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SUBJECT: Public employee retirement systems:  investment portfolios:  

divestment from Turkey 

SOURCE: Author 

DIGEST: This bill restructures, fundamentally, existing pooled state pension 

systems by requiring CalSTRS and CalPERS to provide separate, alternative 
investment portfolios to school districts and cities that wish to elect an investment 

portfolio that does not contain investments 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 
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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) 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. (Government Code § 7513.74) 
 

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. 

Background 

The California Constitution invests plenary authority over the investment of state 
retirement plan assets in the CalSTRS and CalPERS board trustees who have a 

fiduciary responsibility to discharge their duties solely in the interests of the 
members and beneficiaries for the exclusive purpose of providing benefits while 
minimizing costs to taxpayers.  The Constitution did preserve limited authority for 

the Legislature to prohibit certain investments by a retirement board when it is in 
the public interest to do so and provided the prohibition satisfies the standards of 

fiduciary care and loyalty required of the retirement board.  
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Although the Legislature has enacted a small number of divestment measures
1
 and 

even recently has passed a related Turkish divestment bill
2
, the Legislature 

typically affirms the truth that divestment mandates cause great damage to the 
systems’ long-term funding viability and therefore, has generally rejected calls for 

the state’s pension funds to divest in numerous well-regarded social activist causes.   
 

For example, there have been no fewer than three other divestment bills related to 
Turkey in the last five years that have failed to become law: 

 

 Assembly Bill 1597 (Nazarian, 2017),  Assembly Bill 2650 (Nazarian, 2016), 

and Assembly Bill 1410 (Nazarian, 2015) would have all prohibited investing 
public employee retirement funds in specified investments issued by, owned, 

controlled, or managed by the government of Turkey 

The Legislature also has rejected the following partial list of divestment mandates 

in the last several years.  

 Assembly Bill 33 (Bonta, 2019) would have required CalPERS and CalSTRS to 

divest from private prison companies.  

 Senate Bill 459 (Portantino, 2018) would have required CalPERS to adopt an 
investment policy for retailers or wholesalers of banned weapons. 

 Assembly Bill 946 (Ting, 2017) would have prohibited CalPERS and CalSTRS 

from investing public employee retirement funds in companies engaged in 
business related to the ‘border wall’. 

 Assembly Bill 1551 (Allen, 2016) would have required public retirement funds, 
on or after January 1, 2017, to make no additional investments or renew 

existing investments in business firms or financial institutions that engage in 
business practices in furtherance of the boycott of Israel. 

                                        
1
 AB 221 (Anderson, Chapter 671, Statutes of 2007) prohibits CalPERS and CalSTRS from investing in companies 

that have specified energy or defense-related operations in Iran, AB 2941 (Koretz, Chapter 442, Statutes of 2006) 

prohibits CalPERS and CalSTRS from investing public employee retirement funds in a company wit h business 

operations in the Sudan, as specified, and SB 185 (De Leon, Chapter 605, Statutes of 2015) prohibits CalPERS and 

CalSTRS from investing public employee retirement funds in thermal coal companies.  

 
2
 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 United States federal government imposes 

sanctions on the government of Turkey for failing to officially acknowledge its respons ibility for the Armenian 

Genocide. 
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 Assembly Bill 2283 (Calderon, 2016) would have required CalPERS and 

CalSTRS to evaluate their investments in securitized home rental properties and 
ensure certain requirements were met, as specified, prior to investing or 

reinvesting in securitized home rental properties. 

 Assembly Bill 761 (Dickinson, 2013) would have prohibited CalPERS and 

CalSTRS from investing in companies that manufacture firearms or 
ammunition for a recipient other than the U.S. military. 

It is important to note that passage of any divestment mandate leads to a 
proliferation of additional proposals for further divestment bills that magnify the 

disruption to pension system funding mechanisms by increasing costs and 
investment risk resulting in reduced long-term returns. Simply put, the passage of 

divestment bills, no matter what the issue, creates strong incentives for the creation 
of new divestment bills.

3
   

Policy and Legal Problems with Divestment Mandates - the following are reasons 
the Legislature has traditionally viewed divestment mandates skeptically: 

 Divestment bills negatively affect pension fund long-term management 
strategies, increase costs, and decrease returns. 

o The state generally has designed California’s public pension funds to 
maximize investments and reduce investment costs by using passive 

investment strategies such as index investing reasoning that pension funds 
hold investments over a long-term whereby it is unlikely that active 

investment management can produce greater investment returns than market 
average.  Thus, the pension fund managers design an asset allocation plan 

and invest in passively managed index funds to minimize trading costs and 
external investment advisor costs. 

o Divestment mandates force shifts from passive investment strategies to 
active investment strategies, thereby increasing management costs and 

exposing the fund to greater market risk by altering asset allocation. 

o Because pension funds are so large, they must broadly invest in the entire 
market.  Shifting funds from one asset (through a divestment mandate) to 

another asset causes the fund to be overweight in the secondary asset. 

                                        
3
 The bill’s  author illustrate this problematic consequence by citing examples of the passage of previous divestment 

bills as justification for this bill’s  passage (although simultaneously asking the Legislature to ignore the fact that this 

bill will inspire and justify future divestment mandate proposals). 
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 The state constitution provides pension boards the exclusive authority to make 

investment decisions. 

o Pension boards, unlike school boards or city councils, are required to invest 

in the exclusive interest of ensuring that trust funds will be available to pay 
promised pension benefits to the systems’ beneficiaries. 

o Legislative divestment mandates put inappropriate political pressure on 
trustees to violate their fiduciary duty. 

 Investment challenges for Pension Funds 

o Existing low-rate conditions impose significant challenges for pension funds 

to meet the 7% investment return rate built into actuarial calculations that 
determine employer and employee contribution rates.  Failure to meet the 

7% rate requires increases in public funds from local and state governments 
as well as public employees.  Increasing investment management costs and 

limiting investment asset opportunities result in direct increased costs to 
local and school agencies.   

o As discussed above, every divestment bill inspires additional divestment 
bills for important policy goals.  Every supporter of a particular divestment 

bill believes their policy objective is uniquely important and deserving of an 
exception to the generally policy against divestment.  However, it is virtually 
impossible to distinguish why the Legislature should approve some 

divestment bills but deny others. Thus, whenever a divestment bill passes the 
Legislature, several more are put forward, creating pressure on pension 

trustees and investment staff, increasing pension costs, and diverting 
investment staff from their principal duties of managing the fund’s 

investments. 

FISCAL EFFECT: Appropriation: No Fiscal Com.: Yes Local: No 
 

According to the Senate Appropriations Committee: 
 

 CalSTRS indicates that it would incur unknown but significant one-time and 
ongoing costs, ranging from hundreds of millions of dollars to $1 billion, for (1) 

significant reprogramming of and associated delays to its new pension 
administration system, and (2) increased staffing and workload for its 

Investments and Actuarial Resources Division. 
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 CalPERS has yet to quantify its costs from the bill, but indicates that it would 

result in significant one-time and ongoing administrative expenses to develop 
and maintain a separate investment trust fund option that does not include 

investments related to the government of Turkey for requesting school 
employers and cities. 

 

 CalSTRS and CalPERS may incur opportunity costs if alternative investments 

resulting from the bill do not generate similar or greater investment returns than 
otherwise would have occurred. Any resulting costs would be passed along to 

the State and employers in the form of higher defined benefit contributions. 

SUPPORT: (Verified 5/21/21) 

The Armenian National Committee of America - Western Region 

OPPOSITION: (Verified 5/21/21) 

California Professional Firefighters 

California Retired Teachers Associations 

California State Teachers’ Retirement System 
California Teachers Association 

Consul General, Los Angeles, Republic of Turkey 

ARGUMENTS IN SUPPORT: According to the Armenian National Committee 
of America - Western Region: 

Given Turkey’s continued human rights abuses, policy of genocide denial, and 
deliberate acts in opposition to United States interests, our organization is not in 

support of investing California trust money therein and therefore fully supports 
SB 457.  

Despite efforts by state and federal governments around the world to encourage 
Turkey to recognize the Armenian Genocide, the government of Turkey has 

engaged and continues to engage in an ongoing campaign of genocide denial, 
refusing to compensate its victims, and funding a multimillion-dollar political 

lobbying campaign to defeat legislation that recognizes the Armenian Genocide 
that killed over 1.5 million Armenians and other minority groups including 

Greeks, Assyrians, Syriacs, and Chaldeans. 
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ARGUMENTS IN OPPOSITION: According to the California Teachers 
Association: 

 
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. 
 

According to the California Retired Teachers Association: 
 

(This bill) should include an indemnification mechanism to the fund, not merely 
the board members and staff. Should the fund lose revenue or opportunity costs, 

the fund should be completely protected from fiscal harm by the General Fund. 
Should indemnification not be provided, this would mean new Public 

Employees’ Pension Reform Act educators, hired after 2013 would potentially 
see increases to their pension contribution rates, school employers could face 
increased contribution rates and the state contributions could also increase, 

should significant losses take place.  
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