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Senate, December 15, 1982.

MESSAGE FROM HIS EXCELLENCY THE GOVERNOR
RETURNING, UNDER THE PROVISIONS OF ARTI-

CLE LVI OF THE AMENDMENTS TO THE CON-
STITUTION, WITH RECOMMENDATION OF
AMENDMENT, THE ENGROSSED BILL END-
ING THE INVESTMENT OF PUBLIC PEN-

SION FUNDS IN FIRMS DOING BUSI-
NESS IN OR WITH SOUTH AFRICA

(see Senate, No. 984)
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Decemiber 15, 1982

To the Honorable Senate and House of Representatives:

In accordance with the provisions of Article LVI of the Amend-
ments to the Constitution, I am returning herewith Senate Bill
No. 984 entitled “AN ACT ENDING THE INVESTMENT OF
PUBLIC PENSION FUNDS IN FIRMS DOING BUSINESS IN OR
WITH SOUTH AFRICA”.

There is little question but that the moral foundation underlying
this legislation is one which compels the support of democratic
peoples throughout the world. The government of the Republic of
South Africa has an official policy of racism.

Racism is an abomination. It it not a mere matter of different
political philosophies, but rather, a fundamental affront to human
rights and dignity. That moral judgment has weighed most sig-
nificantly in my consideration of this legislation.

In reviewing this bill, and assessing all of its implications, I have
attempted to view it in terms of four successive questions: 1)
should we politicize the corporate role; 2) should the Common-
wealth be involved in an essentially foreign policy question; 3) is
divestment the most effective means of accomplishing the desired
objective; and 4) what are the financial implications of divest-
ment for the Commonwealth and its pension systems.

Former SEC Commissioner Roberta S. Karmel, a pro-consumer
appointee of President Carter, recently reflected upon her experi-
ence and said:

“I think that corporations ought to stick to making money.
They’re economic entities. I do not want to see corporations in
this country become more politically active. I don’t know what
ever gave the political activists of the 1960s and 1970s the idea
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that if corporations become politicized, they would solve the prob-
lems of pollution, unemployment, relations with South Africa, nu-
clear power, et. cetera. I don’t think they are unimportant issues.
But they are political issues. The end result is to politicize the cor-
poration in a way that, ironically, is in the opposite direction to
what the political activists ever wanted. I think corporations today
are more politicized than they ever ought to be.”

As a state and a nation, the well-being of our people depends
upon the ability of our economy to provide jobs. In a world where
the competitive balance is swinging away from American products,
we must reflect carefully on those policies which further diminish
the ability of American business to compete abroad. If we lay too
many non-business obligations on American companies, the long
term impact is inevitably a loss of American jobs.

While acknowledging that we must not become so high toned
in our moral judgments so as to close most of the world’s markets
from our investment and products, there are circumstances where
it is appropriate to appeal to the social conscience of American
business. The moral imperative presented by the official racism of
South Africa would in my judgment be a circumstance that call for
an extra-business commitment.

That brings us to the second question as to whether the gov-
ernment of the Commonwealth should be involved in establishing
what is essentially a foreign policy issue. Were we to have fifty
states, each operating on its own moral imperatives, making pub-
lic policy decisions involving foreign nations, it would be exceed-
ingly difficult for the United States to remain a unified and credible
force in the world.

Nevertheless, the unique circumstances presented here again
compel special consideration. Since 1979 the Commonwealth has
had an establishment policy of not investing pension funds in busi-
nesses involved with South Africa. And the United States has an
established policy which correlates American aid and the human
rights record of foreign countries.

Having accepted the social responsibility of corporations and the
legitimacy of state action in this instance, the next issue that arises
is the effectiveness of divestment, as a policy to bring about more
humane conditions in South Africa.



SENATE —No. 2156. [Dec.4

In the competition among nations, American democratic prin-
ciples and respect for human rights have always made greater con-
verts than raw displays of American power. At times, we as a
nation, have pursued a policy where we had no dealings with par-
ticular countries whose government violated those principles. While
isolating such countries and denying them the benefits of access
to American ideas, technology and capital can be a tool to force
a change in their government policy, America has been more suc-
cessful when it has increased its relationships with such countries
and coopted their leadership by setting an example of the progress
that is possible through economic and political democracy.

The circumstance in South Africa is not at all clear cut. We
all hope and pray that South Africa can evolve into a free, open
and equal society. And we all desire a bloodless evolution towards
that end. We must approach this issue with a concern that our
action pressures that government to alter its course rather than
forcing its back to the wall as a prelude to violence.

Given the uncertainty as to the best course, I raise the alterna-
tive, some standard against which American involvement in South
Africa might be judged (such as the so-called Sullivan Principles)
to that such an option is at least considered. But given the im-
portance of the moral issue and the strength of the conviction of
the bill’s proponents that isolation is the better way, I am pre-
pared to enact, as a matter of policy, a divestment bill.

The final issue, and one that can be overcome but not ignored,
concerns the competing moral obligation of the Commonwealth as
fiduciary for the pensioners vested in the retirement system. It
is, after all, their money that we seek to utilize as leverage against
South Africa.

There are several important factors that must be considered in
addressing this issue. The Commonwealth’s pension funds as of
October 29, 1982, hold stocks and bonds of firms or institutions
doing business with South Africa whose value ($66,240,000) al-
lows them to be sold at a profit. As of that same date, the Com-
monwealth holds bonds with a curent market value of $39,091,152,
a value $15,120,848 below par or face value.

Since 1979, the Commonwealth has not invested pension funds
in any firm or subsidiary doing business with South Africa. It is
on the initial offering of a stock or bond that a company makes
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its investment capital. Sale of stocks or bonds in a secondary mar-
ket do not affect that investment capital.

The economic impact of a forced sale of such bonds as are only
marketable at below par or face value will fall only on those whose
money it is the pensioners.

Such a sale would cost the pension fund $l5 million. It will not
reduce the capital investment which has already been made by
the object companies. But a forced sale which might further de-
press the market for such bonds could well result in windfall profit
for amoral speculators at the expense of the Commonwealth’s
pensioners.

The amendment I recommend here will result in the Common-
wealth’s divestiture of $66,240,000 in securities which can be profit-
ably sold at the present time. It allows the Commonwealth to re-
tain $39,011,152 in bonds only until such time as they can be mar-
keted without a loss to pensioners. And as a further restriction on
the limited retention of those bonds being held until they can be
sold without a loss, such investment must be sold immediately if
they involve a firm which does not meet the so-called Sullivan
Principles recently adopted as a standard by the State of Con-
necticut for its pension fund investments.

Enactment of the amended 5.984 can send a clear message that
will be heard in nations around the world. The amendment pro-
posed here allows that message to be sent without jeopardizing
$l5 million which is held in trust for state pensioners.

I therefore recommend that Senate Dill No. 984 be amended as
follows:

Strike subparagraph (vii) and insert in place thereof the follow-
ing subparagraph:

(vii) Notwithstanding the provisions of the preceding para-
graph, if sound investment policy so requires the investment com-
mittee may vote to spread the sale of such investments in stock
over no more than twelve months from the effective date of this
act; and if the investment committee by vote determines that the
sale of any bonds would result in a loss to the pension fund, said
bonds may be retained until such time as they can be sold at par
or face value; provided, that no such bonds shall be so retained if
they represent investment in any corporation doing business in
South Africa which does not satisfy the following minimum re-
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quicements: 1) such corporation has adopted the Sullivan Prin-
ciples and has obtained a performance rating in the top two cate-
gories of the Sullivan Principles rating system prepared by Arthur
D. Eittle, Inc., 2) such corporation does not supply strategic prod-
ucts or services for use by the government of South Africa or for
use by the military or police in South Africa and 3) such corpora-
tion recognizes the right of all South African employees to or-
ganize and strike in support of economic or social objectives, free
from fear of dismissal or blacklisting. The state treasurer shall
consult with the investment committee in developing, interpreting
and administering any policy relating to these requirements. For
the purposes of this section the term “doing business in South
Africa” shall mean conducting or performing manufacturing, as-
sembly or warehousing operations within the Republic of South
Africa or, if a bank or other financial institution, lending money to
the Republic of South Africa or any agency or instrumentality
thereof, and the term “strategic products or services” shall mean
articles designated as arms, ammunition and implements of war
in 22 code of federal regulations part 121, and data processing
equipment and computers sold for military or police use or for use
in connection with the pass system as practiced in the Republic
of South Africa.

In determining whether or not to continue investment of public
pension funds in any corporation, the state treasurer, in admin-
istering this section, may require a social audit of any corporation
doing business in South Africa.

So long as any funds remain invested in any bank, financial in-
stitution or firm referred to in paragraph (vii), the investment
committee shall annually, on or before January thirty-first, file
with the clerk of the senate and the clerk of the house of repre-
sentatives a report listing all South Africa-related investments
held by the fund and their book market value as of the preceding
December first.

Respectfully submitted,
Edward J. King
Governor






