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by Blake R. Grossman and William F. Sharpe

Financial Implications of South
African Divestment

The minimum financial costs associated with divesting a portfolio of stocks of companies
doing business in South Africa include both direct and indirect costs of buying and selling
securities plus effects on risk and expected return. The magnitude of these costs depends
materially on the divestment strategy chosen. Divesting only the stocks of companies not
comiplying with the Sullivan Principles resulis in the exclusion of a relatively small portion
of an investment wniverse and has litte effect on portfolio characteristics and returns. A
complete divestment policy—selling all South Africa-related stocks—has more meaningful

CONSEUENCES.

The divested South Africa-free (SAF) umiverse consists of companies whose market
capitalizations are significantly smaller than those of the total universe. The SAF universe is
also relatively underweighted in technological capital goods and consumer growth stocks and
overweighted in finance and wtility stocks.

Analysis of a representative divestment strategy based on buying and holding a value-
werghted portfolio of all the SAF stocks in the NYSE suggests that initial transaction costs
for a $1 billion portfolio can be as low as 0.41 per cent of the overall portfolio value
fassuming trades are not liquidity or information-motivated). Reinvestment of dividends
and nvestment of additional funds after divestment should not substantially exceed those
associated with an undivested portfolio.

Historical returns since 1959 indicate, further, that the SAF portfolio, diluted with
Treasury bills to bring its risk in line with the NYSE, would have outperformed the NYSE
by 0.187 per cent annually. Analysis of the factors contributing to the SAF portfolio’s
returns indicates that the exclusion of South Africa-related stocks hurt portfolio perform-
ance, on average, while the small stock bins of the SAF strategy greatly increased portfolio
refurn.

decided to divest their portfolios of stocks of

the South African government, a number of companies that do business in that country

I?\? REACTION TO the apartheid policies of

public and private retirement funds have

Is Fargo
Advizors, Williger Sharpe is Timbken Professor

Many more are actively considering such a
policy. Such a choice cannot, of course, be made
lightly. Both benefits and costs must be careful-
ly weighed.

ce. Stanford Uwiversity, and o congultant to Wells &
' . Evaluation of the benefits involves complex

political and social aspects. Most investors share
with the U.5. government the goals of abolition

from the Stanford Program fn Fimance is gratefully ac-  of apartheid and improvement of the status of
ksertoleel ged, blacks in South Africa; there is disagreement,
FINANCIAL ANALYSTS JOURNAL / JULY-AUGUST 1585 71 15

The CFA lnsliude
% collabom Eng with JSTOR o dighiza, preserve, sod exbend Becess
Fimancial Analysts Jouml

< Previous article View issue table of contents

Log in via your institution

> Access through your institution

Log in to Taylor & Francis Online
> Login

Restore content access

% Restore content access for purchases made as guest

2

Next article >



https://www.tandfonline.com/action/ssostart?redirectUri=%2Fdoi%2Fpdf%2F10.2469%2Ffaj.v42.n4.15
https://www.tandfonline.com/action/showRestoreContentAccess
https://www.tandfonline.com/toc/ufaj20/42/4?nav=tocList
https://www.tandfonline.com/doi/full/10.2469/faj.v42.n4.30

Purchase options * Save for later

PDF download + Online access
e 48 hours access to article PDF & online version

e Article PDF can be downloaded
» Article PDF can be printed

EUR 48.00

Issue Purchase
» 30 days online access to complete issue

e Article PDFs can be downloaded
» Article PDFs can be printed

EUR 136.00 W Add to

cart

* Local tax will be added as applicable

Related Research @

People also read Recommended articles Cited by
81

ESG and financial performance: aggregated evidence from more than 2000 empirical studies >

Gunnar Friede et al.
Journal of Sustainable Finance & Investment
Published online: 15 Dec 2015


https://www.tandfonline.com/action/saveItem?doi=10.2469/faj.v42.n4.15
https://www.tandfonline.com/action/addToCart?id=SSHAP_N_2014-SSH%20ARTICLE%20PURCHASE%202026%20EURO%20%E2%82%AC-ELECTRONIC-EUR-10.2469/FAJ.V42.N4.15-714575
https://www.tandfonline.com/action/addToCart?id=UFAJPF_ISS_2026-UFAJPF_ISS_2026_Z5-ELECTRONIC-EUR-10.2469/FAJ.V42.N4.15-716233
https://www.tandfonline.com/doi/full/10.1080/20430795.2015.1118917?src=recsys
https://www.tandfonline.com/author/Friede%2C+Gunnar

Information for Open access

Authors Overview

R&D professionals Open journals

Editors Open Select

Librarians Dove Medical Press
Societies F1000Research
Opportunities Help and information
Reprints and e-prints Help and contact
Advertising solutions Newsroom

Accelerated publication All journals

Corporate access solutions Books

Keep up to date

Register to receive personalised research and resources by email

8 Sign me up
X JinJe kol

Copyright © 2026 Informa UK Limited Privacy policy e Taylor& Francis

by informae--
Cookies Terms & conditions Accessibility

Registered in England & Wales No. 01072954
5 Howick Place | London | SW1P 1WG



https://authorservices.taylorandfrancis.com/
https://taylorandfrancis.com/who-we-serve/industry-government/business/
https://editorresources.taylorandfrancis.com/
https://www.tandfonline.com/page/librarians
https://www.tandfonline.com/societies
https://www.tandfonline.com/openaccess
https://www.tandfonline.com/openaccess/openjournals
https://www.tandfonline.com/openaccess/openselect
https://www.tandfonline.com/openaccess/dove
https://www.tandfonline.com/openaccess/f1000
https://taylorandfrancis.com/who-we-serve/industry-government/marketing/
https://taylorandfrancis.com/partnership/commercial/advertising-solutions/
https://taylorandfrancis.com/partnership/commercial/accelerated-publication/
https://taylorandfrancis.com/who-we-serve/industry-government/business/purchasing-options/
https://help.tandfonline.com/
https://newsroom.taylorandfrancisgroup.com/
https://www.tandfonline.com/journals?&pageSize=3000
https://www.routledge.com/
https://taylorandfrancis.formstack.com/forms/tfoguest_signup
https://facebook.com/TaylorandFrancisGroup
https://twitter.com/tandfonline
http://linkedin.com/company/taylor-&-francis-group
https://www.youtube.com/user/TaylorandFrancis
http://www.weibo.com/tandfchina
https://bsky.app/profile/tandfresearch.bsky.social
https://www.informa.com/
https://informa.com/privacy-policy/
https://privacy.informa.com/trackers/en/
https://www.tandfonline.com/terms-and-conditions
https://www.tandfonline.com/accessibility
http://taylorandfrancis.com/

