driven. It these
inves tm ents  are economically, ra ther  than politically, driven, recipient
coun tries  have a s t ro n g  in terest in providing an open , transparen t,  and
predic tab le  f ram ew ork  for sw f  investm ent.

Clearly, bo th  the countries in w hich svvfs inv est and svvfs themselves / 1
have certain  responsibilities. Policy principles are needed  tor bo th  
s id es .T h e  U.S. governm ent is now intensifying direct bilateral outreach 
efforts w ith  b o th  co un tr ies  th a t  have svvfs and  co un tr ies  th a t  receive 
th e i r  in v es tm en t.
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C o u n t r ie s  rece iv ing  sw f  in v e s tm e n t  s h o u ld  follow  fo u r  basic  
p r inc ip les . F irs t ,  avoid  p ro te c t io n ism . C o u n t r ie s  sh o u ld  n o t  e rec t  
c o u n te rp ro d u c t iv e  barr ie rs  to in v e s tm e n t ,  reg ard less  o t  w h e th e r  
th e  inves tor  ho lds a con tro ll in g  in te res t  in na tion a l firms. S eco nd , 
u p ho ld  fair and  t ra n sp a ren t  in v es tm e n t fram ew orks . In v e s tm e n t  
policies an d  processes, especially those  involv ing  national security  
considera tions, shou ld  be public, clearly art icu la ted , predictable, and  
nond iscr im ina to ry . T h ird ,  w ith in  those  fram ew orks, respect investor 
decisions. I lav ing  laid o u t  the  g ro u n d  rules, rec ip ient coun tr ies  
shou ld  no t tel! sw fs  how  to invest the ir  money. D ecis ions on  how  to 
allocate in ves tm en ts  across coun tries  and  asset classes arc for th e  
h inds’ m anagers alone, particularly given the po ten tia l for losses as well 
as gains. Finally, trea t  investors equally. T ax  and  regu la to ry  policies 
shou ld  n o t  d isc r im in a te  be tw een  fo re ign  an d  do m estic  entities.

T h e  p r in c ip le  o f  rec ip roc ity— th a t  is, rec ip ro ca l  o p e n n e s s  to  
in v es tm en t— is n o t  on th is list despite  th e  fa “ th a t  m any  coun tries  
w ith  sw fs  are them selves far too closed to foreign investm ent. T h is  
is because it is in the  U n i te d  S ta tes ' in te res t  to be open  to m ark e t-  
driven in ves tm en ts— from  bo th  private and  sovereign en tities— even 
if  o th e r  coun tr ies  are not. Still, th a t  is no t to say th a t  reciprocity is not 
considered  at all: the  reality is th a t  in ves tm en t policy decisions arc 
m ade in a b road er  political con tex t in w hich  reciprocity, as well as the 
p ro tec tion  o f  in tellectual and  physical property , is taken in to  account.

Sw fs , m eanw hile, should  follow five policv principle of their own. 
First, invest commercially, no t politically. CvVF investm ent decisions 
should be based solely on econom ic g rounds , ra ther  than political or 
foreign policy considerations. Su  t should m ake this s tatem ent a formal 
pa rt  o f  the ir  basic investm ent m anagem ent policies. Second, convey 
world-class institu tional integrity. Sw fs  shou ld  be transparent about 
the ir  in v e s tm e n t  policies and  have s t ro n g  r is k -m a n a g e m c n t  system s, 
governance  s truc tu res ,  an d  in ternal con tro ls . A l th o u g h  n o t  highly- 
leveraged and, in principle, long-te rm  investors, sw fs  can represent 
large, concen tra ted , and opaque positions and thus may cause worries 
o f  systemic risk. T h ird ,  com pete  fairly with the  private sector. Swfs 
should be careful no t to be seen as having an unfair advantage in c o m ­
peting w ith the private sector for transactions, including by financing 
acqu is itions  at below- m arket rates. F o u r th ,  p ro m o te  in te rn a t io n a l
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f inancial stability. A s  p u b lic -sec to r  en ti t ie s  seek in g  to b en e f it  from  
healthy  global markets, swfs have a strong  stake in an d  responsibility 
for in ternational financial stability. D u r in g  tim es o f  m ark e t  stress, swfs 
shou ld  be c o m m itte d  to c o m m u n ica t in g  effectively w ith  the official 
sector to address financia l-m arkct issues. Finally, respect h o s t-co u n try  
rules. Swfs should comply with and  be subject to all applicable regulatory 
and disclosure requ irem en ts  o f  th e  countries  in w h ic h  they  invest.

T h e se  principles are all p redicated  on  th e  fact th a t  sw f  asset accu­
m ulation  is appropria te  in the  first place. Still, the u n d e r ly in g  m a c ro ­
econom ic  policies c rea ting  the  resources for sw fs  sh ou ld  be u n d e r  
c o n s tan t  review to see th a t  they, too, rem ain  ap p ro p r ia te— bo th  for 
the coun tries  w ith  sw fs  and  the in te rna tiona l f inancial system.

It is also w orth  addressing the frequently m ade com parison  between 
the transparency  of  hedge funds an d  th e  transparency  o f  sw f s . T ra n s ­
parency is very im portan t in both cases, bu t each requires a different ap ­
proach. Unlike sw fs , hedge funds arc private-sector entities. Disclosure 
is im p o rtan t  to foster m arke t discipline, which helps to  m itiga te  systemic 
risk, f l i c  key avenues for hedg e-fu nd  transparency are betw een hedge 
funds and their investors, between hedge funds and their  counterparties 
and creditors, and am ong  counterparties, creditors, and  their regulators. 
T h ese  issues are being addressed th rough  the developm en t o f  vo lun­
tary best practices by private-sector groups on bo th  sides of the Atlantic.

T h is  fram ew ork  for m arket discipline to m itigate system ic risk does 
no t apply to s w f s . S w f s  are public-sector entities m an ag in g  public 
funds, and  profit m axim iza tion  m ay n o t  be considered  the  p r im ary  
objective. Investor discipline depends on citizens and th e  governm ent, 
ra the r  that savvy institu tional investors. S vvfs ' co un te rp a r tie s  thus 
m ay n o t  exercise m arke t discipline, by lim iting exposures o r tigh ten ing  
financing terms, because they  assum e a sovereign guaran tee  will assure 
full paym ent.  Public disclosure is therefore ap p ro p ria te  for s w f s  to 
m itiga te  systemic risk.

A S T R U C T U R A L  S H I F T

T h  f U .S. T r e a s u r y  D e p a r tm e n t  has p laced a leadersh ip  role w ithin 
the U .S. governm ent in seeking be tter  un d e rs tan d in g  of, and  c o m m u ­
nication w ith , s w f s . The P res id en t’s W o rk in g  G r o u p  on Financial
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M ark e ts ,  w hich  brings to ge th er  key U .S. financial regula tors an d  
o th e r  m em b ers  o f  th e  U .S. g o v e rn m en t u n d e r  Secre tary  P au lsons 
chairm anship , has initiated a review o f  sw fs . T h e  Treasury D ep a r tm e n t  
has also u n d e r ta k e n  regular ou treach  and  discussion w ith  svvfs and  
m arke t partic ipan ts  to be tte r  un ders tan d  trends an d  m o n ito r  sovereign 
inves tm en ts  and  acquisitions, and  it has in itia ted  in -d e p th  analysis 
an d  regular rep o r t in g  to  C ongress.

T h e  T reasu ry  D e p a r tm e n t  believes th a t  the principles ou tlined  
above can inform  the  developm ent o f  two sets o f  voluntary multilateral 
best p rac tices  to p rov ide  an im p ro v ed  f ra m e w o rk  for sw fs  and  the 
rec ip ien ts  o f  th e ir  in v es tm en t.  T h e  w ide  varie ty  o f  experience  and  
in v es tm en t  strateg ies a m o n g  sw f s , co m b in ed  w ith  the w ide  diversity 
o f  reg im es for regu la ting  inw ard  in v es tm en t,  undersco res  the need 
for b road ly  d iscussed  an d  accepted  best practices.

F irst, the O rg an iza t io n  for E c o n o m ic  C o o p e ra t io n  and  D ev e lo p ­
m en t could  iden tify  best practices for coun tries  th a t  receive foreign 
g o v e rn m en t-co n tro l led  investm ent, in c lu d in g  from  svvfs. R ecip ient 
co u n tr ie s  have a responsib ili ty  to m a in ta in  o p en ness ,  an d  the  o e c d  
has a lo n g  h is to ry  o f  p ro m o t in g  o p en  in v e s tm e n t  regim es.

S econd , the  IMF, assisted by th e  W o rld  B ank , could d ra f t  a set of 
best practices for s w f s , bu ild ing  on  ex isting  best practices for the 
m a n a g e m e n t  of foreign exchange reserv es. T h e se  best practices could 
cover the  overall objectives and principles o f  sw f s , the ir  ins titu tional 
a rrang em en ts ,  th e ir  r isk -m an ag em en t fram ew orks, and the ir  t ran s­
parency and  account ability— includ ing  public disclosure. T h ese  would 
provide gu idance  to new  funds seeking  to m ake sound  decisions on 
how  to s truc tu re  them selves, m itiga te  any po ten tia l  systemic risk, and 
help d e m o n s t ra te  to  critics th a t  swfs will co n tin ue  to be constructive, 
responsible pa rt ic ipan ts  in the in te rn a tio na l financial system. Even 
lo n g -s ta n d in g  sw fs  are aware th a t  th e  increase in th e  n u m b e r  and 
size o f  these  fu nds  has, r igh tly  o r  wrongly, raised repu ta tional issues 
for th e m  all.

T o  in itia te  h ig  ’evel discussion of th e  im p ac t  of sw fs ,  Secretary 
Paulson ho sted  an ou treach  d in n e r  at the  T reasu ry  D e p a r tm e n t  in 
O c to b e r  2007 w ith  th e  finance m inis ters  of the  c,-j ( th e  g roup  o f  
h ighly  industr ia lized  countries); the heads of the  jm f ,  the o e c d ,  and 
the W o r ld  Bank; and  finance m inis ters  and  heads of sw fs  from eight
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countries: C h in a ,  Kuwait, N orway, Russia, Saudi A rabia , S ingapore, 
S o u th  K orea , a n d  th e  U n i te d  A ra b  E m ira te s .  T h e r e  w as a shared  
rea liza tion  o f  a co m m o n  in terest in m a in ta in in g  open  in v es tm e n t and 
p ro m o tin g  financial stability. T h e  following day, th e  In te rn a tio na l 
M o n e ta ry  and F inancia l C o m m it te e — a m inis teria l-level co m m ittee  
w hose m em b ers  rep resen t all 185 i m f  m em b er  coun tries— tasked the 
i m f  w ith  identify ing  best practices for s v v f s . T h e  o e c d , m eanw hile , 
is accelerating its ow n w ork  on developing  best practices for rec ipient 
co un tr ies ’ in ves tm en t regimes.

I t  is h a rd  to escape the conclusion th a t  the  on g o in g  increase in s w f  
c ro ss -b o rd e r  in v e s tm e n t  rep resen ts  a p o te n t ia l  s t ru c tu ra l  sh if t  in 
th e  g lobal econom y. It is in c u m b e n t  o n  econo m ic  po licym akers  in all 
coun tries  to  consider fully the  im plications o f  this sh if t  an d  how  to 
respond. T h e  evidence so far suggests that svvfs  are seeking to generate 
h ig h e r  in v es tm e n t  re tu rn s  w i th o u t  g e n e ra t in g  po lit ica l controversy. 
A lth o u g h  it is im perative  th a t  the U .S. g o v e rn m en t rem ain  vigilant, 
so lo ng  as s w f  activities arc consis ten t w ith  free and  fair co m p e tit io n  
based on agreed best practices, keeping the U nited  States ' doors open to 
investm ent from svvfs  will con tinue to prom ote  grow th  and prosperity, 
b o th  at h o m e  and ab road .®
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U.S. T r e a s u r y  D e p a r t m e n t  
O f f i c e  o f  P u b l i c  A f f a i r s

E m b a r g o e d  f o r  9: j G a .m . O c to b e r  3, 2007  
C o n t a c t  C an d ice  Pratsch, (2 0 2 ;  6"!2-3431

Testimony of  A dam  J. S/.ubin,
Director  

(Office of Foreign Assets Control)
U.S. D epar tm e n t  of the T reasu ry

Before the U.S. Senate Committee on Banking, Housing and Urban Affairs

C h airm an  P  'dd . R an k ing  M e m b e r  Shelby and M em b ers  o f  the C om m ittee ,  thank 

you  for the oppo rtun i ty  to speak  to you today about the T reasu iy  D e p a r tm e n t ’s role in 

addressing  the s itua tion  in D arfur and  the Sudanese  G o v e rn m e n t 's  su p po rt  for terrorism, 

as  well as its v iew s regard ing  the va u us Sudan-re la ted  pieces o f  leg isla tion  that are 

pend ing  in the C ongress . 1 w e lco m e  the C o m m it te e ’s interest in these m atters , and want 

to take this oppo rtun i ty  to thank the C om m ittee  for its con tinued  su p p o r t  o f  T reasu ry  and 

O F A C  and  its m iss ion  o v er  the years, in part icu la r  as we have pu rsued  sanctions against 

g overn m en ts  like Sudan.

W e share  an acute  concern  about the devastating  suffering  in D arfur, and  m 

u nderstand ing  that eco no m ic  pressure  can play an im portan t role in b r in g ing  about a



p o l i t ica l  r e so lu t io n  to this  c o m p le x  s i tuation . S ec re ta ry  P a u lso n  h as  m a d e  it c le a r  that w c  

sh o u ld  s p a re  no  e ffo r t  in u s ing  all too ls  at the  T re a su ry  D e p a r tm e n t ’s d isposa l  to  ad v a n c e  

th is  goal .  F o r  O F A C ,  and  for m y s e l f  in par t icu la r ,  im p o s in g  sm art  an d  e f fec tive  p re s su re  

o n  S u d a n  has  b e e n  a fo rem o s t  priority .

Treasury Department Actions against Sudan

T h e  S c o p e  o f  S an c t io n s

T h e  U n i te d  S ta tes has  lev ied  e c o n o m ic  san c t io n s  a g a in s t  S u d a n  s ince  1997. At 

tha t t im e , the  G o v e rn m e n t  o f  S u d a n ’s support  for in te rn a t io n a l  te r ro r ism  and  w id e sp re a d  

h u m a n  r ig h ts  v io la t io n s  led P res iden t  C lin ton  to im p o se  c o m p re h e n s iv e  trade  san c t io n s  

ag a in s t  S u d an ,  a n d  b lock  all p ro p e r ty  o f  the G o v e rn m e n t  o f  S u d a n  in the  U nited  S ta tes  or 

w ith in  the  co n tro l  o f  U .S. p e rso n s  a n y w h e re  in the w orld .

A c t in g  w i th  C o n g re s s ,  P res iden t  Bush a m e n d e d  these  b ro a d  san c t io n s  in 2 0 0 6  to 

c a rv e  out c e r ta in  a reas  from  o u r  sanctions , n o tab ly  S o u th e rn  S u d a n  and  D arfu r ,  p ro v id e d  

tha t the re lev an t  t r an sac t io n s  do  not involve  S u d a n ’s p e t ro le u m  or p e t ro ch em ica l  

in d u s tr ie s  o r  any  p ro p e r ty  o r  p ro p e r ty  interest o f  the G o v e rn m e n t  o f  Sudan .

In a d d i t io n  to the se  c o m p re h e n s iv e  s a n c t io n s ,  the  P res iden t  recen tly  im p o sed  

strict e c o n o m ic  s a n c t io n s  aga ins t  pe rso n s  re sp o n s ib le  for v io len ce  o r  a troc it ie s  in D arfur. 

Issued  in a c c o r d a n c e  wi t h  ac t io n s  taken  by the  U nited  N a tio n s  S e c u r i ty  C ouncil ,

E x e c u t iv e  O r d e r  13400  b lo ck ed  the p rope r ty  o f  four in d iv id u a ls  c o n n e c te d  to the con f l ic t  

in D arfur . It a lso  a u th o r iz e d  the T reasury  D ep a r tm en t  to b lo ck  the p ro p e r ty  and  in teres ts



in property  o f  persons determ ined  to: constitu te  a threat to the peace  p rocess  in, and 

stability  of, Darfur: be responsib le  for conduct related to the conflic t in D arfur  that 

v iolates in ternational law; be responsib le  for heinous conduct with respect to hum an  life 

or limb related to the conflict in Darfur; have  supplied, sold, or transferred  a rm s or any 

re lated  m ateriel related to military  activ ities to the w arring  parties  in Darfur; or be  

responsib le  for offensive  m ilitary  overflights  in and over the  D arfur  region. T re a su ry ’s 

au thority  app lies  as well to those  de term ined  to have m ateria lly  assisted or supported , or  

to have acted  for or on b eh a lf  of, any  o f  the above.

Recent A ctions

A p r im ary  ob jective  o f  these sanctions, o f  course, has been to a lter the b c h a ' i o r  o f  

those  responsib le  for the terrib le  suffering  in Darfur, first and  fo rem ost the Sudanese  

G o v ern m en t  o f  President B ashir  T h is  past April, on  Holocaust M em o ria l  Day. the 

President issued a clear w a rn in g  to the Sudanese  G overnm en t.  Either they  w ou ld  live up  

to their prior c o m m itm e n ts  and  allow the dep loym ent o f  a jo in t  United N ations-A frican  

I 'n ion p eacek eep in g  force, or the United S tates w ould  im pose  further econom ic  sanctions 

on  the Sudanese  G ov ern m en t  and  seek a United  N ations Security  Council  R esolution to 

d o  likewise.

W hen P residen t  Bashir did not follow through, President Bush  did. On M ay 29. 

T reasu ry  an n o u n c ed  the des igna tion  o f  three additional S udanese  ind iv iduals  and thirty- 

one  additional S u d an ese  com p an ies  subject to the asset freeze s tr ic tm es  o f  Executive  

O rders  13067, 13400, and  13412. We im posed sanctions against three indiv iduals  and



one company because o f their role in the ongoing violence in Darfur. We designated 

Ahmad Muhammed Harun, Sudan's State Minister for Humanitarian Affairs, and A wad 

Ibn Auf, Sudan’s head o f M ilitary Intelligence and Security, who arc among Khartoum’s 

senior leadership and have acted as liaisons between the Sudanese government and the 

Government-supported Janjawced militias. We also designated Khalil Ibrahim, leader o f 

the Justice and Equality Movement (JEM), a rebel group that has been responsible for a 

number o f violent incidents, and the A/za A ir Transport company, which had been 

conveying artillery, small amis, and ammunition to Sudanese government forces and 

Janjawced m ilitia in Darfur for their activities in Darfur.

m

Simultaneously, we targeted 30 additional companies owned or controlled by the 

Government o f Sudan, thereby subjecting them to the asset freeze imposed 011 the 

Government by Executive Orders 13007 and 13-412. These targeted companies included 

live petrochemical companies, Sudan's national telecommunications company, and an 

entity that has supplied armored vehicles to the Sudanese Government for military 

operations in Darfur.

In addition to these actions to strengthen our financial measures against Sudan, 

we hav e stepped up enforcement o f our Sudan sanctions, and have made such 

enforcement a top priority w ithin OFAC While I cannot comment on specific open 

enforcement cases, I can tell you that we are aggressively pursuing a number o f violators 

to expose and penalize those who are violating our sanctions and deter those who might 

think o f doing so.



In this regard. I w ould like to thank the C hairm an  and this C om m ittee  for its 

support in passing  S. 1612, the International Em ergency  E conom ic  Pow ers E nhancem ent 

Act, which  prov ides  for increased civil penalties for violations o f  IEEPA  the statute 

pursuan t  to which  our sanctions against Sudan arc imposed. W e have  sought these 

increased penalties  in no small part because  we faced im pedim ents  to obta in ing  

m eaningfu l  enforcem ent o f  our sanctions against Sudan. T he  passage o f  this bill will 

p rov ide  a s trong  tool to m ake  ou r  sanctions effective.

It can be notoriously  difficult to m easure  and attribute the impact o f  sanctions, 

when the u lt im ate  objective is a change  in regim e behavior. It is certainly  true that our 

sanctions were watched  very carefully  in Khartoum and taken seriously. Im m ediately  

a ft ci the sanctions were announced , the Sudanese  G overnm en t took steps to sell o f f  

G o v ern m en t  assets that we had identified and its Central Bank im posed broad resti ictions 

on the m ovem ent o f  foreign currency. And. most im portantly , we believe that the new 

U.S. sanctions - and the threat o f  international sanctions a long  sim ilar  lines p layed a 

role in President B ash ir’s ann ou n cem en t  in early June that Sudan w ou ld  allow the 

dep loy m en t  o f  a jo in t  African  I 'n ion-U nilcd  Nations peacekeep ing  force in Darfur.

In addition  to ensuring  that our  sanctions have the m ax im um  possible effect on 

the G o v ern m en t  o f  Sudan (G O S), we are  also taking steps to protect the G o vernm ent o f  

Southern  Sudan (G O S S ) and hum anitar ian  aid efforts in Darfur and elsewhere. We have 

prepared  regulations that will help clarify the scope o f  sanctions with respect to South
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Sudan, D arfur and  o ther  e xem p t areas, and hope that those  regu la t ions  will spur interest 

in investm ent and  econom ic  deve lopm en t in the South. A n d  to facilitate the vital 

a ss is tance  ac tiv it ies  o f  our  State D epartm ent and U S A ID  co lleagues  and those in the 

N G O  c o m m u n i ty ,  vve are  licensing hum anitarian work. S ince  January , 2006, w e  have 

issued app ro x im a te ly  87 licenses and registered ap p ro x im a te ly  48 N G O s  to conduct this 

critical assis tance  work.

Pending Legislation Concerning Sudan

W e apprecia te  and  share  the concerns that a n im a te  the various p ieces o f  Sudan- 

related legislation pend ing  before  Congress. Let there  be no m istake  -  these concerns  are 

deep ly  shared  by the T reasu ry  D epartm ent and the entire  A dm inis tra tion

A G o v e rn m e n t-G enerated  List

In im posing  econom ic  sanctions or o ther m easu res  against Sudan or any o ther 

reg im e we m ust a lw ays  keep in mind the ultimate goa ls  o f  those  sanctions. W hile  the 

D epartm ent shares the C o m m it te e 's  and the C o n g ress ’ goal o f  increasing pressure on  the 

S ud an ese  g o v e rn m en t  to end the violence in Darfur, we h ave  several concerns  with the 

various legisla tive  p roposals  that have been introduced and d iscussed  in the C ongress

O f  p art icu la r  c oncern  are  the various p roposals  that w ou ld  require either the 

President o r  the Secre tary  o f  th e  T reasury  to prepare  a list o f  all com p an ies  engaged  in 

spee ilied  business  activ ities in Sudan. I he p reparation  and publica tion  o f  such a list raise



a series o f  significant concerns  for the D epartm ent, and m a y  not add m uch  value, gi n 

that non-governm enta l  organ iza tions  have  produced  such lists for pu rposes  o f  d ivestm ent

A prim ary  concern  with the c rea tion  o f  such  a list is the im pact it is likely to have 

on  our ability to m ainta in  m ultilateral p ressure  on  the reg im e  in K hartoum , B ecause  o f  

the United S tales ' broad sanctions against Sudan, no U.S. com p an ies  arc  likely to be 

inc luded on such  a list, as investm ent by such  com pan ies  in Sudan is genera lly  proh ib ited  

absent a l icense from O F A C . C onsequen tly , the list rould  consist o f  foreign  com p an ies  

w hose  activ ities in Sudan are  m ost likely  legal in their hom e countries. Such a list likely 

will be viewed bv o u r  allies as a U.S G o v ern m en t  “ blacklis t” - not ol Sudanese  

g ov ern m en t  entities but o f  o ther  com pan ies  based  in their nations, and, therefore , as an 

un w e lco m e  effort  by the United  S tates to expan d  the scope o f  our sanctions. As a result, 

such a list seriously  risks a lienating  the very countr ies  w hose  assistance  w e  need to 

mainta in  and  increase  in ternational p ressure  on the Bashir regime. These  th ird  countries  

hold important leverage that m ay  he needed  to threaten and  ultim ate ly  im p o se  additional 

m easures aga inst the Bashir reg im e, shou ld  it fail to follow through on its com m itm ents .

I lie p rom u lg a t ion  o f  what will likely be perce ived  as a U.S. iovernm ent b lacklist 

targeted at the law ful conduct o f  n on -G O S  com p an ies  based in these allied nations, 

how ever, risks shifting the focus o f  the deba te  from the Bashir g o v e rn m e n t’s com pliance  

to the proprie ty  o f  U.S. actions, and thus jeo p a rd ize s  the international coa lit ion  that has 

helped  b ring  about the recent positive d eve lo pm en ts  in Sudan. Particularly  in light o f  the 

current track o f  negotiations, including  u pco m in g  peace  talks in L ibya later this m onth , 

w e  strongly believe  that requiring  the p rom ulga tion  o f  such a list is unwise,



In addition, creation o f  such  a iist raises a host o f  practical concerns. A n y  such 

list created by the U.S. G o v e rn m en t  will necessarily  be incom plete. It w ould  not identify 

those  com pan ies  w ho se  invo lvem ent in Sudan is not suffic iently  estab lished  or is know n 

on ly  th rough  c lassified inform ation . T h e  resultant list w ould  be limited to publicly  

ava ilab le  inform ation . Such a list w ould  a ttem pt to duplica te  s im ilar lists a lready 

com piled  by  n o n-governm enta l  o rgan iza tions based on public inform ation  but it would 

likely be  less inc lus ive  in light o f  the  g o v e rn m en t’s inability  to rely on certa in  sources o f  

inform ation .

Further, the agency  tasked  with c reating  such a list w ould  face difficult issues in 

d e te rm in in g  what type  and am o u n t  o f  ev idence would suffice  to include a com pany  on 

the  li And, the inc lusion  or exc lusion  o f  certain  com pan ies  from the list could  subject 

the a gen cy  to legal cha llenges u n der  the A dm inistra tive  Procedure  Act.

C rea tion  o f  a list w o u 'd  a lso  impose an ongoing , burdensom e requ irem ent on the 

agen cy  tasked with  its c reation , especia lly  list that w ould  need to be updated 

con tinua lly  or on a regu lar basis as called for by som e le islative p ropo  ...s. I hese 

d em an d s  will necessarily  d ivert  resources from  other important g overnm ent functions. 

Indeed, those on m y  s ta f f  w h o  have  the most familiarity with Sudan are currently 

w ork ing  to target com pan ies  and individuals for additional sanctions.



With relevant lists a lready  available  from  non-governm enta l  sources, all o f  the 

above  costs w ould  seem  to greatly  ou tw eigh  what increm ental benefit  a new  governm ent-  

generated  list m igh t provide.

O ther  Policy  Proposals

M any legislative proposals  w ould  encourage  and a ffirm atively  au thorize  State and 

local g overnm ent action. As noted  by m y  State  Departm ent colleague, the 

A dm inis tra tion  opposes  proposals  to au thorize  divestm ent by state and  local governm en ts , 

which im pair  the ability  o f  the pres iden t  to act on b eh a lf  o f  the nation as a w h o le  and risk 

creating a m ultip lic ity  o f  foreign policies.

I understand  that the C om m ittee  is cons idering  alternati p roposals  to a 

g ov ernm ent-genera ted  list. W e look forw ard  to continuing  to work with you and your 

staffs as you  con s id e r  the costs and  benefits  o f  such proposals , and  w ould  look forward 

answ ering  the C o m m it te e ’s ques tions regard ing  these issues.

C o n c lu s io n

We all share  the sam e  ob jective  w hen  it com es to Darfur: a negotia ted  se ttlem ent 

that will bring a stable and  lasting peace to Darfur. W e rem ain com m itted  to con tinu ing  

the constructive  d ia logue  we have  had with  your staffs on these important issues, as we 

very much want to ensure that the U.S. G ov ern m en t  has all appropriate  tools  at its 

disposal to address this situation. Thank  you again  for the opportunity  to testify  today 

about this im portan t issue,
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IX Summi.. y

T h is  p a p e r  h as  p r e s e n t e d  a p o s t  m o r t e m  ana ly s is  o f  a n  u n u s u a l  h is to r ic  even t .  It in v e s ­

t ig a te d  the  e ffec t  o f  th e  m o s t  im p o r ta n t  leg isla tive  a n d  s h a r e h o ld e r  b o y co t t  to -d a te :  the  

b o y c o t t  o f  S o u th  A fr ic a ’s A p a r th e id  reg im e . D esp ite  h e a te d  pub lic  d e b a te  o v e r  d iv e s tm e n t ,  

t h e r e  h as  been  l it tle  fo rm a l  e m p ir ic a l  ev id en ce  b ro u g h t  o n  th is  issue .  We find n o  s u p p o r t  

f o r  th e  c o m m o n  p e r c e p t io n —a n d  o f te n  v e h e m e n t  rh e to r ic  in the  f inancial  m e d ia —-tha t  the  

a n t i -A p a r th e id  s h a r e h o l d e r  e n d  leg is la tive  b o y co t ts  a ffe c te d  the  f inancia l  s e c to r  adv erse ly :  

th e  a n n o u n c e m e n t  o f  leg is la t iv e  o r  s h a r e h o ld e r  p r e s s u r e  h a d  n o  d is ce rn ib le  e f fe c t  o n  the  

v a lu a t io n  o f  b a n k s  a n d  c o r p o r a t io n s  w i th  S o u th  A fr ican  o p e r a t io n s  o r  o n  the  S o u th  A fr ican  

fin anc ia l  m a rk e ts .  T h e re  is w e ak  e v id en ce  th a t  in s t i tu t io n a l  s h a re h o ld in g s  in c re a s e d  w h e n  

c o rp o r a t io n s  d iv e s te d ,  i.e., th a t  d iv e s t in g  f irm s '  in v e s to r  c l ien te les  c h a n g e d ,  a n d  t h a t  d iv e s t ­

ing  f irm s w ith  m o re  r e tu r n in g  in s t i tu t io n a l  s h a r e h o ld e r s  rece iv ed  a p e r h a p s  s l ig h t ly  m o m  

p o s i t iv e  b u t  in s ig n if ican t  v a lu a t io n  re s p o n s e .  One e x p la n a t io n  m ay  be th a t  th e  b o y co t t  p r i ­

m a r i ly  rea l lo ca te d  s h a r e s  a n d  o p e r a t io n s  f r o m  "socially  re sp o n s ib le "  to  m o re  ind if fe re n t  

in v e s to r s  and  c o u n t r ie s .  O u r  f in d in g s  a re  c o n s is te n t  w i th  the  view  th a t  d e m a n d  c u rv e s  for 

s to c k s  a re  h igh ly  e la s t ic  a n d  s o  h av e  little d o w n w a rd  slope.

In all, the  e v id en ce  f r o m  b o th  in d iv id ua l  a n d  legislative a c t io n s ,  t a k e n  to g e th e r ,  su g g e s ts  

th a t  th e  S o u th  A fr ican  b o y co t t  h a d  lit tle  v a lu a t ion  im p a c t  on  th e  f inancial  se c to r .  D esp ite  

th e  p ro m in e n c e  a n d  p u b lic i ty  o f  the  b o y co t t  a n d  the  m u l t i tu d e  o f  d iv e s t in g  c o m p a n ie s ,  the  

financial  m a r k e t s  v a lu a t io n s  o f  t a rg e te d  c o m p a n ie s  o r  even  the  S o u th  .Africa f inancia l  m a r ­

k e t s  th e m s e lv e s  w ere  n o t  eas i ly  v is ib ly  im p ac ted .  The s a n c t io n s  m a y  hav e  b e e n  e ffective  

in ra is in g  the  p u b l ic  m o ra l  s t a n d a r d s  o r  p u b lic  a w a re n e s s  o f  S o u th  A fr ican  r e p r e s s io n ,  but 

it a p p e a r s  tha t  f inancia l  m a r k e t s  m a n a g e d  to avoid th e  b ru n t  o f  the  s a n c t io n s .  T h is  m a y  be 

a n  im p o r ta n t  p o in t  fo r  f u tu r e  a c t iv is ts  w h o  are  c o n s id e r in g  us ing  the  to o ls  o f  th e  boy co t t  

fo r  o th e r  causes .
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Mr. C h airm an , R ank ing  M em ber  Shelby , m em b ers  o f  the C o m m ittee ,  thank you 

lor the opp o rtu n i ty  to testify on the A dm in is tra tio n ’s S udan  p o licy  a nd  specifically  our 

efforts to peace fu lly  end the tragic hum anitarian  situation in Darfur. Sudan is a top 

priority  for the Adm inistra tion . We appreciate  the gen e rou s  sup po rt  o f  C ongress  as we 

w ork  to reso lve  the situa tion in D arfu r  which, am on g  m any  th ings, has helped us sustain 

the African  U nion (A U ) peacekeepers  in D arfur and m ost recen tly , ach ieve  United 

N ations (U N ) Securi ty  Council  R esolution 1769 authoriz ing  the d ep lo y m en t  o f  26 ,000  

UN p eacekeepers .  But, as d em onstra ted  by the tragic even ts  o f  S ep tem b er  29 with  the 

a ttack on the A U  M ission  in Sudan (A M IS) cam p in D arfur that resu lted  in the death  o f  at 

least 10 A U  p eackecpcrs , there is still a long w ay  to go to ach ieve  peace  in Darfur. I look 

forward to o u r  c on tinued  close relationship  with C ongress  as we work toge the r  to bring 

peace  to the  region.

Critical Jun c tu re  on  D arfur

Mr. C hairm an , w e  are at a critical point m out efforts in Sudan. The large, robust 

peacek eep ing  force for D arfur that we have all w orked lor o v e r  the last few  years is 

finally on the verge  o f  d ep loym ent its first e lem ents are slated to go  in before  the end ol 

the year. The renew ed  talks that a im  to achieve a lasting political solution in D arfur are 

expected  to begin  on O c tob e r  27 in Libya. This progress, u  InIc long in com ing , is due in 

large part to increased  international pressure on  Sudan, led by  the United  States. At the 

UN General A ssem bly  last w eek, President Bush slated that “ A m ei ic a  has responded [to 

the suffering  in D arlur) with tough sanctions against those responsib le  Ibr the violence."



The new sanctions he imposed on May 29 targeted 30 Sudanese Government-owned or- 

controlled companies and three individuals, including two Government ofiicials and one 

.ebel leader. These new sanctions, and stepped up enforcement o f existing sanctions on 

Sudan, are working. To move forward from here, we are working closely with the UN 

and AU to implement the agreements, even as continue to closely monitor the actions 

o f all parties.

W e apprec ia te  the efforts o f  so m e  g roups to seek additional ways to increase 

p ressure  on K hartoum . W c arc  confiden t that ou r  M ay  29 '1' sanctions have and are 

w ork ing . W e are  a ' a critical m om ent and  it is important to avoid  any action including 

legislative m easu res  that m ight set back the progress  we have made thus far. In 

eoii' J e r in g  ou r  position , we a lso  have to bear  in m ind  that the G overnm ent o f  Sudan has 

accep ted  U N A M 1D  and the need  to in tiate a peace  deal. At the mom ent, tne main 

issue is w h e th e r  rebel factions will be an obstac le  to a peaceful negotiated settlement We 

are  also con c ern e d  that som e initia tives to increase econom ic  pressure on Sudan will 

d am ag e  ou r  re la t ionsh ip  with our key  partners rather than increase pressure in K lia itoum , 

ami may further com plica te  e ffo its  to carry out our substantial assistance  p iog ram s A 

w elco m e and  useful initiative at this junc tu re  w ould  he for C ongress  and o ther concerned  

g roups to issue sta tem ents  calling for the rapid dep loym en t o f  the UN A U  hybrid  force 

and  calling on all parties to partic ipate  m the political process 

S i tuation in D a rfur and  betw een  Ni h-Sonth

T oday , I will review the present situation in Darfur, our efforts to achieve full 

im plem en ta tion  o f  the C o m p reh en s iv e  Peace A greem ent (C P A t  which ended m ore  than 

21 years o f  w arfare  betw een  North and  South Sudan, and what further steps arc needed to



realize  o u r  goals. Efforts to end  the v iolence in D arfur and  im p lem en t  the C PA  m ust go 

hand-in -hand , and  \vc m ust  be w illing  to exercise  pressure  to ach ieve  success on both 

fronts. At the sa m e  tim e, we m ust  a lso  be wary o f  initia tives that adv an ce  peace  in one 

part o f  the coun try  at the exp e n se  o f  another.

Let m e first turn to Darfur. T he  situation on the g round  is chaotic . Tribal 

c o n f l ic t  su rv iva l-m otiva ted  v iolence, Jan jaw ced  attacks, c lashes  be tw een  rebel and 

g ov ern m en t  forces, and rebel a ttacks on AM1S continue. S ince  the beg in n in g  o f  2007, 

nearly  248 ,000  people  have  been new ly d isp laced  from the f ighting. Th is  is in addition 

to the over  two million people  currently  living in cam ps or se tt lem en ts  for the displaced, 

and  the over  235 .000  refugees in ne ighboring  Chad. On S e p te m b e r  29 and 30, the 7,000- 

sti j n g  A frican  U nion M ission  in Sudan suffered its greatest loss s ince  its initial 

d ep lo y m en t  in 2004. A rm ed  m en  from rebel factions v ic ious ly  a ttacked  the A f ' ic an  

Union base cam p in H askanita , killing 10 peacekeepers, loo ting  supplies  and  vehicles , 

and des troy ing  the build ings. T he  150 or so prim arily  N igerian  peacek eepers  fought 

back, repulsing  the first w ave  o f  a ttackers , but in the end  w ere  ov e rp o w e red  and forced to 

evacua te  in the early  m orn ing  hours. W e honor the s e n  ice o f  those  p eacek eep ers  that 

lost their lives and  our  hearts go  out to their families. W e express  o u r  ou trage  and  call 

upon all parties to adhere  to a  ceasefire  and  c use hostilities im m edia te ly . M ilitary  action 

will on ly  w eaken  the position o f  the party responsible.

The tragedy  o f  this a ttack  h ighlights  the urgency  to d ep lo y  the U N 's  heavy 

support p ac k ag e  (U SE) and  the U N /A IJ H ybrid  peacekeep ing  m iss ion  (U N A M ID ) to 

D arfur as soon  as possible. The I nited States has been  leading  this effort. W e have been 

w o rk u .g  with the U nited  N ations to recruit the necessary  troop  con tr ibu to rs , and with a



few exceptions, the U N  has received  an ab u n d an ce  o f  offers. W e are also expand ing  

seven  o f  the A frican  U n io n ’s base cam ps to hold  two additional battalions that will serve 

as protection for the U N ’s I ISP units. A m on g  o the r  units, the I ISP includes eng ineers 

from China that will help prepare  the infrastructure  for larger d ep loym ents  o f  

p eacekeepers  early  next year. We are a lso  p rov id ing  training and  equ ipm ent to A frican  

batta lions that will dep loy  as part o f  the UN mission.

Again, the Sudanese  G overnm ent has publicly  accep ted  UN Security  Council  

R esolution 1769 and has pledged coopera tion  with its dep loym ent W e will hold them to 

this p ledge The key leaders o f  UNA M 1D  are a lready  on the ground. The U N 'A U  Joi.it 

Special Representative, R odolphe A dada, and  U N /A U  Force  C o m m an d e r  General M artin  

A gw ai are a lready  in place. We have w arned  the G o vernm ent o f  Sudan that we are 

w atch ing  closely , and  that w e  insist 0 1 1  no th ing  less than full cooperation , from flight and 

cus to m s c learances  lot UN equipm ent, to the rapid provis ion o f  entry visas for dep loy ing  

personnel,

The heart o f  the solution in Darfur is an inclusive political agreem ent, and  the 

U nited States is sus ta in ing  its efforts to ach ieve  that end. There can be no military 

solution. I w as  p resent in Abuja, Nigeria  w hen  the G o v ern m en t  o f  Sudan and Minni 

M inawi. leader o f  the Sudan Liberation M o v em en t  (SUM ), signed the Darfur Peace 

A greem ent (D P A ) 0 1 1  M ay 5, 2006. The DPA is a fair agreem ent which addresses the 

core  g r ie \u n c e s  o f  the people o f  Darfur. U nfortunate ly , at the eleventh hour, som e 

parties  becam e intransigent and refused to sign. W e have  all learned from that process.

The United  N ations and African  U nion  are  p rov id ing  renewed leadership  and 

their efforts are m aking  headway. New talks are  schedu led  to begin  on O c tober  27 in



Libya. The UN and AU have incorporated the regional countries into the process, and 

are formulating a mechanism to formally include civ il society, tribal leaders, and 

representatives o f the internally displaced persons. The first order o f business in Libya 

should be the strengthening o f the ceasefire monitoring mechanism.

As I noted, at the moment, the splintered rebel factions arc creating obstacles to a 

peaceful negotiated settlement. Several o f the rebel factions have refused 10 attend peace 

conferences, citing untenable conditions, and others are wary o f the process. Rebel 

factions that remain outside o f the process are not acting in the interests o f the people o f 

Darfur they claim to represent. We are working with our international partners to press 

all the rebels to attend.

We have reached a sensitive time in our diplomatic engagement to achieve a 

restarted political process in ( ibya. The Sudanese government and the rebel factions 

must both be pressed to attend the talks, and we have been sending messages to that end 

We w ill apply sanctions on any party that obstructs the peace process.

Let me now discuss the Comprehensive Peace Agreement, which is central to or" 

efforts to achieve the peaceful, democratic transformation o f Sudan and resolution o f the 

crisis in Darfur. The elections called t'or at every lev el in 20UCL i f implemented freely and 

fairly, can dramatically change the political landscape in Sudan and Darfur and the 

direction o f Sudan’s future. We must ensure that our efforts do not undermine the 

potential o f this agreement.

While much lias been accomplished during the nearly three years since its 

signing, the progress o f the C’PA has faltered in areas related to flashpoint issues along 

the North-South border, including Abyei, oil revenue sharing, and redeployment o f



m  forces. T he  U nited  States is leading international efforts to address  these cha llenges and

put C PA  im plem en ta tion  back  on track. W e arc send ing  a m essage  to all parties, 

inc lud ing  those  in Darfur, that the international c o m m u n i ty  will stand fully Dehind the 

peace  a g reem en ts  it w itnesses. Special Envoy  Natsios is on the g rout) '’ n Southern  

Sudan  p ress ing  this point. W e have  asked the lntergi vernm cn ta l  A uthority  on 

D ev e lo p m ent  (1GAD), to host a h igh-level m eeting  through  its P ar tn e rs’ Forum  to call the 

parlies  to the C P A  to account for progress on im plem entation . T he  recent app o in tm en t  o f  

A s h ra f  Jeh ang ir  Qaxi as UN Special R epresentative  for Sudan will also b ring  renew ed  

foous to C P A  im plem entation

The U nited  S tates has and will con tinue  to lead the world  in responding  to the 

situa tion in Sudan. We have provided  over  S4 billion i'i a ss is tance  to Sudan since 2005. 

W hile  we are  successfu lly  increasing  pressure on the G o v ern m en t  o f  Sudan, we m ust also

A recogn ize  that these efforts and  any future efforts m ay im pact the Ciovemn lit o f  

S ou thern  S udan  (G O S S). As part o f  the C PA . the G O S S  receives tens o f  m illions o f  

dollars  in oil revenue  each m onth  u o m  the central govern m en t  in Khartoum . This inllux 

o f  resources  is unpreceden ted  in a post-conflict  s ituation, and  has a llow ed the G O S S  to 

partic ipate  with the international com m u n ity  1 1 1  the dev e lop m en t  and reconstruction  o f  

Sou thern  Sudan.

W e share  the frustration o f  C ongress  and  the A m erican  people  w ho  want to see an 

end  to the suffering  o f  the D arfur people. W e, together with C on g r .  s' i n g o in g  support, 

u  i!l con tinue  to exc i.  all our efforts until the crisis in D arfur is ended, and  all the people  

ol Sudan can  live in peace,

$
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Thank you, Mr. Chairman. I w ill be pleased to answer any questions you may





T estim on y  o f  A cting  A/S Elizabeth  Dibble, Bureau o f  E conom ic , Energy
and Business Affairs 

Sena te  C om m ittee  on B anking , H ousing  and  U rban Affairs
O ctober 3, 2007

“ C om batin g  G enocide  in Darfur: T h e  Role o f  Dives ent and O ther Policy 
T o o ls”

C hairm an  D odd, R ank ing  m em b er  Shelby, and m em b ers  o f  the com m ittee , 
thank you  for the opportun ity  to appea r  before you today  to d iscuss som e 
aspects  o f  p o ss ib le  sanctions m easu res  concern ing  Sudan. Sanctions seek to 
change  behavior. To be effective, they must be carefu lly  ca libra ted  and 
coord ina ted . N aturally , t im ing and m essaging  are essential com ponen ts  o f  
this process. T he A dm inis tra tion  and  C ongress need to m aintain a unified 
m essage on Sudan  policy to m ax im ize  U.S. in fluence on the peace  process. 
This is particu larly  true since the A dm inis t .a tion  and C ong ress  fully share 
the sam e ob jec tives  in Sudan, in particu lar our co m m o n  desire to end the 
violence in Darfur.

In recent years , the A dm in is tra tion , with the support o f  the C ongress , has 
im posed  ex tens ive  sanctions against Sudan. There can be no  doubt 
regard ing  the  de term ina tion  o f  the United States to see effective change in 
Sudan.

But sanc tions  are only  o n e  part o f  the approach, w hich  a lso  has to rely upon 
m ultilateral d ip lom acy  and, eventually , changed behav io r  by the K hartoum  
reg im e itself. W e have to ensure that ou r  desire to send a strong m essage via 
sanctions does not coun terac t or even overw helm  progress on those political 
fronts. As A ssis tan t Secre tary  Frazer indicated, w e have serious concerns 
about a ttem pts  to apply new  sanctions on the G overnm ent o f  Sudan (G O S) 
at this m om ent.  It w ould  send the w rong  m essage to the icg im e  at a time 
when it is ac tually  being helpful with peace talks and with the A U /U N  peace 
keeping force. It w ould  also send the w rong m essage to rebel m ovem ents , 
one o f  w hich  ju s t  a ttacked  an A frican Union peacekeep ing  base and killed 
11 N igerian  peace-keepers , The rebels need to jo in  the peace  process rather 
than ta rge ting  in ternational forces.

Legislative p roposals  can serve as a useful rem inder o f  what m ight occur if 
progress do es  not con tinue , but we are concerned about the negative  impact 
o f  an actual new  law at this delicate junctu re .



O u r  m ost recen t ac tion  on Sudan sanctions, an n o u n c ed  by Presiden t Bush on 
M ay  29, w as ca re fu lly  targeted and cam e at a l im e w hen  the C O S  was 
res is ting  d ep lo y m en t o f  U N  peace-kecpers , un d e rm in in g  the political 
p rocess , and  co n tin u in g  to carry out a bo m b ing  cam pa ign  in Darfur. The 
U SG  des ig na ted  30 com pan ies  ow ned or con tro lled  by  the G overnm ent o f  
S udan  under E xecu tive  O rders 13067 and 13412. T h ese  inc luded  five 
p e tro ch em ica l co m p an ie s  and  Sudan's na tional te lecom m unica tio ns  
co m pany , T h ese  designations got the attention o f  G O S  offic ia ls w ithout 
u n d e rm in in g  our m ultinational coalition on S udan , and  as Assistant 
S ecre tary  F raze r  has stated, it was this increased  p ressu re  that he lped bring 
us to w h ere  w e  are today.

In add ition  to the p rob lem  o f  timing, certain aspec ts  o f  pend ing  Sudan bills 
ra ise  b ro ad e r  co nce rns  about unintended co nsequ ences . W e need to take 
into accou n t the po ten tia l im pacts on Southern  S udan  as well as reactions by 
key m tem atio n a l  partners. A/S Frazer has no ted  the m illions o f  dollars o f  
tax p ay e r  m o n e y  that w e have invested in try ing to help  develop  Southern 
Sudan; ou r  sanc tions reg im e  already is so broad  that it inevitably has 
n ega tive  co n se q u en ce s  for the South as well as for its in tended  target in the 
N orth . T h e  G o v e rn m en t o f  Southern Sudan recen tly  sent a high-level 
de lega tion  to D C to exp lo re  w ays to m itigate  the un in tend ed  harm  our 
cu rren t sanc tions  appea r to have  had in the South . N ew  m easures  m ay well 
co m p o u n d  the S o u th ’s difficulties in a ttrac ting  U.S. an d  foreign investors or 
even  in terfere w ith  deve lo pm en t assis tance pro jects , i f  they are not carefully  
ca libra ted.

R equ ired  d ives tm en t will be seen by our a llies as a U.S. governm ent action 
targeting  the ir  co m p an ie s  and  could  affect ou r ability  to obtain  cooperation 
on m utual ac tion  w ith  respec t to Sudan. S om e o f  these key allies will be 
p ro v id in g  troops and eq u ip m en t for the A U /U N  H ybrid  peacekeep ing  force.

In a b roader sp illover effect, such Sudan m easu res  co u ld  also jeopard ize  the 
co op era tion  o f  these key  partners on o ther  coun tries  o f  concern  such as Iran, 
N orth K orea , and  B urm a. W e need to look carefu lly  at each o f  the Sudan 
bills and c o n s id e r  all aspec ts  o f  their likely im pacts, inc lud ing  on Southern 
S udan  and  our m ultinationa l coalitions. W e need  a m ultilateral coalition 
that includes the C hinese , the A rab  world, the E u ropeans , and  the African 
U nion to bu ild  peace  in Sudan.



W e recognize  that indiv iduals and particu lar funds m ay w an t to d ivest 
ceTain  hold ings for a variety  o f  reasons. In fact, we do not take a position 
on private independent action by individual investors based on p r iva te-sec to r  
research and analysis. The m essage  sent by m illions o f  ind iv iduals  voting 
with their do llars can be pow erfu l; espec ia lly  i f  it is not in fluenced  by U.S. 
governm ent action. H ow ever, the A dm inis tra tion  is opposed  to a ff in n a tiv e  
federal legislation that exp ..c itly  au thorizes d ives tm en t cam pa ign s  at the 
s tate and local level. Sanctions policy needs to respond qu ick ly  to rapidly 
evolv ing  events . Having one  unified foreign policy gives us the flexibility to 
do this. State and local d ives tm en t efforts risk creating the ap pea rance  o f  a 
m ultip lic ity  o f  foreign policies, undercutting  ou r  policy  flexibility  and the 
clarity  o f  the m essages w e send foreign governm ents. T hey  also underm ine  
the P res iden t’s C onstitu tional responsibilit ies  to conduct foreign affairs for 
the N ation. M oreover, such provisions could serve as an undesirab le  m odel 
for o ther coun tries  to adopt their ow n  legislation, encourag i ; d ives tm en t 
from com pan ies  (including A m erican  ones) do ing  business in o ther 
particu lar countries.

The D epartm en t know s that this is not the intent o f  the  co nce rned  citizens, 
g roups, and  representa tives w ho  back Sudan d ivestm ent initiatives, but it is a 
real concern. W e share their desire to stop the v iolence in D arfu r  and 
applaud  the way so m any  have com e together to keep the focus on change  in 
Sudan.

O ther  general concerns about d ives tm ent include the p rospec t that 
en cou rag ing  d ivestm ent could  be challenged  by foreign governm en ts  as a 
secondary  boycott. It could  also invite such secondary  boyco tts  or o ther  
sim ila r action  against U.S. firms, o r  against com pan ies  en gag ed  in activities, 
or do ing  business  in countries , that w e strongly  support. Politic iz ing ou r  
capital m arke ts  also carries longer-term  risks to our econo m y , i f  it deters 
foreign investors from using our m arkets. The A dm inis tra tion  has 
consisten tly  opposed, as a m atter o f  policy , legislative p rov is ions that 
politic ize capital markets.

O ther provisions o f  concern  w hich  are in som e bills rem ov e  essential legal 
p ro tec tions for w orkers ' re tirem ent security . T he Em ployee  Retirem ent 
Incom e Security  Act o f  1974 (E R IS A ) requires fiduciaries o f  private-sector 
em plo yee  benefit plans to act p ruden tly  and solely in the in terest o f  the 
plan 's partic ipan ts  and beneficiaries. Bills with "safe  h a rb o r” provisions, 
including for private investm ent com pan ies , could  exem pt fiduciaries from



their duties o f  p rudence  and loyalty and from proh ib itions  on self-dealing 
w hen  d ives ting  the plan from investm ents o r  avoid ing  investing  plan assets 
in b lacklis ted  com panies . By rem oving  diese essential protections, such a 
m easu re  cou ld  harm  w orkers ,  retirees and their  fam ilies, a llow ing  them  no 
recourse  for their  losses.

T h e  Sudan bills cu rren tly  under considera tion  all seek w ays to use U.S. 
econo m ic  leverage to have  an indirect im pact on S u d a n ’s leaders by 
pressuring  foreign co m p an ies  that do business in Sudan. The prim ary 
approach  in certain  bills w ould  have the U S G  create a “ b lacklis t.” This is 
the m ost troub ling  approach . A nother concep t in play is a new  SEC 
disc losu re  process. A th ird  concept is an as yet unarticu la ted  U.S. 
g o v e rn m en t con trac ting  certification procedure  and  a p rocu rem  nt ban on 
p rospective  con tracto rs  w ho cannot certify that they e ither  have no specified 
business activ ities in Sudan or. i f  they do, that they m eet certain 
hum anita rian  criteria. T h ese  latter tw o proposals  also pose concerns  but w e 
rem ain  open  to exp lo ring  them  further as alternatives.

T he A dm inis tra tion  has consisten tly  opposed  all requ irem en ts  that the 
President or T reasu ry  or  any  other U.S. go vernm en t entity  affirm atively  
prepare  a “ b lack lis t” period ica lly  o f  com pan ies  do ing  business in Sudan — 
such a list w ou ld  target ou r  allies, im pairing  m ultilateral efforts to aid the 
peace  process. T he high ev iden tiary  s tandard that the U.S. governm ent 
co m p ile r  o f  such a list w ould  need to apply  also m eans  that the list w ould be 
narrow er than ones a lready  developed  by N G O ’s and  the private sector.

In sum m ary , sanctions are  an im portan t po licy  tool, but need to be m anaged  
with m ax im um  flexibility. T im ing  is every th ing , and we believe it 
im perative to p reserve  the P residen t 's  flexibility to decide  w hen and how to 
calibra te the applica tion  o f  sanctions, so they can w ork  to the m ax im um  
advantage . W e look forw ard to our continued d ia logue w ith the C ongress  to 
ensure  that sanctions are  applied  at the appropria te  tim e and in w ays that do 
not underm ine  the m ultilateral efforts w hich are essential to achieve our 
policy ob jec tives  for Sudan, including end ing  the v iolence in Darfur.
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D i v e s t m e n t  o f  Q u a l i f y i n g  C o m p a n i e s  O p e r a t i n g  in S u d a n  
f r o m  A l a s k a  P u b l i c  F u n d s

You asked about state economic sanctions against the government of Sudan via the divestment 
of public assets in qualifying companies. Specifically, you asked for a review of relevant U.S. 
state laws and an analysis of the potential effects of a “targeted divestment" law on the State of 
Alaska with respect to the Alaska Permanent Fund, the Alaska Retirement Management Board's 
funds, and other Alaska state funds.

As of January 28ttl, 2008, at least 41 states have adopted or are considering implementing 
policies to divest state assets from Sudan, where the U.S. Congress has declared that genocide 
is taking place. Twenty-one of these states have enacted divestment policies. By our calculation, 
as of December 31st, 2007, investments within the Alaska Permanent Fund totaling roughly $22 
million, or about 0.06% of the fund's total market value, would be subject to divestment under 
legislation currently introduced in Alaska (HB 287, SB 227). If this legislation became law, 
divestment of these assets would be accomplished over an 18-month period and would incur 
additional administrative costs. The direct impacts of divestment on the state's investment 
earnings, as well as on targeted companies, ai debatable, but in both cases would likely be 
minimal.

As of January 28"1, 2008, at least 41 states have adopted or aie considering implementing 
policies to divest state assets from Sudan, where the U.S. Congress has declared that genocide 
is taking place.1 Lawmakers in 16 states have enacted laws that require state funds to divest

' D ata  on s ta le  legislation a re  from  LexisN exis and  th e  S ud an  D ivestm ent T ask  F o rce 's  report "S tate  of S u dan  
D ivestm ent" (A ttachm ent A) a n d  ch art o f  "D ivestm ent Statistics* (A ttachm ent B).

P r e p a r e d  f o r  R e p r e s e n t a t iv e  L e s  G a r a
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holdings in some or all companies operating in Sudan. Five additional states have adopted 
similar policies through their executive branches. Legislatures in Louisiana and Maryland, 
respectively, have passed weaker laws that encourage and allow divestment or encourage 
divestment and prohibit future investments. Lawmakers in another eighteen states are 
considering measures that address divestment from Sudan. In fable 1, we detail the status of 
state legislation i elated to divestment of public assets from Sudan.

The laws and pending legislation listed in Table 1 generally follow one of two models. Of the 41 
divestment policies, 26— including that proposed in Alaska— follow a targeted approach that is 
applicable only to specific t] pes o f foreign companies operating in Sudan A  targeted approach 
relies on the creation and maintenance of lists of companies that are deemed to be supporting 
the genocide in Sudan. Most of the targeted companies participate in Sudan's oil industry and 
pay taxes and royalties that fund the Sudanese government. States that do not follow a targeted 
divestment approach prohibit investment in any company operating in Sudan, though generally 
with an exception for humanitarian and various other types of organizations. A  number of states 
(Colorado, Florida, Georgia, Kentucky, Louisiana, and Missouri) have also included other 
countries, such as Iran, North Korea, and Syria, in their divestment policies.

On December 31M, 2007, President Bush signed the Sudan Accountability and Divestment Aci 
authorizing— but not requiring— state and local governments to disassociate from companies 
operating in Sudan and prohibiting the granting of new federal contracts to such companies.

As you may know, no domestic companies are affected by state divestment laws, because U.S. 
companies are prohibited from operating in Sudan by federal executive orders dating from 1997.^

‘ T arg e ted  d ivestm ent is a d v o ca ted  by th e  S u d a n  D ivestm ent T ask F orce  (SDTF), the lead ing  a d v o cacy  organization  
on this issu e . W e include their m odel legislation a s  A ttachm ent C a n d  apply  its p rovisions—w hich a re  su bstan tia lly  the 
sa m e  a s  tho se  in troduced  in A laska— in this report A ccording to th e  SDTF, 15 s ta te s  have a d o p te d  v e rs io n s  o t  its m odel 
legislation on ta rg e ted  d ivestm ent; how ever w e p ut M aryland in a  different category  an d  Table 1 lists 14 su c h  s ta le s

3 E xecutive O rd e rs  13067 (1997), 13400 (2006), a n d  13412 (2006)
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Table 1: Status of State Legislation Related to Divestment of Public Funds from Sudan

Cal. Gov. Code § 7513.6 (2007)
Colo. Rev. Stat. § 24-54.8 (2007)

Fla. Stat. §215.473(2007)
Act Nc. 192, Session Law 2007

Ind. Code. Ann. § 5-10.2-9
Chapter 10a, Session Law 2007

Kan. Stat. Ann. § 744923 and 74-4960 (2007)
Minn. Stat. § 11A.243 (2007)

Executive Branch Policy
Executive Branch Policy
Session Law 2007-486

Chapter 93, Session Law 2007
Tex. Go\A Code Ann. § 806.001 (2007)

Executive Branch Policy
HB 287, SB 227

SB 0555, HB 4854
LB 992

H'J 1516
SB 161

HB 3058, SB 2146
HB 729

HB 2951, SB 3161
HB 138

HB 556, SB 87
AB 124, SB 57

HB 4096

I Public Act No. 95-521, Session Law 2007
| Me. Rev. Stat. Ann. tit. 5, § 1956 (2007)
 ̂ Mass. Gen. Laws Ann. ch. 32, § 23 (2006)

N.J. Stat. Ann. § 52:18A-89.9 (2007)
ORS § 293.811-817 (2006)

SB 9
HB 256, SB 199

HB 25

SCR 20 & Executive Branch Policy
Conn. Gen. Stat. § 3-21 e (2007) & Executi\« Branch Policy

I a. Rev. Stat. Ann. § 11:312 (2007)
Executive Branch Policy

Md. Code Ann. § 21-123.1 (2007)
HCR 32
HB 245

NOTES: Ftending legislation in so m e  s ta te s  may not have  b een  cap tu red  by our s e a rc h  and  this list should not b e  trea ted  a s  exhaustive.
|  (a ) New York s ta te  an d  New Mexico pension  funds h av e  adop ted  a  targeted  divestm ent policy, (b) V erm ont's pension fund  h as  en ac ted  a 

ta rg e ted  divestm ent from  S udan, (c) llinois' 2007 legislation rep laced  th e  s ta te 's  2005 law , w hich w a s  found unconstitutional.
(d) A rk ansan  an d  law s  in Connecticut a r e  non-binding, but the  s ta te s  h av e  d ivested  significant a s s e ts ,  (e) N evada 's governo r and  

|leg isla tiv e  lead ers  u rg ed  the adoption of a  targeted  d ivestirent policy, but no action h as b een  taken, (f) Maryland law en co u ra g e s  
divestm ent an d  prohibits fu ture investm ents in all com panies w ith  operations in S udan. SOURCES: Lexis.com: Sudan  Divestment Task 

I F o rce 's  "S tate  of S ud an  Divestment" report (A ttachm ent A): S udan  Divestmen! Task F orce 's  “Divestment S tatistics" ch art (A ttachm ent B).
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Targeted D iv estm ent of A laska S tate Funds

By our calculation, as of December 31st, 2007, the balances of all state invested assets totaled 
approximately $70 billion.4 O f these investments, s very small portion would be subject to 
divestment under a targeted approach ,5 Of the $39.8 billion in the Alaska Permanent Fund, we 
calculate that, as of December 31st, 2007, a maximum of about $22 million (about 0 .06% ) would 
require divestment using the Sudan Divestment Task Force's list of targeted companies (see 
Table 2). We found no targeted holdings in other state funds, including all state assets under the 
investment authority of the Alaska Retirement Management Board and the Department of 
Revenue.

T a b l e  2: A l a s k a  P e r m a n e n t  F u n d  S t o c k  H o l d i n g s  S u b j e c t  t o  D i v e s t m e n t

CHINA PETROLEUM (SINOPEC) $ 10,455,130 China
ALSTOM $ 9,268,789 France
PETROFAC LTD $ 1,331,983 UK
WARTS ILA $ 867,531 Finland
LUNDIN PETROLEUM AB $ 67,705 Sweden
CNPC HONG KONG LIMITED $ 25,600 Bermuda
TO TAL $ 22,016,736

N O TES: H old ings s u b je c t  to  d iv e s tm e n t d e te rm in e d  u s in g  th e  S u d a n  D iv estm en t T a sk  F o r c e 's  (SD T F) d iv e s tm e n t 
lis ts . S o m e  o f th e  s to c k s  lis ted  a b o v e  m ay  b e  Ind irec t h o ld in g s  in ac tiv e ly  m a n a g e d  in v e s tm e n t f u n d s ,  w h ic h  a r e  
e x e n p t  f ro m  d iv e s tm e n t u n d e r  th e  S D T F  ta rg e te d  d iv e s tm e n t m od el a p p liea  in th is rep o rt.
S O U R C E S : S to c k  in fo rm ation  c u r re n t  a s  o f D e c e m b e r  3 1 , 2 0 0 7  a n d  av ailb le  o n  th e  A la sk a  F te rm anen t F u n d  
C o rp o ra tio n 's  w  e b s i te  a t  http://wsws.apfc.org/investmenls/stocks.cfin7us =show&tnt=show. _________________

Under the targeted divestment legislation currently under consideration in Alaska (HB 287, SB 
227), divestment of the assets described in Table 2 would occur over an 18-month period 
following the effective date of the legislation. In the first step o f the process, fund directors would 
be allowed 90 days to compile and adopt a “scrutinized companies list" basec on criteria and 
sources outlined in the legislation. Following adoption of the list, the fund would be required to

* T h e se  funds include the  A laska P e rm a n e n t Fund ($3 9 .8  billion); funds u n d e r th e  fiduciary responsib ilities of (he 
C o m m issio n er of R ev en u e , which include A laska R etirem ent M anagem en t B oard  funds ($19.5  billion; including th e  Public 
E m p lo yees ' R etirem ent S y stem , T e a c h e rs ' R etirem ent S y stem , Judicial R etirem ent S ystem , N ational G uard /N aval Militia 
R etirem ent S ystem , A laska S upp lem en ta l Annuity Plan. A laska D eferred  C om p ensa tion  P lan , A laska D efined 
C ontribution P lan). G en era l F und  and  o th e r N on -seg reg a ted  In vestm en ts (G eFO N SI; $5  5 billion). C onstitutional B udget 
R e se rv e  F un d  ($3.1 billion), a n d  o th er funds ($1 .6  billion; including the  Public S chool T rust Fund, A laska C h ild ren 's  Trust, 
Investm en t L oss T rust Fund, S upp lem en ta l B enefits T rust Fund, G enera l Obligation Bond Fund, In ternational A irports 
F und , In ternational A irpo ru  C onstruction  Fund. R etiree  H ealth  In su ran ce  Fund. P ow er C ost E qualization  E ndow m enl 
F und, Mine R eclam ation  Fund, and  A laska S port F ish  C onstruction Fund); an d  s la te  funds o u ts id e  the  fiduciary 
responsibility  of th e  C om m issioner of R ev en u e  ($0 .4  billion; including the  University of A laska Trust Fund . A laska S tu d en t 
Loan C orporation F und . Exxon V aldez Oil Spill Investm en t Fund, a n d  M enial H ealth  T rust R e se rv e  Fund) Inform ation on 
s ta te  funds ob ta ined  from P am  G reen , _ ,a te  com ptroller, A laska D epartm en t of R evenue . (907) 4 6 5 -3 751 .

1 Only th e  portions o f funds with publicly-traded equity  in ta rg e ted  co m p an ies  would be  affecled , w hich for th e s e  
fu nds is typically a  sm all proportion of total investm en ts . F urtherm ore, the ta rg e ted  ap p ro ach  w e apply  h e re  inc lu des an  
excep tion  for indirect holdings in actively m an ag ed , com m ingled  Investm ent fu n d s— th e  m ost difficult an d  ex p e n siv e  type 
of fund to custom ize.
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contact all scrutin ized companies in which they have holdings and allow them 90 days to change 
the ir offending operations before becoming subject to divestment. W ithin nine months of the 
adoption o f the "scrutinizea companies list.” the fund would be required to complete the 
divestment o f 50 percent o f holdings in scrutinized companies. Within 15 months, 100 percent of 
holdings in scrutin ized companies would be required to be divested. Funds would not be required 
to divest indii jc t, actively managed holdings. This timeframe is within that described by Alaska 
funds as reasonable.6 Lastly, ongoing reporting requirements and the screening o f future 
investments would be required.

The Alaska Permanent Fund and the Alaska Retirement Management Board expressed 
reservations about the wisdom of divestment, citing increased adm inistrative costs and possible 
declines in fund performance.7 We note, however, that recent divestment research we reviewed, 
which ultimately argues against divestment, concludes that fund performance changes are 
usually "negligible, and in most cases zero.”8

Due to the nature o f the global investment marketplace, it is debatable, but unlikely, that the 
divestment o f Alaska public funds from targeted companies would have a direct, negative 
econom ic impact on those companies. Clearly, however, divestment laws have drawn 
considerable press attention and are a prom inent factor in the ongoing debate regarding public 
response to the genocide occurring in Sudan.

I hope you find this information to be useful. Please do not hesitate to contact us if you have 
questions or need additional information.

6 P erso n a l co rre sp o n d e n c e  with L aura A chee, re sea rc h  and  com m unications liaison, A laska P e rm an en t F und 
C orporation, (907) 796-1522  Ms A chee  s ta te d  that m ost of the  a s s e ts  could bn d iv esled  in severa l w eek s. H ow ever, 
m a n a g e rs  of two a c c o u n ts  tha t do not allow Custom ization would h av e  lo b e  rep laced , a  p ro c e s s  which generally  requ ires 
sev era l m onths. G a iy  B ader, chief investm en t officer, A laska D epartm ent of R even u e , (907) 4 63-4399, d e sc rih ed  a  
sim ilar p ro c e ss , including th e  n ecess ity  lo review  co n lracfs with se v e n  a s s e t  acco u n t m a n a g e rs  hired by th e  A laska 
R etirem ent M anag em en t Board.

' Ms A chee, re s ea rc h  an d  com m unications liaison, A laska P erm an en t Fund C orporation, e x p re sse d  co ncern  that 
new  m a n a g er s e a rc h e s  could  yield m a n a g e rs  th a t do no t perform  a s  well a s  currenl m a n a g ers . O verall, in h e r  view, 
d ivestm en t ‘would have a  d am pen ing  e ltec l on the  P erm an en t F und  lo so m e  d eg ree , without an y  g u a ra n te e  tha t th e  
ac tio n s would bring ab ou l th e  desired  result in the  ta rg e ted  country '  G ary B ader, ch ief investm en t officer, A laska 
D epartm en t o( R ev en u e , e x p re s se d  h is belief lha l A laska funds would likely perform  substan tia lly  w orse  a fte r d ivestm en t

8 S e e  p ag e  6  o f ‘S hould  Public P lan s  E n gag e  in Social Investing?," a  publication ot Ihe C en te r for R etirem ent 
R e se a rc h  al B oston  C o llege (A ttachm enl D), for a  description  of em pirical re s ea rc h  on  th e  im pacts of d ivestm en l on  fund 
perfo rm ance .
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I. Introduction
T h is  State o f  S u dan  D iv es tm en t  report prov ides  details  on the progress  o f  n u m ero u s  
states , cities, un iversities , and  c om p an ies  that have active d ives tm en t  cam p a ign s  as well 
as the  status o f  e x -S u d an  investm ent offerings by asset m anagers and  priva te  pens ion  
p lans. The report  se rves  a s  a  resource  fo r  various individuals and o rgan iza tions  
ex a m in in g  the issue  o f  d iv e s tm e n t  from com pan ies  that support the G o v e rn m en t  o f  Sudan 
as it com m its  genocide  in  the D arfu r  region o f  Sudan T o  ou r  k now ledge , the current 
s ta tus  of S u d an  d ives tm en t  as  o f  A ug u st  2007 is as fo llow s (please  a lso  see 
w w w .su d a n d iv es tm en t .o rg /h o m e .a sp # m ap ):

T h e  states o f  C alifo rn ia , C o lo rado , Florida, H aw aii,  Indiana, Iowa, K ansas , M inneso ta , 
N e w  York, R ho d e  Island, T exas ,  and V erm o n t  have  all adopted  the S udan  D ives tm en t  
T a sk  Force  m odel o f  targeted  S u d an  d ivestm ent. W hile  the states o f  N ew  Jersey , Illinois. 
O regon , M aine , C o nn ec ticu t ,  M ary land  and A rkansas  have  all approved  d iv e s tm e n t  
p lans. Finally, o v e r  a dozen  states have active d ivestm en t m o v em en ts  w ith  vary ing  levels 
o f  invo lv em en t  from  sta te  o ffic ia ls . R eligious and international cam paigns  have  a lso  
g a thered  s team ; several re l ig ious  organ iza tions have d ivested  or res tr icted  future 
inves tm en ts ,  inc lud ing  the Evangelica l C o ven an t  C hurch , National M in is tr ies  and 
Unitarian  U niversa lis t  C hurch . In ternationally , C anad ian  universities  and  p ro v in c es  have 
initia ted d iv es tm en t  cam p a ig n s  and  over  half  a dozen  European  countries  h ave  active  
d iv es tm en t  cam p aig ns .  C it ie s  hav e  contributed  to the d ives tm en t  m o v em en t  as well: San 
Francisco, C A ; P rov idence , RI; N ew  H aven , C T ; Philadelphia , PA; D enver , C O ; Los 
A ngeles , C A ; P ittsburgh, P A  and M iam i Beach, FL have  passed m easures  p roh ib iting  
certa in  S ud an  inv es tm en ts  w hile  the fiduciaries o f  Buffalo, NY; N ew ton , M A , and  o ther 
sm a lle r  cities are c o n s id e r in g  the issue. At the university  level, over fifty ins ti tu t ions have 
enac ted  res tr ic t ions on  S u d a n  investm ents . T here  are em erg in g  o r  ac t ive  S udan  
d iv es tm en t  c am p a ig n s  at o v e r  tw o  dozen  o ther co lleges and universities . A t the asset 
m a n ag e r  level, a  g rassroo ts  cam paign  targeting  Fidelity  Investm ents and  W a rren  B uffe t 's  
ho ld in g  co m p an y ,  B erk sh ire  H a thaw ay , has been  initiated. B erkshire  H a th a w ay  holds 
rou g h ly  $3 b ill ion  in Pc troC hina , one  o f  the prim ary  o ffend ing  com p an ies  in Sudan, 
m a k in g  it the  largest single  shareho lder  in the com pany . At the private  pens ion  fund 
level, there is an active  d iv e s tm e n t  cam paign  fo r  T IA A -C R E F , the n a t io n ’s largest such 
fund. Finally, the in v e s tm e n t  c o m m u n i ty  has begun  to respond to investo rs  d e m a n d s  for 
S ud an  free inv es tm en t  opportun ities . A lim ited num ber o f  ex-S udan  investm ent vehicles 
h ave  been d ev e lo p e d  or a re  being  deve loped  by asset m anagers  such as N orthern  Trust,  
B arc lays  G lobal  Investors , State  Street Global A dv iso rs  as well as several socia lly  
respons ib le  inv es t ing  firm s. T h ird  party research firms have begun to d ev e lo p  list o f  
com pan ies  that m eet  the targeted  d ives tm en t  criteria. A n u m b er  o f  S ud an -free  m utual
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B elow , w e  prov ide  m ore  detail and contact in fo rm ation  on  m any  o f  the c am p a ig n s  
m en tio n ed  above , as well as o thers not m entioned  in this introduction . H o w ev er ,  we 
ack n o w led g e  that o th er  ind iv iduals  and  g roups m a y  be o rg an iz ing  w ithou t ou r  
kn o w led g e . If y o u  do  have  in fo rm ation  on o the r  cam p a ign s ,  p lease  e-m ail  us at 
in fo@ sud and iv es tm en t.o rg  so  w e can  update  this report.

II. State of Divestment: State Legislatures
T h e  State o f  S u d an  D iv es tm en t  report p rovides a his torical account o f  the  d ivestiture  
m o v e m e n ts  in e ach  state. T h is  docu m en t  does not address  the specifics  o f  each  p iece  o f  
legislation. D esp ite  passing  the Sudan  D ivestm ent T ask  Force  m odel o f  ta rge ted  Sudan  
d iv es tm en t  legisla tion , each  state  labeled ‘D ivested:  Task  Force  Model* will h av e  un ique  
leg islation, sub jec t  to  the am end m en t  p rocess in e ach  respective  leg isla ture . T hese  
a m en d m en ts  do  not c o m p ro m ise  the integrity  o f  the  legislation. R ather, the am en d m en ts  
o ften  deal with the specifics  o f  im plem en tation  and  reporting. D etails  on the n u ances  o f  
each  bill are  ava ilab le  by  em ail in fo @ su dan d iv es tm en t.o rg .

T h e  o v erw h e lm in g  m ajori ty  o f  Sudan d ivestm ent leg isla tion  is p assed  as a s tand  a lone 
item . H ow ever, in so m e  cases, bills have included m ult ip le  p rem ises . T h e se  ins tances a re  
no ted  and details  are  ava ilab le  by con tac ting  us by em ail, in fo @ su d an d iv e s tm e n t.o rg .

Alabama (Campaign Initiated)
L e g i s l a t i v e  S t a t u s :

A targeted  Sudan d iv es tm en t  cam p a ign  has been  initiated.

W e b s i t e  a n d  A r t i c l e s :  

h ttp : / /w w w .sudand i v es tm en t.o rg /a labam a 

C o n t a c t :

M ax Croes
A d v o c a c y  A s s o c i a t e .  S u d a n  D i v e s t m e n t  T a s k  F o r c e  

a lab am a@ su d an d iv cs tm en t .o rg

Alaska (Campaign Initiated)
L e g i s l a t i v e  S t a t u s :

A targeted  S udan  d iv es tm en t  cam p a ign  has been  initiated.

funds have also been recently introduced.
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W e b s i t e  a n d  A r t i c l e s :  

h ttp : / /w w w .sudand ives tm cn t.o rg /a laska  

C o n t a c t :

M ax C rocs
A d v o c a c y  A s s o c i a t e ,  S u d a n  D i v e s t m e n t  T a s k  F o r c e  

a la sk a@ su d and ives tm en t.o rg

*

Arizona (Campaign Initiated)
L e g i s l a t i v e  S t a t u s :

In the 2007  leg is la tive  session, Sen a to r  Paula  A boud  and R epresen tative  Phil Lopes 
a ttem pted  to p ass  an am endm ent requ ir ing  divestm ent from  Sudan, but this a m en d m en t  
was str ipped in conference  com m ittee.

R epresen ta t ive  Kyrsten  S inem a has agreed  to introduce legislation based  o f f  o f  the Sudan 
D ives tm en t T a sk  Fo rce ’s targeted d ives tm en t m odel in the 2008 legisla tive  session . T he  
A rizon a  E duca tion  A ssociation  has endorsed  targeted Sudan d ivestm ent.

W e b s i t e  a n d  A r t i c l e s :

http : / /w w w .sudand ivestm en t.o r tj /a r izona

C o n t a c t :

Scott  W iso r
S e n i o r  N a t i o n a l  F i e l d  O r g a n i z e r .  S u d a n  D i v e s t m e n t  T a s k  F o r c e  

a r izo na@ sud and iv es tm en t .o rg

Arkansas (Divested: Other Model)
L e g i s l a t i v e  S t a t u s :

In M arch  2007 , the A rkansas General A ssem bly  passed  S C R 2 0  which  was sp o n so red  by 
S ena to r  S ue  M adison . The reso lu tion  passed  both houses o f  the A ssem b ly  and  received  
the signature  o f  G o v e rn o r  Beebe. S C R 2 0  encourages A rkansas State R etirem en t System s 
to identify the ir  investm ents  in com pan ies  operating  in Sudan and then d ivest f rom  these 
c o m p an ies  until the genoc ide  in D arfur has ended.

T he  A rk an sas  T each ers  R etirem ent S y s tem  (A TR S), which oversees $ 1 1 b ill ion  in assets.
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voted  to a dop t  a  S udan  d ivestm ent policy. A T R S  has  no  direct ho ld ings in any  o f  the 
w orst  o f fen d in g  c om p an ies  as identified by  the S udan  D ivestm en t T ask  Force. A T R S  has 
w ritten  to the ir  fund  m anag ers  requesting  that they im p lem en t  Sudan d ives tm en t  policies. 
A T R S  has  acq u ired  bo th  the b roader and  m ore  res tr ic t ive  K L D  list o f  com pan ies  and  
v o ted  to a dop t  S udan  d ives tm en t  based  on the K L D  list based  o f f  o f  S udan  D ives tm en t 
T a sk  F o rc e  c ri te r ia  o f  targeted  Sudan d ives tm en t.

T h e  A rk an sas  S ta te  E m p lo y ees  R etirem ent S ys tem , w hich  oversees $5 billion in assets, 
h as  w ritten  to the ir  fund m anagers  requesting  that they com p ly  with Senate  R eso lu tion  
20 , but h a v e  pub lic ly  stated that they do  not intend to purchase  o r  mainta in  a  'ist  o f  
c o m p a n ie s  that o pera te  in Sudan.

B i l l  T e x t :

http.7/w w w .arkleg .state .ar .us/2007/.scrip ts /ab lr/b il l .s /b ills .asp?billno=SC R 20

W e b s i t e  a n d  A r t i c l e s :

h ttp : / /w w w .su d an d iv es tm en t.o rg /a rkan sas

C o n t a c t :

S ud an  D iv es tm en t  T ask  Force  
a rka n sa s@ su d a n d iv es tm ern .o rg

California (Divested: Task Force Model)
L e g i s l a t i v e  S t a t u s :

O n  S e p te m b e r  25 , 2006, C alifo rn ia  G o v e rn o r  A rno ld  S ch w arzen eg g er  was jo in e d  by 
ac tors  G e o rg e  C lo o n e y  and  D on C head le , fo rm er S ecre ta ry  o f  S tate G eorg e  Shultz , 
e x e c u t iv e  m e m b e rs  o f  the S udan  D ivestm ent T ask  Force, and o th e r  com m u n ity  leaders at 
a pub lic  s ig n in g  fo r  AB 2941 , adop ting  a targeted  d iv es tm en t  policy for the C alifo rn ia  
P u b l ic  E m p lo y e es  R et irem en t  System  (C a lP E R S ) and C alifo rn ia  State Teachers. 
R e t i re m e n t  S y s te m  (C a lS T R S ) and indem nify ing  the boards  o f  both funds.

H i s t o r y :

In A u g u s t  2005 , the C alifo rn ia  legislature adopted  A ssem b ly  C oncurren t  R eso lu tion  # 1 1 
( A C R 11) w hich  urges C a lP E R S  and C a lS T R S  to enco u rage  their  portfolio  com pan ies  
d o in g  b u sin ess  in S udan  "to act responsib ly  and not take actions that p rom ote  o r  
o th e rw ise  enab le  hu m an  rights v iolations in the Sudan ."

S ep ara te ly ,  in a le tter  dated  A ugust 8, 2005, C a lP E R S  Board M em bers  W illie  B row n, Jr.

' hiiD../www.leQin)o.ca.Qov'ixjb,bill/asm/at' 0001 -0050<acr 11 bill 20050830 chaptered.html
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and California Treasurer Phil Angelides requested that CalPERS ensure that the pension 
fund’s investments in companies doing business in the Sudan are not contributing to 
genocide and human suffering in the Darfur region o f that country. Specifically, th*. 
Treasurer and Member Brown’s letter requested that stafl provide to the Board a report 
identifying any companies that have business operations in the Sudan and the exact 
nature o f those business activities. Secondly, they requested that CalPERS take all 
necessary steps to ensure that companies are not engaged in any business activities that in 
any way support genocide in Darfur, including directly engaging with each company.'

CalPERS followed up on Angelides’ and Browns’ request by:

( 1) Building a coalition with four other public pension plans to establish an engagement process with 
companies doing business in Sudan.
(2) Building a second coalition o f 50 pension funds that engaged the U.S. Department o f Commerce, U.S. 
Department o f State, U.S. Department o f the Treasury, and the U.S. Securities and Exchange Commission.
(3) Engaging 46 external investment managers and 1 ,S69 portfolio companies in an effort to identify 
companies that may be operating in Sudan.
(4/ Identifying, through its coalition with four other public pension plans, five companies in the CalPERS 
portfolio to directly engage regarding business activities in * Sudan: ABB, Siemens, Alcatel, Total SA, 
and Royal Dutch Shell.
(5) Engaging those five companies lo determine their rt ionship to the Sudanese government and the 
Darfur genocide.'

On December 12, 2(X)5, CalPERS reported the results o f its ongoing research and 
engagement process. Specifically, it noted that o f the five initial companies it had 
investigated, ABB, Alcatel and Siemens all had business relationships with the Sudanese 
government or government-controlled entities. CalPERS staff reported that the other two 
companies. Total SA and Royal Dutch Shell, had operations in Sudan but no clear 
business affilia tion with the Sudanese government.

Based on CalPERS' findings, Treasurer Angelides recommended that CalPERS continue 
to monitor the Sudanese business activities o f Total SA and Royal Dutch Shell while 
proposing that CalPERS “ use the power o f :he funds’ $200 billion investment portfolio to 
demand that... ABB, Ltd., Alcatel, and Siemens AC cease their business ties with the 
Sudanese government and all government-controlled entities.” The CalPERS Board 
approved the Treasurer’s proposal in a 9 to 2 vote on December 12, 2005.5 The CalPERS 
staff also plans to continue its research and engagement process, reporting back to the 
CalPERS’ Committee on Investments on a regular basis.

Also in December, Treasurer Angelides urged CalSTRS to divest from its Petr >China 
holdings follow ing the fiasco and cover-up o f the Nov 13 PetroChina chemical spill in 
China. Angelides noted that the combination o f PetroChina’s negligent behavior at home 
and troubling relationship with the government o f Sudan indicated that investment i.. the

1 C a lP E R S  A gen d a  Item 8 a : C om m ittee on in v estm en ts M eeting: S ep tem b er 19, 2005. ht’,D://w w w .calD ers.ca.aov/eip- 
c lo c s /a b o u tb o a rd c a l-a o e n d a /a o e n d a s /in v e s t/2 0 0 5 0 9 'ite  -la-00.pdf

* C alifornia S ta te  T reasurer N ews R e le a se . D ecem ber 12, 2005. 
http:/'w w w  tie a su re r .c a .o o v /n e w s/re le a se s /2 0 0 5 /2 0 0 5 l2 l2  su d an .o d f

http://www.calDers.ca.aov/eip-
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company was too risky for CalSTRS. As is widely known, Angelides pointed out th„. 
PetroChina’s parent company, the Chinese-govemment oil company China National 
Petroleum Corp., holds a 40% stake in the Sudanese-government created Greater Nile 
Petroleum Operating Company, which provides revenue to the Sudanese government.6

CalPERS subsequently sent letters o f concern to Siemens, Alcatel, and ABB urging them 
to halt their business ties to Sudan. The companies’ responded in the negative in the 
middle o f February 2006.

CalSTRS researchers investigated divestment from multiple Sudan-related companies, 
including PctroChina. While ’ tters were sent to these companies, CalSTRS staff 
research, at the time, determined that South African divestment by CalSTRS did not 
fu lf ill the prudent investor rule and that the fund would be vulnerable to liab ility i f it were 
to divest from Sudan, no matter how few companies were under consideration. CalSTRS 
Trustee Roger Kozberg noted at the time, “ Short o f thermonuclear war, this [divestment] 
is a direction we ought not lake."

Assembly B ill 2941, introduced by Assemblymember Paul Koretz, passed out o f the 
Assembly by a bipartisan vote o f 72-4 in May 2006 and passed out o f the California 
Senate by a bipartisan vote o f 29-7.

Independent Actions taken by the Pension Systems:

As follow-up to the April 2006 meeting o f the CalSTRS Board (when they indicated their 
intent to divest and instructed staff to develop a financially prudent plan), CalSTRS 
agreed to the follow ing Sudan policy in early June: CalSTRS "w ill actively engage 
management o f companies with ties to the Sudanese government. I f portfolio companies 
fail to comply with the fund’s 20 risk factors [a set o f social, moral, and economic risk 
factors that determines whether CalSTRS w ill invest in a company], CalSTRS w ill direct 
its active managers to find suitable alternate investments that wouldn’t impair returns or 
add risk to the portfolio. CalSTRS’ passive portfolios w ill stop buying shares of 
companies that violate pension fund policy.” The California divestment bill. AB2941. 
would require CalSTRS to divest from passive holdings.

On May 15, 2006, CalPERS agreed to disinvest from the same nine companies from 
which the University o f California had divested. While CalPERS had n current holdings 
in the nine companies, the Sacramento Bee noted. "Some CalPERS money managers 
include Bharat and Oil &  Natural Gas as part o f a benchmark used to measure their 
investment performance. Now, they w ill be specifically precluded from investing in the 
two Indian companies.”  This action was taken independently of AB 2941.

B ill Text:

http://www .leginfo.ca.gov/pub/bill/asm/ab 2901 -

6 C alifornia S ta te  T re a su re r N ew s R e le a se . D ecem ber 2. 2005. 
hiip:Vw w w .iie a su re r.c a .a o v /n e w s/re le a se s /2 0 0 5 /20051202 p e trochm a.pdf

I
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2950/ab  2941 bill 20 06 0 92 5  chap tered .h tm l 

W e b s i t e  a n d  A r t i c l e s :

h ttp : / /w w w .su d an d i  vestm ent.o rg /califo rn ia  

C o n t a c t :

A d a m  Sterling
D i r e c t o r ,  S u d a n  D i v e s t m e n t  T a s k  F o r c e  

a .sterling@ sudandivestm ent.org

Colorado (Divested: Task Force Model)
L e g i s l a t i v e  S t a t u s :

O n April 19, 2007 , C o lo rad o  G o v e rn o r  Bill R itter  s igned H ouse  Bill 1184, C o lo ra d o ’s 
targeted S u d a n  d iv es tm en t  bill, into law.

S p eak e r  o f  the  H o u se  A n d rew  R o m a n o ff  and  S ena te  Presiden t  P ro -T em p o re  Pe te r  G ro f f  
spo. .ored H B  1184, a bill based on the S udan  D ivestm en t T ask  Force  m odel o f  ta rgeted  
d ivestm ent.

A dditionally , H 3  1184 was endorsed  by the Public  E m ployees '  R e tirem en t A ssoc ia t ion  
o f  C o lo rad o  (P E R A ).

B i l l  T e x t :

h ttp : / /w w w .leg .s ta te .co .us /C lics /C lics2007A /cs l.n sf /fsb il lconL V C 67D 12670D 14F 9E 7872  
5 7 2 5 1 0 0 7 B 2 4 3 B ? Q p e n & fi le = l  184 ren .p d f

W e b s i t e  a n d  A r t i c l e s :

h ttp : / /w w w .su d an d ives tm en t.o rg /co lo rad o  

C o n t a c t :

Scott W iso r
S e n i o r  N a t i o n a l  it, I O r g a n i z e r ,  S u d a n  D i v e s t m e n t  T a s k  F o r c e  

C o lo ra d o @ su d an d iv es t r ie n t .o rg

Connecticut (Divested: Other Model)
L e g i s l a t i v e  S t a t u s :

A non -b in d ing  d iv es tm en t  resolu tion  passed  the C onnec ticu t  legislature  and w as  s igned  
by the g o v e rn o r  on M ay  8, 2006. T he  non-b ind ing  resolu tion  was requested  by T reasu re r

http://www.sudandi
mailto:a.sterling@sudandivestment.org
http://www.leg.state.co.us/Clics/Clics2007A/csl.nsf/fsbillconLVC67D12670D14F9E7872
http://www.sudandivestment.org/colorado
mailto:Colorado@sudandivestrient.org
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D enise  N app ie r, principal f iduc iary  o f  the $24  billion C onnec ticu t  R e tirem en t P lans and 
T ru s t  F un d s  (C R P T F ), to a ffirm  her  s ta tu to ry  authority  to divest from  c om p an ies  tha t  her 
o ff ice  identif ies  as o ffend ing . T h e  leg isla tion  goes into extens ive  detail on  w hat qualit ies  
a c o m p a n y  m a y  d em on s tra te  to be offend ing . T he  legislation a lso  g ives significant 
leew ay  to  T reasu re r  N a p p ie r  lo d ec ide  w hat factors are  im portan t in d e te rm in in g  if  a 
p art icu la r  c o m p an y  shou ld  be  targeted. N app ie r  has em p h as ized  that d ives tm en t  w ou ld  
o c c u r  at the end  o f  an e n g a g em en t  p rocess  with com pan ies  identif ied  as offend ing .

T re asu re r  N a p p ie r  a n n o u n c ed  on M ay  9, 2007  that she is d irecting  in v es tm en t  m an ag ers  
w h o  invest  the funds o f  the C R P T F  to d ivest  from Sinopec. A s o f  April 30, the C R P T F  
held  12 ,439,950 shares  w ith  a m arke t  value  o f  $11 ,085 .867 .72  in S inopec . In addition , 
N a p p ie r  a n n o u n c ed  that she  is p roh ib iting  direct investm ent in the fo llow ing  5 
com pan ies :  Bharat H eavy  E lectrica ls  Ltd., N am  Fatt  C orp., Oil and  Natural G a s  C orp . 
(O N G C ),  P E C D  G ro u p  and S udan  T e lec o m  (Sudatel). In add ition  to the above  
com pan ies ,  inv es tm en t  in P e tro C h m a  has been proh ib ited  s ince  its initial public  o ffering  
in 2000.

S ta f f  o f  the T re asu re r ’s o ff ice  has in it ia ted  a dia logue with app ro x im a te ly  25 com pan ies ,  
a n d  it is an tic ipated  that additional c o m p an ies  will be con tac ted  in the nea .- future. 
A cco rd in g  to the T re a s u re r ’s office, d ia logue  is o ngo ing  with e igh t c o m p an ie s  in w hich  
C R P T F ’s ho ld ings a re  valued  at app rox im ate ly  S 100,000.000.

F u l l  T e x t :

httn : /A vw w .state .c t .us /o tt/pressre leases/press2Q 06/pr0223061egislation .pdf 

W e b s i t e  a n d  A r t i c l e s :

httn ://w w w .. ' .udandivestm cnt.o rg /connec ticu t

C o n t a c t :

Sudan  D ives tm en t T ask  Fo rce  
con n ec t icu t@ su d an d iv es tm en t.o rg

Delaware (Campaign Initiated)
In Ju ne  2007  the D e law are  H ouse  o f  R epresen ta t ives  passed a n o n -b in d in g  resolu tion  
ca ll ing  for targeted  Sudan  d ivestm ent.

T a rg e ted  S u dan  d iv es tm en t  leg isla tion  will be introduced in 2008 by S e n a to r  H arris 
M cD o w ell .

W e b s i t e  a n d  A r t i c l e s :

h u p : / /w w w .su d an d i  ves tm en t .o rg /de law are

mailto:connecticut@sudandivestment.org
http://www.sudandi
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C o n t a c t :

M ax C roes
A d v o c a c y  A s s o c i a t e ,  S u d a n  D i v e s t m e n t  T a s k  F o r c e  

d e law are @ su d an d iv es lm en t .o rg

Florida (Divested: Task Force Model)
O n  June  8, 20 0 7  G o v ern o r  C harlie  C ris t  s igned  legislation con ta in ing  targeted  Sudan  
d iv es tm en t  language.

Sen ate  Bill 2 14 2  w as in troduced  by S tale  S ena to r  Ted D eutch , the bill lan gu age  had 
m ult ip le  p rem ises  aside f rom  S udan  d ivestm ent.

B i l l  T e x t :

h ttp .y /w w w .f ih o i ise .go v /S ec t io ns /D o cum ents / load do e .aspx ?F ileN am e=  s2 1 4 2 e r .h tm l& D  
o c u in en tT v p e = B il l& B il lN u m b er= 2 1 4 2 & S e ss io n = 2 0 0 7

W e b s i t e  a n d  A r t i c l e s :

http : / /w w w .su d an d ives tm en t.o rg /f lo rid a

C o n t a c t :

D aniel M illenson
N a t i o n a l  A d v o c a c y  D i r e c t o r ,  S u d a n  D i v e s t m e n t  T a s k  F o r c e  

d m il len so n @ su d an d iv es tm en t .o rg

Georgia (Campaign Initiated)
L e g i s l a t i v e  S t a t u s :

A  targeted S u d an  d ives tm en t  cam paign  has  been initiated.

W e b s i t e  a n d  A r t i c l e s :

h t tp : / /w w w .su d and ives tm en t .o rg /g eo rg ia

C o n t a c t :

D anie l M illenson
N a t i o n a l  A d v o c a c y  D i r e c t o r ,  S u d a n  D i v e s t m e n t  T a s k  F o r c e  

geo rg ia@ su d an d iv cs tm en t.o rg

mailto:delaware@sudandiveslment.org
http://http.y/www.fihoiise.gov/Sections/Documents/loaddoe.aspx?FileName=
http://www.sudandivestment.org/florida
mailto:dmillenson@sudandivestment.org
http://www.sudandivestment.org/georgia
mailto:georgia@sudandivcstment.org
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Hawaii (Campaign Initiated)
L e g i s t  itive S t a t u s :

O n  Ju n e  18th, 20 0 7  L ieutenan t  G ov erno r  D uke  A iona  s igned  H o u se  Bill 34, based  on 
S udan  D iv es tm en t  T ask  Force  model o f  targeted Sudan  d ivestm ent.

Hou .e Bill 34  w as in troduced  by State R epresen ta t ive  R oy  T ak um i.

M i l  I'ext:

HI; 34: h tip : //w w w .cap ito l .h aw aii .gov /sess ion cu rren t /B il ls /H B 34  .htm

W e b s i t e  a n d  A r t i c l e s :

l ittp.y/w w w .su dan d iv es tm en t .o rg /haw a ii

C o n t a c t :

S u d a n  D i v e s t m e n t  T a s k  F o r c e  

H aw aii@ su d an d iv es tm en t.o rg

Idaho (Campaign Initiated)
L e g i s l a t i v e  S t a t u s :

In 2007, a targeted  S udan  d ives tm en t bill was voted dow n in com m ittee .

In S ep tem b er ,  2007 , the Pu b l ic  E m p lo y ee  Retirem ent S y s tem  o f  Idaho began o ffe r ing  
S ud an  Free  fund op tions fo r  beneficiaries investing into defined  con tr ibu tion  plans 
( 4 0 f ik )  p lans). T h is  is the first such offering  o f  public  fund in the U nited  Stales.

A ck n o w le d g in g  that a m ajori ty  o f  Sudan Related  Investm ents are in def ined  benefit 
p lans, Idahoans a re  actively  pursu ing  b inding targeted S udan  d ives tm en t legislation for 
the 2008  session .

W e b s i t e  a n d  A r t i c l e s :

h ttp : / /w w w .su d an d ives im c in .o rg /id aho

C o n t a c t :

Jo h n  S ullivan
id ah o d iv cs tm en t@ h o tm a il .co m

http://www.capitol.hawaii.gov/sessioncurrent/Bills/HB34
http://www.sudandivestment.org/hawaii
mailto:Hawaii@sudandivestment.org
http://www.sudandivesimcin.org/idaho
mailto:idahodivcstment@hotmail.com
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Illinois (Divested: O ther Model)
Legislative Status:

In June 2005, the Illino is state legislature passed into law a blanket Sudan divestment 
plan that affected the entire Illinois pensions system. The Illino is statute targeted all 
companies w ith ties to Sudan, and mandated divestment on all of the states investment 
vehicles.

In late February 2007, U .S . District Judge Matthew F. Kennedy ruled Illinois' blanket 
Sudan divestment statute to be unconstitutional. However, instead o f striking down 
divestment per se as unconstitutional, Judge Kennedy defined certain lim its to Sudan 
divestment statutes and ruled that Illino is had crossed those certain lim its.

In response, Illino is Senator Jacqueline Collins has filed Senate Bid 1169, legislation 
intended to amend the law to bring it in line with constitutional requirements outlined by 
Judge Kennedy. The bid awaits approval from the Governor.

Hill Text:

htlp://www.ilga.gov/legislation/publicacts/fulltcxt.asp.)Namc=094-0Q79 (original statute) 
http://www.ilga.gOv/legislation/95/SB/Q9500SB1169sam002.htm (amended legislation)

Website ami Articles:

http://www.sudaiidivcstment.org/illinois

Contact:

Sudan Divestment Task Force 
info@sudandivestment.org

Indiana (Divested: Task Force Model)
Legislative Status:

On May 3, 2007, Indiana Governor Mitch Daniels signed House B id  1067, Indiana's 
targeted Sudan investment bid, into law . The la.v is based on the Sudan Divestment Task 
Force Model o f targeted Sudan divestment, this language does not stand alone.

House B id  1067 was based on legislation originally introduced by Indiana 
Representatives Matt Pierce and Cindy Noe and Senators John Broden and Gary D illon.

Bill Text:

http://www.in.gov/legislative/bills/20Q7/HB/HB 1484.1 .html

http://www.ilga.gov/legislation/publicacts/fulltcxt.asp.)Namc=094-0Q79
http://www.ilga.gOv/legislation/95/SB/Q9500SB1169sam002.htm
http://www.sudaiidivcstment.org/illinois
mailto:info@sudandivestment.org
http://www.in.gov/legislative/bills/20Q7/HB/HB
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Website and Articles:

http://www.sudandivestment.org/indiana

Contact:

Sudan Divestm ent Task Force 
Indiana@sudandivestment.org

Iowa (Divested: Task Force Model)

legislative Status:

On A pril 5, 2007 Iowa Governor Chet C u lver signed Senate F ile  361; Iowa's targeted 
Sudan divestment legislation. The law is based on the Sudan Divestment Task Force 
Model o f targeted Sudan divestment.

In addition to divesting Iowa's slate pension plan from Sudan, the legislation also 
mandates targeted divestment from Sudan by the University o f Iowa, Iowa State 
U niversity , and the U niversity o f Northern Iowa.

State Representative Dawn Pettengill (D-39) had introduced House F ile  807 and Senator 
M ichael Connolly (D -14) had introduced Senate F ile  361.

Bill Text:

http://coolice.legis.state.ia.us/Cool-
ICE/dcfault.asp?categorv=billinro&service=Billbook& hbill=HF2241&m enu=text

Website and Articles:

http://www.sudandivestment.org/iowa

Contact:

Sudan Divestment Task Force 
Iowa@sudandivesfment.org

Kansas (Divested: Task Force Model)
Legislative Status:

On M ay 11, 2007, Kansas Governor Kathleen Sebelius signed House B il l  2457, Kansas’ 
targeted Sudan divestment b ill, into law. The law is based on the Sudan Divestment Task 
Force Model o f targeted Sudan divestment, the language does not stand alone.

http://www.sudandivestment.org/indiana
mailto:Indiana@sudandivestment.org
http://coolice.legis.state.ia.us/Cool-
http://www.sudandivestment.org/iowa
mailto:Iowa@sudandivesfment.org
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House B ill 2457 was based on legislation originally introduced by Kansas Senator 
Donald Betts Jr .

Bill Text:

H B  2457: http:/Avww.kslegislature.oig/legsrv-bills/showBill.do?id=l 64697

Website and Articles:

http://www.sudandivestment.org/kansas

Contact:

Matthew Vines 
Kansas@sudandivestmcnt.org

Kentucky (Campaign Initiated)
In December 2006, the Board o f Trustees o f the Kentucky State Teacher's Retirement 
unanimously voted to adopt a non-binding policy o f engagement with certain companies 
operating in Sudan.

A  targeted Sudan divestment campaign seeking binding legislation has been initiated.

Website and Articles:

http://www.sudandivestment.org/kentucky

Contact:

Katie Savin
College Divestment Coordinator, Sudan Divestment Task Force 
info@sudandivestmcnt.org

Maine (Divested: O ther Model)

Legislative Status:

In April 2006, Maine adopted a Sudan divestment statute, L D  1758, for all active 
investments in separately managed accounts held by the Maine State Retirement System 
(M S R S ). Index funds and all commingled funds are excluded from the b ill. The law 
requires divestment, "in accordance with sound investment criteria and consistent with 
the board's fiduciary obligations." M SR S  utilizes information from the Sudan 
Divestment Task J-orce, direct correspondence from companies, and other data sources to 
develop and maintain their own divestment and engagement lists.

I

http://www.sudandivestment.org/kansas
mailto:Kansas@sudandivestmcnt.org
http://www.sudandivestment.org/kentucky
mailto:info@sudandivestmcnt.org
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Separately, in January 2006, State Treasurer David Lemoinc ordered the sale o f all direct 
holding* l.i Schlumberger Ltd . stock held by M aine’ s $24 m illion State Held Trusts.

Bill Text:

http://ianus.state.me.us/legis/LawMakerW eb/externalsiteframe.asp?rD=280019872&LD= 
1758& T y p e -1 &Scssioni'D=6

Website and Articles:

http://www.sudandivestment.org/maine

Contact:

Sudan Divestment Task Force 
Maine@.sudandivesment.org

M aryland (Divested: O ther Model)

Legislative Stat s:

On A pril 10, 2007. M aryland Governor Martin O 'M alley signed Senate B il l  543, a Sudan 
divestment b ill, into law . The statute urges the Maryland State Retirement and Pension 
System to divest from any company with operations in Sudan and prohibits future 
investment in those companies.

Senate B i l l  543 was introduced by Stale Senator Verna Jones.

Bill Text:

http://mlis.state.md.us/2007RS/bilirile/sb0543.htm 

Website and Articles:

http://www.sudandivestment.org/maryland

Contact:

Maggie Tiernan
Senior National Field Organizer. Sudan Divestment Task Force 
Marvland@ sudaiidivestment.org

Massachusetts (Campaign Initiated)
Legislative Status:

2

http://ianus.state.me.us/legis/LawMakerWeb/externalsiteframe.asp?rD=280019872&LD=
http://www.sudandivestment.org/maine
http://mlis.state.md.us/2007RS/bilirile/sb0543.htm
http://www.sudandivestment.org/maryland
mailto:Marvland@sudaiidivestment.org
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m In early 2007, State Senator Harriette Chandler, Senator Edward Augustus and 
Representative Jay Kaufman introduced S2255, based o ff the Sudan Divestment Task  
Force targeted divestment model.

In June 2007, S2255 passed the Massachusetts State Senate. Subsequently, the 
Massachusetts House o f Representatives passed S2255 in September.

Currently, S2255 awaits the signature o f Governor Deval Patrick. The Governor has 
already pub lic ly  endorsed the legislation.

Bill Text:

S2255: http://www.mass.gOv/let:is/biils/.senate/IS5/st02/st02255.htm 

Website and Articles:

http://www.sudandivestment.org/massachusetts

Contact:

Daniel M illenson
National Advocacy Director, Sudan Divestment Task Force 
Massachusetts@sudandivestment.org

Michigan (Campaign Initiated)

Legislative Status:

State Senator Hansen C larke has introduced Senate B ill 0555, based o ff the Sudan 
Divestment Task  Force model o f targeted Sudan divestment. Senate B ill 0555 has been 
referred to the Senate Appropriations committee.

Companion House legislation, House B ill 4854, has been introduced by Representative 
A lm a W heeler Sm ith. House B ill 4834 has been referred to the Government Operations 
Committee.

Website and Articles:

Imn.y/www.sudandivestmcnt.org; michigan 

Bill Text:

S B  0555:
http://www.legislature.m i.gov/(S( 1 hts0p45adyonk450o 141d55))/mileg.asnx .'page=gctobi 
ect&ohiectname=2007-SB-0555&uuervid= 18337355
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http://www.mass.gOv/let:is/biils/.senate/IS5/st02/st02255.htm
http://www.sudandivestment.org/massachusetts
mailto:Massachusetts@sudandivestment.org
http://www.sudandivestmcnt.org
http://www.legislature.mi.gov/(S(
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H B  4854:
http://www. legislature. mi.gov/(S(,gxwbw4bh4gmqw5ahstnllnn4))/mi!eg.aspx?page=Bi)lS 
tatus&obiectnaine=2007-HB-4854

Contact:

Scott W isor
Senior National Field Organizer, Sudan Divestment Task Force 
swisor@sudandivestment.org

Minnesota (Divested: Task Force Model)
Legislative Status:

In M ay 2007, Governor T im  Pawlenty signed Senate F ile  1075, based on the Sudan 
Divestment Task  Force model o f targeted divestment.

Senate F ile  1075 was introduced by State Senator Sandra Pappas. Companion 
legislation. House F ile  1332, was introduced by State Representative Karen C lark .

Website and Articles:

http://www.sudandivestment.org/miiinesota 

Bill Text:

S F  1075:
http://www.rcvisor.leg.state.m n.us/bin/hldhill.php7bilNSl 075. l.htm l&session=ls85 

H F  1332:
http ://www.revisor. leg.siate.inn.us/bin/bldbill.php7bilNH 1332.0.html&session=ls85 

Contact:

Scott W isor
Senior National Field Organizer, Sudan Divestment Task Force 
swisor@sudandivestment.org

Missouri (Campaign Initiated)

Legislative Status:

In late 2005 a state-owned equity portfolio, the Missouri Investment Trust (M IT ) , put out 
a request for proposals to manage a $5 m illion international portfolio "terror-free.”

http://www
mailto:swisor@sudandivestment.org
http://www.sudandivestment.org/miiinesota
http://www.rcvisor.leg.state.mn.us/bin/hldhill.php7bilNSl
http://www.revisor.leg.siate.inn.us/bin/bldbill.php7bilNH
mailto:swisor@sudandivestment.org
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Despite the requirement that the entire portfolio, including any commingled or index 
fjn d s , be terror-free and the portfolio was a mere $5 m illion , M IT  received four bids, two 
o f which were from leading W all Street managers. In June 2006, M IT  selected a State 
Street Global Advisors enhanced index fund to handle the $5 m illion investment. 
According to the state treasurer, State Street w ill subcontract with Conflict Securities 
Advisory Group to provide the list o f identified stocks. Furthermore, the treasurer has 
stated that, "historical net return analysis shows no negative impact.”

In 2007 M issouri House o f Representative. M inority Leader Je ff Harris introduced a 
blanket Sudan divestment amendment which was stripped in conference committee.

A  targeted Sudan divestment campaign has been initiated for the 2008 legislative session.

Website and Articles:

http://www.sudandivestment.org/missouri

Press Release:

http://www.treasurer.missouri.gov/pre.ssroom/MITFiind.html

Contact:

Scott W isor
Senior National Field Organizer, Sudan Divestment Task Force 
Missouri@sudandivestment.org

Nebraska (Campaign Initiated)
Legislative Status:

A  targeted Sudan divestment campaign has been initiated.

Website and A rticles: 

http://www.sudandi vestment.org/nebraska 

Contact:

Scott W isor
Senior National Field Organizer, Sudan Divestment Task Force 
Nebraska@sudandiveslment.org

Nevada (Campaign Initiated)
Legislative Status:

http://www.sudandivestment.org/missouri
http://www.treasurer.missouri.gov/pre.ssroom/MITFiind.html
mailto:Missouri@sudandivestment.org
http://www.sudandi
mailto:Nebraska@sudandiveslment.org
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In June 2007 Governor Jim  Gibbons joined with Senate M ajority Leader W illiam  Raggio 
and Assem bly Speaker Barbara Buckley, to encourage the Public Employees Retirement 
System of Nevada (P E R S ) to adopt a targeted Sudan divestment policy. P E R S  has not 
taken any subsequent action.

Website and Articles:

http://www.sudandive.stment.org/nevada

Contact:

Nevada@sudandivestment.org

New Ham pshire (Campaign Initiated)

Legislative Status:

State Representative Je ff Fontas has agreed to introduce targeted Sudan divestment 
legislation for the 2008 legislative session.

Website and Articles:

http://www.suJandivestment.org/newhampshire

Contact:

Daniel M illenson
National Advocacy Director, Sudan Divestment Task Force 
info@sudandivestment.org

New Jersey (Divested: O ther Model)
Legislative Status:

Since adopting a blanket divestment statute in Ju ly  2005, the state o f New Jersey 
completed divestment o f $2.16 billion from 17 companies identified has having an equity 
tie to the government o f Sudan. The divestment's completion comes two years before the 
statute's mandatory deadline.

Website and Articles:

http://www.sudandivestment.org/newjersev

http://www.sudandive.stment.org/nevada
mailto:Nevada@sudandivestment.org
http://www.suJandivestment.org/newhampshire
mailto:info@sudandivestment.org
http://www.sudandivestment.org/newjersev
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http://www.nileg.state.ni.us/2004/BiHs/AL05/l62 .P D F  

Contact:

Sudan Divestment Task Force 
info@sudandivestment.org

New Mexico (Campaign Initiated)

Legislative Status:

A  targeted Sudan divestment campaign has been initiated.

Website and Articles:

http://www.sudandivestment.org/newmexico

Contact:

Sudan Divestment Task Force 
newmexico@sudandivestment.org

New York (Divested: Task Force Model)
Legislative Status:

On June 11, 2007, New Yo rk  State Comptroller Thomas P. D iNapoli announced that the 
New Yo rk  State Common Retirement Fund, one o f the largest pension funds in the 
country, w ill develop and implement a policy designed to place pressure on the Sudanese 
government to end the genocide currently taking place in Darfur. The Comptroller's 
policy w ill fo llow  the Sudan Divestment Task Force's targeted Sudan divestment me lei.

The New Yo rk  State Teachers’ Retirement Fund has yet to make divestment 
commitments.

Press Release and Policy:

httn://www.osc.state.nv.us/press/ielease.s/iune07/06l I07.htm 

Website and Articles: 

http://www.sudandivestment.org/newyork 

Contact:
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mailto:info@sudandivestment.org
http://www.sudandivestment.org/newmexico
mailto:newmexico@sudandivestment.org
http://www.osc.state.nv.us/press/ielease.s/iune07/06l
http://www.sudandivestment.org/newyork
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Sudan Divestment Task Foiee 
NewYork@ sudandivestment.org

North Carolina (Divested: Task Force Model)
Legislative Status:

State Representative Paul Luebke has introduced House B ill 291, targeted Sudan 
divestment legislation based on the Sudan Divestment Task Force's model in the 2007 
legislative session.

In April 2007, House B ill 291 passed the house unanimously.

On Ju ly  2 7 '\ 2007, House B ill 291 received unanimous approval in the Senate.

On August 31M, 2007, Governor M ike Easley signed House B il l  291.

Additionally , on November 1, 2006 North Carolina Treasurer R ichard Moore announced 
his decision to divest the North Carolina Retirement System (N C R S ), the state's pension 
fund, from nine companies he identified as providing monetary or m ilitary support to the 
Sudanese government. The initial decision affected N CRS's assets in Bharat Heavy 
Metals, China Petroleum and Chemical Corp., Nam Fatt, O il & Natural Gas Company, 
P E C D  Berhad, PctroChiria Company, Sudan Telecom Company, Tatneft O A O  and 
Videoecv Industries Lim ited , assets totaling $24 m illion o f the pension fund’s $70 billion. 
The decisi >n affects offending assets held in all o f N C RS ' applicable asset classes.

Website and Articles:

http://www.sudandive.stment.org/northcarolina 

B ill Text:

H B  291: http://www.ncga.state.nc.us/Sessions/2007/Bills/Hou: e/PDF/H29 lv2 .pd f

S B  516: http://www.ncga.statc.nc.us/Sessions/2007/Bills/Senate/PDF/S516vl.pdf

Contact:

Nina M cM urry 
Assistant Policy Director 
NorthCarolina@ sudand i vestment.org

Ohio (Campaign Initiated)
Legislative Status:

2

mailto:NewYork@sudandivestment.org
http://www.sudandive.stment.org/northcarolina
http://www.ncga.state.nc.us/Sessions/2007/Bills/Hou
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