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POLICY 
Engagement and the corporate governance work plan fall under the Corporate Governance (CG) 
Policy and the Corporate Governance Principles. The Corporate Governance policy, like all of 
the CalSTRS investment portfolios, is governed by the CalSTRS Investment Policy and 
Management Plan (IPMP) Teachers’ Retirement Board Policy Manual, Section 1000, page A-1. 

HISTORY OF THE ITEM 
Following the shooting at Sandy Hook Elementary School in 2013, the CalSTRS Investment 
Committee invoked its Divestment Policy and voted unanimously to divest of all firearm 
manufacturers that manufacture weapons for sale to the public which are illegal in the State of 
California, such as the assault-type weapons used in the Sandy Hook shooting. CalSTRS sold all 
publicly traded companies that met this criterion and was able to exit from its exposure in a 
private partnership. On an ongoing basis, CalSTRS staff monitors publicly traded companies and 
will divest from companies that meet this criteria. For new private partnerships, provisions are 
included within the contract that excludes firearm companies from purchase subject to the 
divestment criteria.       

After the September 2017 Las Vegas shooting, State Treasurer John Chiang wrote a letter to the 
Chair of the Investment Committee urging CalSTRS to divest from retailers of assault weapons 
and ‘bump stocks’. At the February 2018 Investment Committee meeting, the Chair, with the 
assent of the Committee, directed staff to place an item on the May agenda regarding retailers 
and manufacturers of assault-type weapons. 

PURPOSE 
The purpose of this agenda item is to discuss: 

1. Engagement of Assault-type weapon retailers and manufacturers within the 2018 
Corporate Governance work plan and assign a priority, in addition to evaluating resource 
needs to the effort and reporting requirements;  

2. Utilize the enormous social awareness around this issue to create a customized public 
engagement strategy. 

3. Lastly, initiating the Divestment policy if engagement fails to achieve an acceptable 
outcome.  
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BACKGROUND  
CalSTRS has a long history, dating back to the 1970’s, of considering the investment risk from 
material, environmental and social risks. The Investment Committee developed an Environmental, 
Social, and Governance - 21-Risk Factor Policy, in the IPMP in July 2008. 

In 2017, the Investment Committee adopted an Investment Belief statement, number 7. 
 

Responsible corporate governance, including the management of 
environmental, social and governance (ESG) factors, can benefit long-term 
investors like CalSTRS. 

CalSTRS believes that, in addition to traditional financial metrics, timely 
consideration of material environmental, social, and governance (ESG), factors 
in the investment process for every asset class, has the potential, over the 
long-term, to positively impact investment returns and help to better manage 
risks. 

Proxy rights attached to shareholder interests in public companies are 
additional “plan assets” of the system. As a largely long-term investor, 
CalSTRS can enhance the value of its plan assets by taking a leadership role by 
voting proxies. 

 

 

As stated in the Belief, CalSTRS believes it can better manage our investment risks by 
consideration of material ESG factors and can enhance the value of the Fund by taking a 
leadership role in voting proxies and direct engagement with companies.   

DISCUSSION  
After the February Investment Committee meeting discussion on firearms retailers, the Chair and 
Vice-Chair of the Investment Committee, following up on direction of the Committee, consulted 
with the general investment consultants and staff regarding the investment and legal risks to the 
CalSTRS portfolio of owning assault-type weapon manufacturers and retailers. This agenda item 
provides the research gathered by staff on these companies and suggests an engagement action 
plan to address risks to the Fund.    

Since the February discussion, a shooting occurred at the Marjory Stoneman Douglas High 
School in Florida, further escalating the risk. Subsequently, both institutional and retail investors 
across the country have begun factoring in the reputational and investment risk of assault-type 
weapons exposure in their portfolios. BlackRock, the world’s largest money manager, issued 
a press release outlining their decision to approach and engage companies that manufacture and 
distribute firearms.   
Highlighting the reputational risks to shareholders are actions by citizens and students across the 
country who are mounting a growing wave of social attention and pressure on the issue of 
firearms. As one example, on March 14, 2018, students and teachers across the USA participated 
in a national walkout to protest gun violence and demand school safety.     
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In response to this powerful social pressure, numerous retailers announced significant changes to 
the inventory and sale of firearms, specifically assault rifles. Most firms announced they would 
stop selling ‘assault-type rifles’ and raise the purchase age to 21 years. While many of the major 
retailers all quickly made these changes, some of the hunting and fishing specialty stores have 
been slow to respond or even silent on the subject.  

Attachment 1 is the list of the retailers in the CalSTRS investment portfolio that sold firearms 
prior to February 2018. (Please note that this list is broad and not specific to assault weapons, as 
the industry definition is unclear. With the 2013 divestment, CalSTRS chose to define firearms 
by those illegal in the State of California.)  Also listed are any subsequent changes with regards 
to whether the firm changed any of its firearm sales policies. It should be noted that in many 
cases, firearms comprise a very small percentage of the company’s annual sales. In other cases, 
the retailers have multiple store lines that may or may not include hunting and fishing specialty 
stores who sell firearms. MSCI Investor Responses to Gun Violence in the U.S. has information 
on firearm manufacturers and retailers while Attachment 4 provides an Executive Summary.  

At the November 2017 Investment Committee meeting, the Committee adopted the 2018 
Corporate Governance Engagement Plan. Based on recent events and the increased material risks 
to the Fund, the Chair and Vice-Chair of the Investment Committee requested an updated 
engagement plan to include companies that sell assault-type weapons.      

Unlike other CalSTRS engagements, where staff generally prefers a quiet engagement approach, 
this engagement may be more effective with a customized public engagement strategy. To date, 
the element of social pressure has proven far more effective, as evidenced by the companies’ 
responses to the social attention. Therefore, in addition to our usual engagement strategies, staff 
proposes an engagement to leverage that wave and develop a public communication plan to 
highlight areas of firearm concern and applaud responsive companies. The Investment Branch 
will work with CalSTRS Communications staff to develop a comprehensive plan. In addition, 
Investment staff will work with other institutional investors to engage with companies on this 
issue. 

Staff estimates that additional resources, including two new positions, will be required to 
implement this engagement effort.  The estimated additional cost of an engagement staff is 
approximately $160,000 per year.  Consistent with Board’s statutory authority, this specific 
position can be established and funded within the Corporate Governance Continuous 
Appropriation.  To assist in this public engagement effort, an additional position will be required 
within our Communications division costing approximately $120,000 per year.  Positions within 
the Communications division are funded through the Support Appropriation and, if approved, 
would be filled through diversion of an existing vacancy or an administratively established 
position.  Given the direct linkage of the Communications position to the engagement effort, 
staff is researching whether or not the Support Appropriation is the correct funding source of this 
activity.  Based on the findings of this research, staff may recommend an alternative funding 
source.  

Given the higher profile nature of this engagement effort, regular reports will be added to the 
Investment Committee agenda.  Additionally, timely updates on the status of engagements will 
be sent to the Investment Committee.  The first report would be added to the September 
Investment Committee agenda.   

Lastly, as identified in the Divestment Policy, only after all the engagement tools are exhausted 
and there remains risks, then staff would return to the Investment Committee with a 
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recommendation to consider divestment as a means to mitigate the risks consistent with their 
fiduciary duty.   

RECOMMENDATION 
The Chair and Vice Chair, with the support of the Investment Consultants and staff, recommend 
the Investment Committee consider the following: 

1) Revise the 2018 Corporate Governance Engagement Plan to add engagement of 
companies that manufacture and sell firearms illegal in the State of California and place it 
as the top priority.    

2) Develop and execute a communication plan to make this engagement public.  
3) Through the continuous appropriations, authorize the creation of an additional position to 

Corporate Governance to lead the engagement and approve an appropriated budgeted 
position for Communications to support the public engagement strategy.   

4) Direct staff to report back to the Investment Committee the progress on the engagement 
and provide timely updates on the status and effectiveness of the engagements.  

5) As part of the engagement, if staff feels a company is not making an adequate effort to 
engage or being responsive to CalSTRS requests, the Investment Committee encourages 
staff to vote against the entire Board of Directors.  Upon consultation with the Investment 
Committee, staff may utilize all governance and communication tools to reinforce active 
engagement. 

6) In accordance with the Divestment Policy, if staff believes the engagement efforts are 
unsuccessful, the staff will report and the Investment Committee may consider 
divestment or customized indices that exclude retailers who sell firearms illegal in the 
State of California and/or bump stocks.   

ATTACHMENTS/POWERPOINT 
Attachment 1 – Engagement List – retailers and manufactures of firearms illegal in the State of  
                          California   
Attachment 2 – PCA Memo  
Attachment 3 – STO letter dated October 6, 2017 
Attachment 4 – MSCI Executive Summary: Investor Responses to Gun Violence 

PowerPoint – None  
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M E M O R A N D U M

Date: April 12, 2018 

To: CalSTRS Investment Committee 

From: Allan Emkin and Sarah Bernstein – Pension Consulting Alliance, LLC (PCA) 

RE: PCA Opinion: CalSTRS Assault Weapons Engagement Plan 

Opinion: In PCA’s opinion, CalSTRS’ proposed Assault Weapons Engagement Plan offers a timely 

approach to CalSTRS’ potential material reputational and investment risks associated with its 

exposure to assault-type weapons producers and retailers. In general, we believe CalSTRS’ 

approach to this issue should be consistent with CalSTRS’ overall corporate governance and 

divestment policy, which emphasizes engagement and calls for all engagement options to be 

used prior to any divestment. We believe the proposed public engagement approach offers 

potentially more timely results than CalSTRS’ traditional engagement process and is superior to 

divestment of assault-type weapons retailers. 

Background: There is widespread evidence that the easy availability of assault weapons in the 

U.S. compared to other countries, contributes significantly to the epidemic of gun violence and 

mass shootings with automatic weapons in the United States today.  The escalation in shootings 

during the few last years and consequent growing social protests against gun violence across the 

country by students, teachers, and citizens have materially increased the reputational and 

investment risks to shareholders of producers and retailers of assault-type weapons. 

CalSTRS’ divestment from manufacturers of all firearms that are illegal for sale or possession by the 

public in the State of California, following the 2013 massacre at Sandy Hook Elementary school, 

continues as an actively managed exclusion policy.  In our opinion, the CalSTRS Assault Weapons 

Engagement Plan, as a complement to the firearm producer exclusion policy, has the potential 

to have a greater impact on reducing CalSTRS’ reputational and investment risks of exposure to 

current assault-type gun retailers and greater potential to contribute to the reduction in the sales 

of assault-type weapons in the U.S. than CalSTRS’ traditional engagement approach or 

divestment of gun retailers.  

Two key aspects of this issue highlight the potential benefits of the more public engagement 

approach to gun violence.  First, unlike a quiet engagement approach, or divestment, the 

proposed public engagement can more effectively leverage, and support, today’s broad social 

movement and awareness of gun violence issues.  The public outcry has successfully propelled 

some retailers to adopt more restrictive gun sales policies than current federal law requires.  Some 

retailers have increased the age limit to purchase a gun to 21, even though that age is not at this 

point required by federal law, and some have quit selling assault-type weapons due to the 

extensive public discontent.  Second, several of the largest gun sellers are large cap retailers for 

whom firearms sales represent a very small percent of total sales for the companies.  For example, 

the two companies in which CalSTRS has the largest investment exposure, and therefore the 

largest investment risk, are Walmart and The Kroger Company.  Walmart is one of the largest gun 

sellers; however, Walmart’s total revenues from all firearms account for approximately 0.99% of 

total Walmart revenues.  Similarly, the Kroger Company’s gun sales account for only 0.1% of total 

revenues. In our opinion, such household names for non-gun sales exemplify, in today’s climate, 

the value of a more public engagement process on this issue.  As noted in Item 7, Appendix I, The 

Kroger Company now reports that the company is going to “responsibly phase out sales of firearms 

and ammunition,” and both companies have already raised the age limit for gun purchases. 
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DISCLOSURES:  This document is provided for informational purposes only. It does not constitute an offer of securities of any of the issuers that 

may be described herein. Information contained herein may have been provided by third parties, including investment firms providing 

information on returns and assets under management, and may not have been independently verified.  The past performance information 

contained in this report is not necessarily indicative of future results and there is no assurance that the investment in question will achieve 

comparable results or that the Firm will be able to implement its investment strategy or achieve its investment objectives. The actual realized 

value of currently unrealized investments (if any) will depend on a variety of factors, including future operating results, the value of the assets 

and market conditions at the time of disposition, any related transaction costs and the timing and manner of sale, all of which may differ 

from the assumptions and circumstances on which any current unrealized valuations are based. 
 

Neither PCA nor PCA’s officers, employees or agents, make any representation or warranty, express or implied, in relation to the accuracy 

or completeness of the information contained in this document or any oral information provided in connection herewith, or any data 

subsequently generated herefrom, and accept no responsibility, obligation or liability (whether direct or indirect, in contract, tort or 

otherwise) in relation to any of such information.  PCA and PCA’s officers, employees and agents expressly disclaim any and a ll liability that 

may be based on this document and any errors therein or omissions therefrom.  Neither PCA nor any of PCA’s officers, employees or agents, 

make any representation of warranty, express or implied, that any transaction has been or may be effected on the terms or in the manner 

stated in this document, or as to the achievement or reasonableness of future projections, management targets, estimates, prospects or 

returns, if any.  Any views or terms contained herein are preliminary only, and are based on financial, economic, market and other conditions 

prevailing as of the date of this document and are therefore subject to change.   

 

The information contained in this report may include forward-looking statements. Forward-looking statements include a number of risks, 

uncertainties and other factors beyond the control of the Firm, which may result in material differences in actual results, performance or 

other expectations. The opinions, estimates and analyses reflect PCA’s current judgment, which may change in the future. 
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MSCI.COM

MSCI ESG RESEARCH SCREENING GUIDE

EXECUTIVE SUMMARY:
INVESTOR RESPONSES TO GUN VIOLENCE

Gun control has long been a contentious issue in American political 
discourse, repeatedly brought back to the fore in the aftermath of mass 
shootings. Recent mass shooting events have led to the United States 
gun industry facing increased pressure. This new wave of activism is 
targeting both the manufacturers and retailers of firearms as well financial 
institutions that invest in or help to fund these companies’ operations. 

FIREARMS IN THE U.S. 
The number of firearms manufactured in the United States has grown 

almost three-fold over the ten year period ending in 2016. 1 During this 

period, MSCI ESG Research has continued to track publically traded 

companies worldwide that are involved in the production of firearms, 

as well as gun retailers. In addition to keeping clients abreast of the 

latest issues and developments, MSCI ESG Research provides data and 

tools to support investors who wish to identify gun makers and related 

companies, whether for the purpose of divestment or engagement. 

The largest publicly traded US firearms makers have a market value of 

less than a billion dollars and are classified as “small cap” companies.  

Overall, 0.52% of the MSCI ACWI Index (as of February 1, 2018) would be 

screened out by an investor with the most restrictive screen, the vast 

majority of which would be firearm retailers .

INVESTMENT 
IMPLICATIONS AND 
OPTIONS:

• Of the 28,000 mutual funds
and ETFs in the MSCI ESG Fund
Metrics universe, 23.6% had
exposure to companies with ties
to civilian firearms (including the
retail of firearms), while 11.1%
had exposure specifically to gun
manufacturers.

• Institutional investors may
choose to set an investment policy
that calls for an engagement
approach, a divestment approach,
or a combination of the two.
Manufacturers are frequently
the target of divestment, while
investors may more often choose
to engage retailers.

• The impact of firearms
divestment on an investable
universe is relatively limited
due to the number and size of
the companies involved: as of
February 1, 2018, companies with
a tie to civilian firearms accounted
for only 0.52% of the MSCI ACWI
Index by weight.

Source: MSCI ESG Research as of February 1, 2018
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MSCI.COM

2017 MSCI STRATEGY PLAN

MSCI ESG RESEARCH SCREENING GUIDE

MSCI ESG Research’s Civilian Firearms screening 

factors are specifically designed to allow a high 

degree of flexibility and customization to meet a 

variety of screening demands.  The intention of the 

Civilian Firearms category is to identify companies 

that manufacture handguns, pistols, shotguns, rifles, 

revolvers, and ammunition for civilian (non-military) 

use.  The data extends to cover the percentage of annual 

revenues derived from this activity and profile notes 

For the full guide, please contact us at esgclientservice@msci.com 

or for more information, visit msci.com/esg-integration 

DEFINING THE STRATEGY
To define a divestment approach, there are two key questions investors typically consider:

1. What type of involvement should be restricted? Should it

be only makers of specific types of firearms, such as semi-

automatic weapons, all firearms manufacturers, or should it

extend to retailers?  Should companies with a minority equity

stake in an involved company be prohibited?

outlining a given company’s involvement. 

MSCI ESG Research also identifies company involvement 

in the retail or wholesale distribution of civilian firearms, 

and takes a further step, aiming to capture companies 

with a majority ownership stake in or a majority owned 

subsidiary of a company included in the underlying 

categories.  Clients can set thresholds in accordance with 

their specific policy and access a list of companies that 

violate their customized definition.

2. Should the restriction be absolute, or should it include 

minimum revenue criteria? Some investors choose, for 

example, to exclude all gun manufacturers while excluding 

retailers only if their firearms related revenue exceeds a 

set minimum. 

SEMI-RESTRICTIVE

SPECIFICALLY RESTRICTIVE

MOST RESTRICTIVE ANY TIE

CIVILIAN
FIREARMS
PRODUCER

RETAILERS

SEMI-
AUTOMATIC
FIREARMS
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TAXONOMY OF RESTRICTIONS

Attachment 4 
Investment Committee - Item 7 

May 9, 2018 
Page 3

INV39



©2018 MSCI Inc. All rights reserved | CBR0318

The information contained herein (the “Information”) may not be reproduced or redisseminated in whole or in part without prior written permission from MSCI. The Information may not 
be used to verify or correct other data, to create indexes, risk models, or analytics, or in connection with issuing, offering, sponsoring, managing or marketing any securities, portfolios, 
financial products or other investment vehicles. Historical data and analysis should not be taken as an indication or guarantee of any future performance, analysis, forecast or prediction. 
None of the Information or MSCI index or other product or service constitutes an offer to buy or sell, or a promotion or recommendation of, any security, financial instrument or product 
or trading strategy. Further, none of the Information or any MSCI index is intended to constitute investment advice or a recommendation to make (or refrain from making) any kind of 
investment decision and may not be relied on as such. The Information is provided “as is” and the user of the Information assumes the entire risk of any use it may make or permit to 
be made of the Information. NONE OF MSCI INC. OR ANY OF ITS SUBSIDIARIES OR ITS OR THEIR DIRECT OR INDIRECT SUPPLIERS OR ANY THIRD PARTY INVOLVED IN THE MAKING OR 
COMPILING OF THE INFORMATION (EACH, AN “MSCI PARTY”) MAKES ANY WARRANTIES OR REPRESENTATIONS AND, TO THE MAXIMUM EXTENT PERMITTED BY LAW, EACH MSCI PARTY 
HEREBY EXPRESSLY DISCLAIMS ALL IMPLIED WARRANTIES, INCLUDING WARRANTIES OF MERCHANTABILITY AND FITNESS FOR A PARTICULAR PURPOSE. WITHOUT LIMITING ANY OF THE 
FOREGOING AND TO THE MAXIMUM EXTENT PERMITTED BY LAW, IN NO EVENT SHALL ANY OF THE MSCI PARTIES HAVE ANY LIABILITY REGARDING ANY OF THE INFORMATION FOR ANY 
DIRECT, INDIRECT, SPECIAL, PUNITIVE, CONSEQUENTIAL (INCLUDING LOST PROFITS) OR ANY OTHER DAMAGES EVEN IF NOTIFIED OF THE POSSIBILITY OF SUCH DAMAGES. The foregoing 
shall not exclude or limit any liability that may not by applicable law be excluded or limited.

msci.com

MSCI ESG RESEARCH PRODUCTS AND SERVICES 

MSCI ESG Research products and services are provided by MSCI ESG Research LLC, and are designed to provide  

in-depth research, ratings and analysis of environmental, social and governance-related business practices to 

companies worldwide. ESG Ratings, data and analysis from MSCI ESG Research LLC are also used in the construction 

of the MSCI ESG Indexes. MSCI ESG Research LLC is a Registered Investment Adviser under the Investment Advisers 

Act of 1940 and a subsidiary of MSCI Inc.

 
MSCI

For more than four decades, MSCI (NYSE: MSCI) has helped global investors build and manage better portfolios.  

Our research-based tools and services provide our clients with deeper insights into the drivers of risk  

and performance, broad asset class coverage and innovative ways to bring investment strategies to market.  

Our offerings include indexes, data, analytical models, regulatory reporting and ESG research. 

MSCI’s clients include 99 of the top 100 global asset managers, as ranked by P&I1. 

1 Based on latest P&I AUM data and MSCI clients as of Sept, 2017

ABOUT

For more information, visit

msci.com/esg-integration
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MSCI ESG Research LLC (“ESG”) hereby grants permission to CalSTRS (“User”) to reproduce and use its 
proprietary material consisting of the March 2018 MSCI Investor Responses to Gun Violence Executive 
Summary, and the June 2016 Investor Responses to Gun Violence in the US, (collectively the “Work”) as 
an attachment or link to User’s investment committee agenda (the “Purpose”), subject to the following 
reservations and conditions: 

 
1.  Any reproduction or use of the Work will include:  (a) a footnote containing an 

acknowledgement of the source of the proprietary material and copyright notice as follows: 
“Reproduced by permission of MSCI ESG Research LLC. ©2018. All rights reserved. No further 
reproduction or dissemination is permitted.”; and (b) a disclaimer as follows: 
“Although CalSTRS’s information providers, including without limitation, MSCI ESG Research LLC 
and its affiliates (the “ESG Parties”), obtain information from sources they consider reliable, 
none of the ESG Parties warrants or guarantees the originality, accuracy and/or completeness of 
any data herein. None of the ESG Parties makes any express or implied warranties of any kind, 
and the ESG Parties hereby expressly disclaim all warranties of merchantability and fitness for a 
particular purpose, with respect to any data herein. None of the ESG Parties shall have any 
liability for any errors or omissions in connection with any data herein. Further, without limiting 
any of the foregoing, in no event shall any of the ESG Parties have any liability for any direct, 
indirect, special, punitive, consequential or any other damages (including lost profits) even if 
notified of the possibility of such damages.” 
 

2. This permission is limited by its terms, including that the Work only be reproduced for the 
Purpose stated above. 
 

3. This permission is personal to User and may not be assigned or otherwise transferred to any 
third party.  This permission is non-exclusive and ESG is free to permit the reproduction of the 
Work by any other third party according to ESG’s absolute discretion. 
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