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THE ECONOMIC VIABILITY OF DIVESTMENT 

The State of Connecticut, like other states, invests its various pension, re
tirement and annuity funds in order to generate income for the participants. 
The pension and retirement monies of Connecticut state workers are invested 
through two funds, the State of Connecticut Mutual Equity Fund and the State 
of Connecticut Fixed Income Fund. These mutual funds are also available for 
investment by municipal employees, and some municipalities participate. 

The funds are invested in several ways, including industrial stocks and bonds, 
utility bonds and U.S. government bonds, all varying in yield and security. 
In 1972 the state decided to change the conservative investment policies of 
the past and put more than half of its money into the stockmarket. Of the 
1980 pension funds, worth approximately 1. 5 billion dollars, 32% is invested 
in corporate stocks, of which about one-third is invested in corporations 
which are active in South Africa. 

The yield of the stocks has generally been disappointing. According to the 
Treasurer's Report, the rate of return on investment in the Mutual Equity Fund 
(primarily stocks) was 6.3% in 1976, negative 4.2% in 1977, 3.7% in 1978, 12.7% 
in 1979 and 15.4% in 1980. Though returns in the past two years have greatly im
proved, this must be viewed in the context of a five year average yield of only 
6.7%. In addition, the 1980 yield reflects great increases in stock values 
in the latter part of the fiscal year and falls below the Standard and Poor 
average of 17.8%. 

There is considerable evidence that divestment from such corporations would not 
have an adverse impact on the pension fund, but may in fact improve its yield. 
According to R.J. Schwartz, PhD. of Shearson, Loeb, and Rhoades, Inc., "(W)ith 
respect to U.S. companies in South Africa, studies show the returns vary and 
the risk is increasing. Alternative investments, even barring other "socially 
irresponsible" investment, are almost unlimited. My record in this area has 
outperformed the standard average such as Dow Jones Industrial Average and 
Solomon High Grade Bonds." 

As alternatives, there are investment options which guarantee a comparable or 
better return than the stocks and could also serve the function of encouraging 
employment and economic activity in the state. The following are some of the 
loan programs in which the pension fund could purchase bonds or notes, many 
of which can be targetted for in-state development: Government National Mort
gage Assoc., Farmer's Home Admin. Loans, Small Business Admin. Loans, Federal 
Ship Financing Bonds, Urban-Industrial Waste Facility Loans, and Federal Loan 
Home Bank. All of these are fully guaranteed by the federal government and 
return at least 9% and generally more. In addition, Certificates of Deposit 
can be negotiated at a current return of over 14%. 
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