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THE APPARENT PROBLEM: 
Cons ide rab le cont roversy exists over the role U.S. 
corporations play in the economy of the Republic of South 
Afr ica, a country that promotes the principle of white 
supremacy through its laws and social structure (commonly 
r e f e r r e d to as a p a r t h e i d ) . The sys tem d e m a n d s 
discrimination against non- whites to keep them politically 
d i sen f ranch i sed and economica l l y d i s a d v a n t a g e d . 
According to information from the Investor Responsibility 
Research Center, there are approximately 300 American 
companies operating in South Afr ica (while thousands more 
are involved through agents and distributors) with an 
aggregate investment estimated at approximately $2.3 
billion. Some people believe that this American investment 
bolsters the apartheid system by strengthening the South 
A f r i can economy. Furthermore, they a rgue that it is 
unconscionable to obtain profits f rom business operations 
in a country where that profitability derives from economic 
factors (such as artificially cheap black labor) which exist 
in large part due to a repressive and discriminatory political 
system. South Africa is particularly the object of outrage 
because the conspicuous lack of freedom there for the 85 
percent of the population which is non-white is the result 
of years of calculated and deliberate legislation enacted 
by the representatives of the 15 percent of the population 
which is white. Opponents of the South African government 
have a rgued that ostracism of the country, through 
economic sanctions and otherwise, could be an effective 
way of bringing about change from the outside. The state 
of Michigan already prohibits educational institutions from 
making or maintaining investments in firms operating in 
South Afr ica. Another step that Michigan could take in this 
direction would be to prohibit public employee retirement 
systems from making or maintaining investments in firms 
operating in South Afr ica. 

THE CONTENT OF THE BILL: 
The bill would amend Public Act 314 of 1965, which 
regulates the investment of the funds of public employee 
retirement systems, to forbid any investment by the public 
school employees retirement system or the state employees 
retirement system in a national corporation of South Africa 
or in a U.S. f irm operating in the Republic of South Afr ica. 
(A companion bi l l , Senate Bill 171, would affect the 
legislative retirement system, the fire and police retirement 
system, the judges' retirement system, the probate judges' 
retirement system, and the state police retirement system.) 

Under the bi l l , current investments would be ordered 
divested according to a schedule that would require that 
a minimum of 40 percent of such assets be divested within 
24 months after the bill's enactment; the remaining assets 
would have to be divested over the next three years, unless 
the state treasurer determined that divestment would 
jeopardize the fiscal integrity of a retirement system, in 
which case the deadlines could be extended for not more 
than one year. The bill would not alter the existing fiduciary 
or statutory obligation on the investment of pension fund 
assets. It states that its intent is to seek a rate of return 
sufficient to fund the payment of what is commonly referred 
to as the "thirteenth check." 

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

H o u s e Bill 4 3 9 5 as enrolled 

Second Analysis (6-22-88) R E C E I V E D . 
Sponsor: Rep. Virgil Smith 
House Committee: Civil Rights 
Senate Committee: Judiciary JUL 15 1938 

Mich. State Law Library 

The bill would require that the state treasurer develop a 
register of United States companies that had either an 
investment in South A f r i c a , or a f ranch ise , l icensing 
agreement or management agreement with an individual 
or company located in South Afr ica. The register would be 
prov ided to each ret i rement system b o a r d , at least 
annually and whenever it was changed. The treasurer 
would also notify a retirement system board of those 
investments that the system had in a company included in 
the register. Not less than 90 days before the register was 
provided to the retirement systems' boards, the treasurer 
would be required to provide the chief executive officer of 
each United States company listed on the register with 
notice of its inclusion, why it was listed, the current value 
of system assets invested in the company, and any other 
information that the treasurer considered necessary or 
appropriate. 

Under the bi l l , the state treasurer would also be required 
to report annually to the legislature on the divestment 
process, including information on the fol lowing: 

• The progress of systems in implementing the divestment 
of assets required by the bil l . 

• The register of companies doing business in South Afr ica. 
• The reason companies had been added to the register. 
• The names of companies being considered for addition 

to the register. 
• The amount of retirement system assets invested in 

companies included in the register. 
• The financial cost to the state of divestment. 
• Any other information the state treasurer considered 

necessary or appropriate. 

The investment f iduciary of each retirement system would 
be requ i red to report annual ly to the governor and 
legislature any changes in the value of the portfolio or its 
investment performance which were attributable to the 
d i v e s t m e n t p rocess . Any ga ins resu l t i ng f r o m the 
divestment process would be recorded annually and would 
be used to compensate for any losses or diminution in value 
which resulted from the process in subsequent years. 

The provisions of the bill would be rendered null if full 
citizenship and equal political rights were granted and in 
effect for all South Africans regardless of race and if legal 
restrictions no longer existed on the freedom of all South 
Africans to live, travel, and work in the country. 

The bill would become effective January 1, 1989. 
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BACKGROUND INFORMATION: 
• The House of Representatives adopted very similar 

divestment bills in December, 1985. House Bill 4395 and 
Senate Bill 171 differ from these in that they cover all 
public employee pension systems rather than only those 
of state employees, publ ic school employees, and 
legislators. 
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Across the country, 19 states and more than 80 cities and 
counties have adopted South African divestment laws. New 
Jersey and C a l i f o r n i a , whose pension systems are 
comparable in size or larger than that of Michigan, have 
passed total divestment laws. Massachusetts has adopted 
a total divestment law. Michigan itself has two South 
African economic sanctions laws: a 1980 law prohibiting 
deposits of excess state funds in banks making loans to 
South Afr ica, and a 1982 law requiring that public colleges 
and universities divest from all companies doing business 
in South Afr ica. Divestment bills have been introduced in 
other states. 

• The Sullivan Principles are fol lowed by many American 
compan ies do ing business in South A f r i c a . These 
pr inc ip les r equ i r e : non -seg rega t i on in a l l e a t i n g , 
comfort, and work stations; equal and fair employment 
practices for all employees; equal pay for equal or 
comparab le work ; t ra in ing programs to p repare a 
substantial number of blacks and other non-whites in 
management and supervisory positions; and improving 
the quality of employees' lives outside of the work 
env i r onmen t , such as in hous ing , t r a n s p o r t a t i o n , 
schooling, recreation, and health facilities. 

• Governor Blanchard announced a 10-point divestiture 
policy in August, 1985. The policy stated that the state 
of Michigan would not purchase finished products from 
South Afr ica; would not purchase goods or services f rom 
any f i rm which fails to certify that it didn't sell goods or 
services to the South Africa military, Department of 
Cooperation and Development, or national, provincial 
or local police or prison agencies unless they were 
signatories of the Sullivan Principles; would not purchase 
products or services for U.S. or foreign firms controlled 
by South African f irms; would cease doing business with 
any financial institution which underwrites or purchases 
any new securities issues for any agency of the South 
African government; and would cease doing business 
with any financial institution buying or selling Krugerrand 
gold coins. Further, the policy endorsed the concept of 
l e g i s l a t i o n r e q u i r i n g p h a s e d d i v e s t i t u r e by 
state-administered pension funds of securities of firms 
operating or investing in South Afr ica. The policy also 
s t a ted t h a t Gove rno r B l a n c h a r d w o u l d p ropose 
legislation directing state-owned securities which carry 
voting rights to vote in favor of wi thdrawal of the 
corporation from South Afr ica, and also legislation 
directing the state to divest, after a reasonable notice 
period, all securities in corporations selling goods or 
services to the South African military, Department of 
Cooperation and Development, or national, provincial 
or local police or prison agencies. Points nine and ten 
of the policy named an Implementation Commission to 
report the best means of implementing these policies, 
and urged enactment of House Resolution 1460, the 
Anti-Apartheid Act of 1985, respectively. The commission 
reported in 1985 that a five-year divestiture process 
would cost about $23 million, and recommended the 
"back -we igh ted " approach to divestment, whereby 
divestiture is weighted toward the later years of the 
schedule. Governor Blanchard also directed that the 
state retain the services of consultants to analyze state 
pension fund investments and i l lustrate means of 
protecting the security of pensioners while implementing 
phased divestiture. 

FISCAL IMPLICATIONS: 
According to the House Fiscal Agency, the bill would have 
an undetermined impact on the funds of the employee 
retirements systems to which it would apply, and on the v 
state's general fund. (6-21-88) , l \ 

ARGUMENTS: 
For: 
Uni ted States businesses supp ly v i ta l goods to the 
gove rnmen t of South A f r i c a , t he reby assist ing the 
g o v e r n m e n t to con t i nue its a p a r t h e i d p r a c t i c e s . 
Withdrawing technical and financial assistance would 
hamper the government's ability to carry out its policies 
and destabilize the economy. Direct U.S. investment in 
South Africa is concentrated in strategically important 
sectors of the economy. U.S. companies control large 
percentages of the nations computer, oil and auto markets, 
which lend critical support to the South African government 
and its military and police apparatus. Many U.S. firms are 
designated "key points," which means that in the event of 
civil unrest they must fol low orders of the South African 
Defense Force. These are only a few examples of how U.S. 
firms operating in South Africa support the apartheid 
system. The bills require action aimed at upsetting this 
economic network. 

For: 
In the 1970's, U.S. companies in South Africa argued that 
there was no way they'd respond to calls to pull out of 
South Africa — other buyers would simply move in and 
take their place. Now there is wor ld-wide outrage against 
South Af r ica 's pol i t ica l system, increased economic 
pressure, and many companies have concluded that the 
apartheid system is politically and economically unstable ^ 
and are withdrawing their operations. It is interesting to v 
note that, where the South African government once relied 
on corporations to argue for them, they are now lobbying 
themselves. Their lobbying efforts, however, seem to 
concentrate on efforts to convince state policymakers that 
divestiture measures only hurt the people they are designed 
to protect — black South Africans — through loss of jobs. 
Some see a relationship between this viewpoint and that 
of white slaveowners in this country in its early history. 
Furthermore, their statements should be regarded with 
skepticism. They may report the results of a survey, for 
example, as evidence that black South Africans are against 
sanctions. However, the survey may have been worded: 
" I f your job is in jeopardy, do you want divestiture?" 

For: 
There is now no realistic, logical reason not to divest of 
stocks in South African companies. The financial landscape 
has changed in' the last few years and there are ample 
companies to invest in to make money for retirees. Not 
only can the state invest prudently, but, given the choice, 
it should prefer to not to invest in companies that are 
enmeshed in a political hotbed. South Africa is no longer 
a good investment choice. 

Behind the blackout that South Africa has imposed on the 
media, its political structure is still intact and political 
pressure is unprecedented. In February, 1987, the South 
African government announced that more than 13,000 
people had been detained without charge for a month or 
more under the emergency rule imposed the previous June. I 
Some of those detained were as young as 11 years old. 
Some see South Africa as a reckless military state. It has v 

doubled its military budget and is attacking surrounding 
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states. The U.N. Security Council passed a mandatory arms 
embargo against South Africa in 1977, and OPEC nations 
have attempted to end oil shipments to South Africa since 
1974. By 1986, sanctions of varying strength had been 
imposed on South Africa by the U.S., Japan and Denmark 
as we l l as the European Economic Commun i t y , the 
Commonwealth Nations, and the Nonaligned Movement. 

For: 
It is u n c o n s c i o n a b l e to p r o f i t f r o m inves tmen ts in 
corporations that do business in a nation whose political 
and economic systems are essentially racist and whose way 
of life is dependent on the continued exploitation of the 
non-white majority. To allow continued involvement in the 
South African economy under the rationale that change 
can be b rough t abou t f r o m w i t h i n is a se l f -serv ing 
argument which strains the credibility of United States and 
Michigan policy on human rights. Further, should the 
situation in South Africa improve and all citizens receive 
full citizenship and equal political rights, and if restrictions 
on travel, work, and living conditions were l i f ted, the 
provisions of the bill would be suspended. Otherwise, the 
white minority must get the signal that, if it wants to enjoy 
a high standard of l iving, it must listen to the rest of the 
wor ld . 

Against: 
It is true that the apartheid system violates many standards 
of human rights that Americans feel must be upheld. The 
bi l l , however would pursue this ideal by discriminating 
against retirees. The public pension funds would be used 
as an instrument for making a political statement. The 
investment performance of the funds (and the retirees who 
benefit f rom them) would be left to suffer the financial 
consequences. Other avenues for f ighting apartheid should 
be pursued; divestment of pension funds' assets would be 
economically detrimental. 

Response: Divestment in firms operating in South Africa 
may prove to be an economically prudent step. Considering 
the mounting unrest in South Africa and the political 
backlash against the country's policies, from both domestic 
and international sources, it may be wise to divest now in 
order to avoid future losses. If the volatile situation in South 
Africa continues on its present course, corporations might 
be nationalized as a precaution against revolution or 
counterrevolution. In that event, public pension funds that 
had assets invested in those companies could suffer heavy 
losses. Given the riskiness of South African investment, 
divestment should be pursued. In addit ion, the experience 
of educational institutions, cities, and other states has 
shown that prudent divestment can be carried out without 
harming the value of investment portfolios. 

even he has supported the use of sanctions such as 
divestiture. As for the argument that wi thdrawal of U.S. 
corporations would hurt blacks the most, the work force 
of U.S. corporations is composed of 98 percent white 
persons, one percent Indian and colored workers, and only 
0.4 percent black workers. Twenty-six million black people 
in South Africa live under harsh conditions because of the 
apartheid system. The small number who might lose their 
jobs is negligible compared with the 22 million who live 
under modern-day slavery. Further, U.S. corporations, 
many of which have operated in South Africa for decades, 
are not effective in changing the political structure. The 
apartheid system is as oppressive now as it has ever been; 
if U.S. corporations are attempting to influence the demise 
of that system by continuing to operate in South Afr ica, 
then their results have been dubious at best. Finally, in the I 
last two years many American corporations have decided w 
to pull out of South Africa rather than help to sustain that .&. 
country's oppressive policies. {Q 
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Against: ?> 
Divestment of pension f u n d s ' assets c o m m i t t e d to to 
c o r p o r a t i o n s o p e r a t i n g in South A f r i c a w o u l d be co 
ineffective. When stocks are sold, they are not simply *— 
"dumped ; " rather, someone else buys them. Neither the ^ 
corporations nor the South African government would O 
suffer from such an occurrence. Selling the stocks held by J11 

Michigan's public pension funds, contrary to common 
perceptions, would not adversely affect the South African 
economy. 

Response: More than an economic concern, divestment 
is a moral imperative. South Africa is particularly the object 
of outrage because the conspicuous lack of freedom there 
for the 85 percent of the population that is nonwhite is the 
result of years of calculated legislation enacted by the 
representatives of the 15 percent of the population that is 
white. It is unconscionable for the state to profit f rom 
investments in corporations that operate in a nation whose 
laws demand discrimination against nonwhites to keep 
them po l i t i ca l l y d i sen f ranch i sed and economica l l y 
disadvantaged. 

Against: 
The situation in South Africa is a foreign policy matter. It 
is inappropriate for the legislature to mandate provisions 
to dea l w i t h f o r e i g n a f f a i r s . To enab le the f e d e r a l 
government to establish consistent foreign policies, matters 
such as sending signals or statements to governments of 
other countries should be left to the jurisdiction of the 
federal government. 

Response: Certain aspects of the situation in South 
Africa are indeed foreign policy matters, but the question 
of proper avenues for investment of Michigan's public 
pension funds is certainly an issue to be resolved by the 
Michigan legislature. 

Against: 
Pension funds w i l l inevi tably suffer f rom divest i ture 
because of diminished opportunities. There is no way to 
calculate losses, no way to figure the pluses and minuses. 
The funds to be appropriated to make up losses, should 
they occur, could get held up in the legislature each year. 

Response: The state's financial experts do not believe 
that retirees wil l suffer because of divestiture. The financial 
landscape has changed in the last few years, and there 
are plenty of companies to invest in. 

Against: 
The bills fail to distinguish between companies that have 
agreed to the Sullivan Principles and those which have not. 
Those companies which espouse the Sullivan Principles 
have been addressing fair employment practices in South 
Africa and are bringing about change in the political 
structure. Without the presence of these companies, blacks 
would be the hardest hit as the economy worsened. 

Response: The Sullivan Principles are ineffective, as 
they only address f a i r e m p l o y m e n t p rac t i ces in the 
workplace. They do not address the social and political 
consequences of apartheid that are causing the problems 
in South Afr ica. Also, only a portion of U.S. corporations 
have i m p l e m e n t e d the Su l l i van Pr inc ip les in the i r 
companies. Further, Rev. Sullivan himself set a deadline 
of May 3 1 , 1987, for the evolution of the Sullivan Principles' 
influence on the abolition of apartheid. Since that date, 
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