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SUBJECT:  Public employee retirement systems:  investment portfolios:  divestment from 
Turkey 

 

KEY ISSUE 

 

Should the Legislature require CalSTRS and CalPERS effectively to divest in investments in 
Turkey by requiring that they offer to any school district or contracting city employer an 
investment portfolio option that does not contain investment vehicles issued or owned by the 

government of the Republic of Turkey? 
 

 
ANALYSIS 

 

Existing law: 
 

1) Provides, pursuant to the California Constitution, that the boards of California's public 
retirement systems have "plenary authority and fiduciary responsibility for [the] investment 
of monies and administration of the system." (Cal. Const., art. XVI, § 17) 

 
2) Provides under the California Constitution that "the members of the retirement board of a 

public pension or retirement system shall discharge their duties with respect to the system 
solely in the interest of, and for the exclusive purposes of providing benefits to, participants 
and their beneficiaries, minimizing employer contributions thereto, and defraying reasonable 

expenses of administering the system…[and] the board shall diversify the investments of the 
system so as to minimize the risk of loss and to maximize the rate of return unless under the 

circumstances it is clearly not prudent to do so." (Cal. Const., art. XVI, § 17) 
 
3) Provides that the Legislature retains its authority to, by statute, "continue to prohibit certain 

investments by a retirement board where it is in the public interest to do so, and provided that 
the prohibition satisfies the standards of fiduciary care and loyalty required of a retirement 

board pursuant to this section." (Cal. Const., art. XVI, § 17) 
 
4) Prohibits CalPERS and CalSTRS, under previous legislative mandates, from making or 

holding certain investments in Iran, Sudan, in businesses discriminating against Israel related 
to the Arab Boycott of Israel, and in thermal coal companies. (Government Code §7513.6 et 

seq.) 
 

5) Requires CalPERS and CalSTRS to divest from specified investments in Turkey and cease 

any further investment in Turkey if the U.S. federal government imposes sanctions on 
Turkey for failing to officially acknowledge its responsibility for the Armenian Genocide. 
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This bill: 
 

1) Requires CalSTRS to provide a school district employer an option to elect an investment 
portfolio that does not contain investment vehicles issued or owned by the government of 
the Republic of Turkey. 

 
2) Requires CalPERS to provide a school district employer or a CalPERS-contracting city 

employer an option to elect an investment portfolio that does not contain investment 
vehicles issued or owned by the government of the Republic of Turkey. 

 

 
 

COMMENTS 

 
 

1. Need for this bill? 
 

According to the author, 
 

Previous legislation attempted to divest CalPER and CalSTRS from (investments of) the 

Government of Turkey due to its ongoing and aggressive denial of the Armenian Genocide. 
While this bill was approved by Governor Newsom, it does not go far enough. 

 
2. Committee Concerns 

 

A Divestment Mandate Robed in a Local Option 
 

This bill purports simply to offer an option to school district and city employers to avoid 
participating in a pooled pension investment portfolio that contains any investments in assets 
issued or owned by the government of Turkey.  Either the bill’s proponents do not 

understand the pooled nature of the CalSTRS and CalPERS systems or they are obscuring 
their intent to force a system-wide divestment of the funds’ assets from Turkish investments.  

 
The state designed CalPERS and CalSTRS to pool employer and employee contributions 
from multiple employers and their respective employees into pooled portfolio s to maximize 

investment return and minimize administrative costs. The California Constitution requires the 
pension systems to “diversify the investments of the system so as to minimize the risk of loss 

and to maximize the rate of return, unless under the circumstances it is clearly not prudent to 
do so.”  These elements are critical components intended to securely fund public employee 
pensions and minimize the public’s costs.   

 
In order to comply with the bill’s provisions, the systems would have to create an individual 

portfolio for the petitioning employer. Such an individualized approach represents a dramatic 
systemic change, particularly at CalSTRS, resulting in individualized actuarial experience, 
investment return, and contribution calculations. In short, the local “option” would affect 

both investment return and administrative costs resulting in increased employer and 
employee contributions or greater unfunded liabilities.  

 
Given the relatively small portion of Turkish investments in both pension systems’ 
portfolios, the pension systems’ prudent path to comply with the bill’s provisions as well as 
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their fiduciary duties would be to maintain the pooled portfolio and divest the small 
investments each fund may have in the scorned asset class.  Thus, the bill effectively 

mandates divestment.  
 
Furthermore, this bill would establish a precedent for other divestment proponents to achieve 

their divestment objectives through the creation of an illusory choice between individualized 
portfolio options or divestment of a disdained asset class.  

 
As this committee has expounded in analyses of numerous prior legislative proposals to 
divest pension assets for a variety of well-intentioned objectives, such proposals inevitably 

damage the purpose of the pension systems by undermining the funds’ passive investment 
and asset allocation strategies.  In addition, by narrowing the investments available to 

CalPERS and CalSTRS, divestment mandates contradict the state constitutional requirement 
that the pension systems diversify their investments.  
 

Employees’ Deferred Compensation Should Not Be Subject to Employers’ Non-financial 
Objectives 

 
The bill bespeaks a miscomprehension of the beneficial ownership of the pension trust funds 
and CalSTRS’ and CalPERS’ respective fiduciary duties toward their members. Assuming 

that individualized portfolios are possible, the bill assigns to the employer the decision to 
withdraw from the pension funds’ pooled investment portfolio and participate in a separate 

portfolio ex Turkish assets. However, pension fund assets represent the collective deferred 
compensation of employees. CalPERS and CalSTRS have fiduciary duties to the employees 
to ensure the funds will be available to pay their pensions by making prudent investment 

decisions.  Allowing employers to interpose their non-financial policy choices between the 
employee’s beneficiary interest and the pension trustees’ fiduciary duties is inappropriate and 

contrary to the purposes of a pension fund. 
 
It is difficult to protect assets held in beneficial trust for a future purpose. Those in charge of 

such trusts, whether pension systems, endowments, or other forward-planning 
instrumentalities, encounter constant petitions to use their authority to address urgent, present 

challenges or rectify past injustices (and there are with every generation plentiful urgent, 
present challenges and past injustices). Such petitions fail to recognize that the trustees’ 
exclusive mission is to ensure that the trust will be able to fund the promises made today for 

tomorrow’s beneficiaries. To do otherwise is nothing less than a betrayal to those relying on 
the promise. One must firmly reject such petitions, however reluctantly. 

 
 

3. Proponent Arguments 

 
According to the author,  

 
Continuing to invest in the republic of Turkey sends a dangerous signal and enables the 
government – through investments in its economy – to continue to deny justice to the victims 

of the Armenian Genocide. Divestment from Turkish bonds over the government’s denial of 
the Armenian Genocide would impose much needed economic consequences on a regime 

that continues to engage in policies that constitute crimes against humanity. 
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4. Opponent Arguments: 

 

According to the California Teachers Association, 
 
Educators face attacks on their public pension systems based on unfunded liability; while 

long-term funding plans were put in place to address unfunded liability, anything that limits 
the ability of our public pension systems to achieve their investment targets compromises 

the plan. The majority of our members participate in CalSTRS, and AB 1469 (2014) 
established the CalSTRS Funding Plan; this plan puts the CalSTRS Defined Benefit 
Program on the path to full funding by June 30, 2046 through incremental shared 

contribution increases among the program’s three contributors: CalSTRS members, 
employers and the State of California. 

 
An effort to change the behavior of the Turkish Government is a matter of foreign relations 
and is driven by the actions of the federal government; asking for changes in California law 

or changes for educators’ public pension is the wrong venue to address this foreign relations 
issue. Additionally, the structures of CalSTRS and CalPERS do not permit an employer to 

choose from which investments to divest. 
 
According to the California Professional Firefighters, 

 
The retirement and security of employees who choose to dedicate themselves to public 

service should not be a bargaining chip employed to change the behavior of another 
country’s government. SB 457 threatens the futures of California’s public employees, 
including thousands of firefighters who put their lives on the line every day to protect and 

serve the public, by prioritizing divestment ahead of the health of the fund. 
 

5. Prior Legislation: 

 
AB 1320 (Nazarian, Chapter 459, Statutes of 2019) prohibits CalPERS and CalSTRS from 

investing in an investment vehicle issued or owned by the government of Turkey, if the U.S. 
federal government  imposes sanctions on the government of Turkey for failing to officially 

acknowledge its responsibility for the Armenian Genocide. 
 

AB 1597 (Nazarian, 2017) would have prohibited CalPERS and CalSTRS from investing in any 

investment vehicle issued, owned, controlled, or managed by the government of Turkey.  The 

Governor vetoed this bill stating that he was “reluctant to force yet another disinvestment 

measure on our already stressed pension systems.” 

 

AB 1410 (Nazarian, 2016) would have prohibited CalPERS and CalSTRS from investing public 

employee retirement funds in specified investments issued by, owned, controlled, or managed by 

the government of Turkey.  This bill was held in the Assembly Appropriations Committee. 

 

AB 2650 (Nazarian, 2015) would have prohibited CalPERS and CalSTRS from investing public 

employee retirement funds in specified investments issued by, owned, controlled, or managed by 

the government of Turkey.  This bill was held in the Assembly Appropriations Committee. 
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SUPPORT 

None on File 
 

OPPOSITION 

California Professional Firefighters 
California Retired Teachers Associations 

California State Teachers’ Retirement System 
California Teachers Association 
Consul General, Los Angeles, Republic of Turkey 

 
 

-- END -- 

 


