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The issue of ‘ethical’ investments – an option paper

The socially responsible investment of funds is a growing trend which is supported by over three-quarters of UK adults
 and the present government, and one which could be both advantageous for the College to follow, and an area in which we could make a significant contribution.

The College 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.  The JCR and the MCR have become increasingly interested in the nature of these holdings, in particular the nature of  holdings in arms companies.  Both the JCR and MCR have a policy in favour of ethical considerations playing a substantial role in investment issues.  Concern about holdings in companies that manufacture weapons is just part of a growing concern about ethical investments more generally.  Interest in this issue is increasing across the university and nation-wide, especially as the campaign for the ethical investment of the universities’ £18 billion pension fund has led to the establishment of an ethics committee
.

There is also increasing evidence to support the assertion that high performance in the areas of environmental and social responsibility ‘underpins business reputation and commercial success in the long run’
according to Pensions and Investment Research Consultants
.  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.’
  Companies who have disregarded ethical or environmental issues have damaged their reputations and financial performance.
  Common sense indicates that investors who take a close interest in all aspects of the companies that they invest in will be better informed about the companies, and thus better able to generate better returns.  It would, therefore, appear financially prudent to invest in companies which attain high standards in all of their activities.  As Clare Short, the Secretary of State for International Development has written ‘ethical investment behaviour is common sense investment behaviour.’

With regard to its own holdings, the College has two options.  Put simply, we can either do nothing, or we can do something.

Option 1 – The Status Quo

There are advantages to the status quo.  For any change to come about in College policies, work will have to be done.  At least some of the Fellows would be involved in investigating the issue, and it will not be easy to find a set of views, and/or of actions, that all Fellows would support.  This may be a large amount of work for a small gain as our opinions or actions would not necessarily lead to any change in the policies of the companies concerned.

However, there are also disadvantages to doing nothing.  There is a substantial body of opinion in the JCR and MCR within the college (and outside the college) who are determined not to let this issue die.  Some of our holdings may well be in companies which are viewed as public relations disasters.  If these companies continue to receive derogatory ratings in the press, and public discontent with them continues to grow, they may not be such sound investments.  In addition, this issue was the subject of two demonstrations in 1998, one of which made the university press in a very visible fashion.

The College is a high-profile public institution dedicated to the pursuit of knowledge and learning.  Although the College cannot tell people what to think, it exists to encourage people to think.  It would go against this principle, at the very least, if we were simply to ignore this issue as if it did not exist.

There is an opinion that we have a responsibility to consider long-term issues such as environmental sustainability and moral issues, both in terms of our general moral responsibilities as individuals, and in terms of our duty to the future beneficiaries of our trust.  To give some specific examples:  we could be investing in companies that have no regard for effective environmental management, those which breach relevant legislation routinely, or those which manufacture weapons which are sold to countries that use them against their own people.  Closer to home, the threatened deportation of one refugee to war-torn Sierra Leone has been of deep interest throughout the university. 

The College is a respected, publicly-funded institution – we could, if we wished, use our influence to have a positive effect on the world within which we live.

Option 2 – do something

There are two main options open to the college within its legal responsibilities as a trust.  These are, broadly speaking, disinvestment or ‘active shareholding’.

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.  We are allowed to disinvest from a particular company if we believe that the policies or practice of that particular company might be contrary to the aims of our Trust.  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 law or international law.

Of course, the trustees do not need to justify their decision in this way if the sale of such investments was on economic grounds.  As the recent case actions in America against tobacco companies show, 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’
.

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.  However, active shareholding has had effects on companies in the past.  A policy of active shareholding also has the advantage that the College 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 (required under trust law in order to safeguard an average potential return).  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, especially as there may be some companies which we would prefer not to have any holdings in.

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

The College 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 co-ordinated manner.  Oxford colleges are obviously in an ideal position to do so, through the regular meetings of the Bursars’ Committees and Investment Committees.

(3) Voting shares

If a company fails to respond appropriately to dialogue, the College 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, the College 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 the College could address other shareholders.  This strategy would allow the College to focus on particular areas of concern without the wholesale challenge of either changing company management or selling its shares.

Reaching agreement on issues

How do we formulate a policy which the majority of Fellows will agree with?  The view that ethical criteria capable of operation cannot be developed is unnecessarily cynical.  The college would not need to act on every issue it identified simultaneously, and just as the international community has been able to reach agreement regarding many universally accepted norms, such as the Universal Declaration of Human Rights and the UNCED commitment on sustainable development, the writers of this paper believe that it would be feasible for the Fellows to reach a broad consensus on a small range of crucial areas for concern.  These could be based around the following seven key areas:

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

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

3. Workplace  e.g. equal opportunities, training, health and safety, ethical treatment of the workforce

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.

Conclusions

There is a clear role that the College 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.

This committee therefore recommends that the College take the following action:

The College should institute an Ethics Committee, with the specific mandate of:

i) developing a set of ethical investment principles for discussion and eventual agreement among the Fellowship;

ii) developing a list of possible actions as active investors for similar discussion and agreement amongst the Fellowship;

iii) considering whether there are any specific investments that we might be better off without, both in terms of their potential economic down-turn and the nature of a ‘walking public relations disaster’;

iv) considering whether, for economic and ethical reasons, the College might like to consider diversifying some of its investments into ethical funds.
� 77%of British adults, when questioned by the Ethical Investment Research Service (EIRIS/NOP Solutions poll ‘Pensions and ethical policies’) in a survey carried out between 10-15th June 1999 felt that their pension scheme should operate an ethical policy.


� This campaign is called ‘Ethics for USS’ and was launched by a coalition of concerned academics.  It is directed by a Steering Committee consisting of Professor Rob Gray (University of Dundee), Professor David Owen(University of Sheffield), Professor Clare Roberts (University of Aberdeen), Alister Scott (University of Sussex) and Kevin Steele (Director, People and Planet).  The campaign is 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).


� Pensions and Investment Research Consultants (PIRC), ‘Environmental and Social Reporting – A Survey of Current Practice at FTSE 350 Companies,’ (PIRC, 1988), pg.4.


� This assertion is backed by further evidence.  NPI, one of Britain’s largest financial asset managers, have produced a Social Index performance chart which has backtracked the performance of socially responsible investments over the last five years and has found that returns outstripped the FTSE All-Share index.


� Stephen Timms MP, speech to the PIRC corporate responsibility conference, 21 April 1999.


� High profile examples of companies that faced financial difficulties and a substantial drop in share price as a result of ethical concerns include Shell, as a direct result of its activities in Nigeria and the Brent Spa incident, and Barclays Bank, over its involvement in Apartheid South Africa.


� The Goode Committee on Pension Law Reform


� see footnote 6


� A limited ‘active’ approach has been successfully adopted in the last year by Sainsbury’s pension fund, whose programme to ‘green’ their investments initially identified and then targeted eleven ‘laggards’ – companies in high impact sectors which do not report on environmental issues.  The fund managers wrote or spoke to these companies expressing shareholder concerns.  Once all these companies have responded positively, the fund managers will ‘hop’ to the next list.  Geoff Pearson, Pension Manager, J.Sainsbury plc, ‘Greening Pensions – The Sainsbury Experience’, talk at Forum for the Future Seminar on Pension Funds and Socially Responsible Investment, 1 July 1999


� In order to facilitate this, it would be necessary for the Ethics Committee to be given a list of the current investments of the College, and this paper recommends that this be done.





