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Submission for University Council: Ethical Investment and Oxford University

Executive Summary

This report seeks to make the case for a more proactive approach to our investments and their ethical dimension. It outlines the differing ways in which we can influence the world in which we live, learn and teach and the role that the University can play in tackling the issues arising from our status as a major investor. 

The background

The issues surrounding ethical investment are increasingly the focus of press and public attention. The consequences of such attention are well known to us in Oxford: day by day we fight a losing battle to secure the coverage and public perception we deserve.  Despite massive strides in this field in recent years, we can and should undertake further initiatives to raise ourselves in public esteem. One such initiative is the creation and implementation of comprehensive ethical criteria by which we can make decisions about investment. 

Research suggests that such a move would receive massive public sympathy: when questioned by the Ethical Investment Research Service (EIRIS/NOP Solutions poll ‘Pensions and ethical policies’) in a survey carried out between the 10 th and 15 th of June 1999, 77% of British adults felt that their pension scheme should operate an ethical policy. Moreover, it is clear that internal feeling on the matter is strong. Junior and Middle Common Rooms have become increasingly interested in the nature of the holdings of their colleges, and, in turn, the student body as a whole has turned its attention to the investments of the University. Senior members too have shown an interest in the issue, most amply demonstrated by the lobbying undertaken regarding the ethical investment of the universities’ £18 billion pension fund. This campaign, called ‘Ethics for USS’, was supported by over 3,500 USS members including Sir David Smith (President,  Wolfson College), Professor Frances Stewart (Director, Queen Elizabeth House) and Professor Sir Michael Dummett (New College)
. Lobbying by such members led to the adoption of an ethical investment policy incorporating both  disinvestment and active shareholding (of which more later).

It is for these reasons that ethical (or “clean”) investment deserves a place on our financial agenda. However, an ethical strategy is far from problem free. The issues are often complex and opaque, and lines of accountability are confused and confusing. It is for this reason that the Student Union would like to see a cautious, thoughtful and holistic approach adopted by the University, and suggests a final resolution which is both rigorous enough to be worthwhile and flexible enough to adapt to changing internal and world internal circumstances. 
The status quo
Oxford University has a sizeable investment fund.  Through this fund, we partly own a large number of companies, and we are therefore partly responsible for their activities. Despite this, the University does not appear to have permanent systems for the review and direction of investments with reference to ethical concerns. 

The Student Union is delighted to note, for example, that the University is without direct holdings in any of the seven companies identified by the Campaign  Against the Arms Trade as the major arms exporters operating in the United Kingdom. However, without clear and public ethical guidelines it is difficult to determine the extent to which this is by luck or by design. If it is indeed the case that the University is operating an ethical investment policy “by the back door” then little can be lost (and indeed much in PR terms can be gained) by  formalising this policy. If, however, our severing of links with the arms trade is mere good (and unstable) fortune, we have serious issues to address should we ever wish to change our investment portfolio. Moreover, without full disclosure of all of our investments it is difficult to determine the extent to which we have genuinely rid ourselves of, for example, indirect arms holdings. 

However, there is more to the clean investment issue than the obvious case of the British arms trade. More complicated and less direct threats (such as environmental degradation and public health hazards) should still give us, as investors, pause for thought. 

The status quo, then, is both ambiguous and unacceptable. 
The options

It may be argued that even discussing the ethical implications of our investments is a futile exercise: that we are bound by law and our budget to throw such considerations to the wind. Not so. There are various avenues which can  be  constructively and legally pursued. 

a) Disinvestment

Disinvestment would, in short, entail the selling off of stock found to be in conflict with our ethical criteria. The objections to this are two-fold: the financial objection and the legal objection. Both are unsound. 

The Student Union is acutely aware that the University is suffering massive underfunding at the hands of the present government. This is not, in and of itself, ground enough to eliminate ethical considerations from our investment plans. Moreover, it is not at all clear that investing ethically and investing profitably are mutually exclusive objectives. 

There is increasing evidence to support the view that high performance in the areas of environmental and social responsibility ‘underpins business reputation and commercial success in the long run”
. Companies who have disregarded ethical or environmental issues have damaged their reputations and financial performance 
.  NPI (one of Britain’s largest financial asset managers) have produced a Social Index Performance Chart which has found that over the last five years socially responsible firms have outstripped the FTSE All-Share Index. A similar conclusion was reached by USS when they concluded that their fund managers should “take into account ethical, social and environmental considerations when making their assessment of the merits of an investment in a given company, on the basis that they have, or could have, an impact on its financial value”.

It would, therefore, appear financially prudent to invest in companies attaining high standards in all of their activities. 

Much of this reasoning, however, does not take place in the abstract. As shown by the recent US case actions against tobacco companies and the subsequent decline in the value of their shares, companies are not always the sound investments they may appear.  The link between corporate reputation and shareholder value has recently been recognised by the second largest pension scheme in the UK, British Coal.  It has undertaken an environmental assessment of its entire £20 billion portfolio in the belief that reducing the environmental impact of its investments will improve financial returns in the long term, and, as national and international legislation tightens on polluting emissions, ‘dirty’ companies may well find themselves facing the dilemma of a hefty bill to clean up their act or substantial fines for failing to do so.  In the words of the British Coal pension fund deputy chief executive, Joe Barnes, “Obviously, if you are a major polluter, then that is going to cut into your future profits” ’
.

We, therefore, have a responsibility to consider long-term issues such as environmental sustainability, both in terms of our general moral responsibilities as individuals and in terms of our duty to the future beneficiaries of our trust. 

Moreover, much of our income over the long term is generated not simply by our investments but also by our development work.  Given that there is a substantial body of opinion within Oxford University which is determined not to let this issue die, and determined to campaign to persuade students to  withold donations until such time as an ethical investment policy is adopted, failure to address this issue at this point is not without its long term consequences. 

The argument from cost, then, is a knee-jerk reaction which takes little account of the realities of ethical investment. Not only is it morally sound to invest in this way, it is financially prudent to do so. 

What then of the legal argument? There is ample evidence to suggest that we  are perfectly within our rights in law to  disinvest.

The legal responsibilities of the trusts are that the interests of the beneficiaries must be held paramount, although the Goode Committee on Pension Law Reform recognises that within these legal constraints, ‘trustees … are perfectly entitled to have a policy on ethical investment and pursue that policy’
. It would follow that to fulfil our legal responsibilities, the Trust would have to retain a wide range of investments, but some companies could be excluded on ethical grounds provided that the overall range of our portfolio was not affected.  

Regulations published by the Charities Commission 
 further illuminate these points (Student Union Comments in Italics):

“any decision by trustees to invest “ethically” by avoiding certain investments, or certain institutions, must be centered on the interests of the charity and not of the trustees. Trustees may exclude investments on this ground only if it leaves them with a wide enough range of investments to produce an acceptable investment performance”. Our portfolio, therefore, must be wide enough to secure good returns, but we are under no legal obligation whatsoever to invest in any particular firm simply because they appear at that moment in time to be providing good returns. 
“if trustees are satisfied that a particular range of investments would directly impede the furtherance of the objects of a charity and be of financial detriment then they may exclude that range. For example, investments may be excluded if they would result in a loss of financial support from subscribers”. This point is interesting for several reasons. Firstly, as noted above, certain kinds of investment may well result in a loss of subscription from alumni and other donators. Moreover, this regulation gives us even greater freedom that the one above: not only can we exclude certain companies, we can legally exclude certain kinds of company (for example oil, arms, or pharmaceutical firms).

“trustees of a charity should decline to invest in a particular company if it carries out activities which are directly contrary to the charity’s purposes and, therefore, its interests and those of its beneficiaries”. Given our status as a high-profile public institution dedicated to the pursuit of learning, conflicts between our objects and our investments could occur in a number of ways. We might find such a conflict, for example in areas where companies are guilty of moral irresponsibility, contributing to a restriction of freedom of speech, or breaching national or international law. The investment working party of the University of East Anglia came to a similar conclusion after investigating its holdings: “UEA is a University with a major international presence. It recruits globally and its research and teaching activities have a substantial global component. A significant number of UEA staff and students teach, research, work and study in locations other than the UK..

Under these guidelines, then, disinvestment is a safe and legal option. Moreover, other organisations have already adopted the policy. The Church of England has sold its shares in British Aerospace for ethical reasons, and the  NSPCC’s ethical investment policy involves disinvestment form organisations using child labour.  Selwyn College has rid itself of shares in GKN and BAE Systems and formally adopted an ethical investment policy, as has the University of Glasgow. 

Furthermore, the government has made it explicit that such  behaviour is both legal and appropriate: “The government believes that, subject to the overriding requirements of trust law in respect of the interests of the beneficiaries, trustees should feel able to consider moral, social and environmental issues in relation to their investments”. A New Contract for Welfare: Partnership in Pensions (HM  Govt Dec 1998)

b) Active shareholding

Disinvestment is not the only option – certainly, quietly selling shares one evening is unlikely to make a company think twice about its activities, especially when the share holdings are not as substantial as those controlled, for example, by the pensions funds.  Active shareholding, then, is a way of altering company policy while retaining shares. A policy of active shareholding has the advantage that Oxford University would not necessarily need to alter its share portfolio, and thus we would not be acting outside the legal constraints to have a spread of investments.  If the spread of our portfolio is not changed, then our actions are unlikely to affect our financial returns.  A combination of the two methods, depending on the individual situation of each company would probably be most effective. 

Active shareholding can take many different forms.  The following four stages have been identified by the campaign for ethical investment of the Universities Superannuation Scheme, but are here included to give a broad picture of what an active investment policy might consist of, to enable us to better understand our options.

1) Dialogue

Oxford University has access to the highest levels of management, both through its own position as a respected and famous institution, and through the current positions that former members might now occupy.  It is therefore in a position to raise environmental and ethical concerns through correspondence and through meetings with company managers.  For example, we could encourage each company to produce comprehensive social and environmental audits, introduce environmental management systems, set clear targets which could then be reviewed, etc.  Although it can be hard to assess the immediate impact of dialogue and it may appear companies are reluctant to take comments on board, letters from significant institutions are rarely ignored completely.

2) Liaising with other investors
This would facilitate information sharing and ensure that any pressure brought to bear is done so in a coordinated manner. Oxford University is obviously in an ideal position to help co-ordinate the activities of, for example, individual  colleges. 

 3) Voting shares

If a company fails to respond appropriately to dialogue, Oxford University could express its opinion regarding a company’s ethical or environmental issues by voting against or abstaining on routine resolutions accepting the reports and accounts at the company AGM.

4) Special shareholder resolutions

If a company still fails to respond, Oxford University might consider taking more formal action, by taking a lead in tabling a shareholder resolution at a company AGM, for example.  Non-routine shareholder resolutions enable shareholders to take an initiative on issues which directors may be unwilling to address.  Such resolutions could provide a mechanism through which Oxford University could address other shareholders.  This strategy would allow the University to focus on particular areas of concern without the wholesale challenge of either changing company management or selling its shares. 

The exercise of shareholder power and influence to promote socially responsible policies could be an important means of adding value to existing investments, particularly over the long term. The Government Minister responsible for Pensions, Stephen Timms MP has recently stated that ‘It is clear that many companies and those who invest in them, including pension funds, can reap substantial benefits from meeting market and consumer demands for greater transparency, greater involvement and greater democracy. 

The objectives

This paper has sought to address the arguments for and feasibility of an ethical investment policy. However, it is necessary to stipulate in the clearest possible terms the objectives of any such strategy: not why we should do it, but what we hope to achieve by it. 

The questions in this area are subjective and complex. It is for this reason that the Student Union does not propose simple  disinvestment in certain named companies. Rather, we would like to see a permanent system instituted whereby these difficult questions can be addressed in all their subtlety. Those skeptical of the efficacy or legitimacy of an ethical approach to investment have often pointed to the difficulties associated with, for example, pinpointing one organisation at work in an area when they face competitors operating under similar or worse conditions. The concerns about market distortion are very real, as are those about simply encouraging companies to shift operations elsewhere, thereby rendering previously exploited workers no longer workers at all.  It is for precisely this reason that our proposal revolves around giving the fullest of consideration to each and every investment decision.

However, the complexity of decision-making should not lead to opacity in the criteria by which those decisions are made. Our objectives should be to make every investment decision with reference to the following areas of concern:

1. Environment  e.g. pollution, resource use, eco-efficiency

2. Overseas Operations  e.g. human rights, labour standards, marketing techniques 

3. Workplace  e.g. equal opportunities, training, health and safety

4. Product/Service  e.g. public health, product safety

5. Community  e.g. charitable donations, sensitivity to local interests, consultation

6. Animal Welfare  e.g. intensive farming methods

7. Political Activity  e.g. political donations, membership of lobbying groups.

The University should lobby those companies it invests in to persuade them to meet its ethical criteria and should be prepared to disinvest when there is no realistic chance of improvement.

Conclusions

There is a clear role that the University could take in the area of ethical investments, if it so wished.  It is the conclusion of this paper that it should investigate such a role.

Council is therefore asked to 

a)release this paper to the Investment Committee and instruct them to consider the                              impact of their decisions in relation to the aforementioned seven areas. 

b) institute an Ethical Investment Committee, with the specific mandate of: developing a set of ethical investment principles for discussion and eventual agreement within University Council, developing a list of possible actions as active investors for similar discussion and agreement by University Council and considering whether there are any specific investments that we might wish to rid ourselves of on ethical grounds. This committee should be constituted by the end of this term and contain at least four junior members as full voting members. Moreover, the University should disclose details of all of its investments to both this committee and the wider public.
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