A Socially Responsible Investment Policy for St John's College

A paper urging St John's College to adopt a socially responsible investment policy and suggesting practical steps to this end.

Introduction

The student body at St John's is firmly committed to the College adopting a Socially Responsible Investment Policy. The following paper introduces some of the arguments in support of this position (section 2), and counters some of the concerns about its financial and legal implications (section 3). Finally, the JCR and MCR propose that the College commits to developing a SRI policy and initiating a process of consultation about which criteria it should implement (section 4).

This paper does not argue for the inclusion of any specific criteria in such a policy, but acknowledges that policy should only be formulated after due consideration and dialogue. However, it is written in the context of the recent revelation that the College currently holds 520,100 shares, worth £1.89 million, in arms companies. Since this makes the College the sixth largest university investor in the arms trade in the UK, the student body considers that the need to engage in dialogue about SRI is more urgent now than ever. While our fund managers at the moment may employ their own criteria to our investments, we should explicitly consider whether these adequately reflect the concerns that St John's College, as a leading international centre of academic excellence with a diverse student base, should exemplify.

1. Socially Responsible Investment 

Socially Responsible Investment (SRI) acknowledges the need to take account of the social, ethical and environmental impact of a company when investing in it.  An acknowledgment, in other words, that owning part of a company constitutes some degree of responsibility for what it does.

‘Socially Responsible Investment’ does not define a single approach to investment or a pre-determined set of values. An SRI policy can encompass a range of methods through which the social, ethical and environmental values of an individual or institution can feed into their investment decisions. These methods may include one or more of screening, preference or engagement (see Appendix 1). There are a vast array of financial products and institutional policy options – embracing all degrees of stringency and caution – available to the College, which would allow an effective expression of the College’s values of social responsibility whilst ensuring income from investments was not compromised.

2. The growing case for St John's College adopting an SRI Policy

The case for a Socially Responsible Investment is stronger than ever before. As well as its efficacy in bringing about change in corporate behaviour (see Appendix 3), the following are factors to be considered:


(a) The growing understanding of SRI in society at large

The amount of investment funds held responsibly in this country increases more rapidly every year – in December 2003 it was worth £4.3 billion
.  In 1997 an NOP survey found that 73% of adults thought that their pension funds should operate an ethical policy
. With the general public's increasing awareness of SRI, a commitment to such a policy by St John's College would have a positive impact on our public image. Recent articles in the Guardian Education supplement highlight that the investments of higher education institutions are increasingly drawing media attention.


(b) The substantial commitment to SRI among the American Ivy League

Many American Ivy League universities, including Columbia, Yale, Harvard, Dartmouth College and University of Pennsylvania implement SRI policies, often through an Advisory Committee on Socially Responsible Investment
.  Against this background, SRI should be seen as a prestigious commitment in which St John's College is lacking.  We should strive to be a centre of international excellence in respect of our ethical standards as well as our academic ones.


(c) The emergent commitment to SRI among British Universities

The University of East Anglia developed some years ago, a commitment not to invest in arms companies
.  The University of Edinburgh has over the past two years moved from a policy of transparency (publicly disclosing all of its investments) to one of active responsibility implemented by joint committees of students and staff
.  The University of St. Andrew’s has adopted a transparency policy within the last year and looks set to move to responsible screening shortly
.  Selwyn College in Cambridge also operates SRI standards. In November 2005, SOAS announced it would dispose of its holdings in defence stocks and would work to develop an SRI policy. Since the launch of the campaign for SRI in Oxford, Oriel College has adopted a SRI policy and Balliol is in the process of formulating such a policy.

(d) Views of staff

In 1999 over 100 Oxford fellows joined the ‘Ethics for USS’ campaign
, which led to their pension fund, the Universities Superannuation Scheme, becoming one of the largest socially responsible investors in the UK.  Many others were supportive of the scheme and it is likely that there would also be broad support for this proposal.

(e) JCR and MCR Commitment to the College adopting a Socially Responsible Investment Policy

In the last five years, three motions have been passed by the JCR in support of the College adopting an SRI policy, which demonstrates the student body's sustained commitment to this issue.

These motions include the following statements:

This JCR resolves that ethical considerations should play a part in the investment and banking decisions of the College (MT 2000).

This JCR believes that St John's College should use the power of its investments in a socially responsible manner (MT 2004).

This JCR believes that in order for this to happen, the College needs to have a policy to make its investment procedure transparent by publishing its investments. The College needs to commit to social responsibility in its investment procedure, by setting decent standards in consultation with the JCR and MCR. A formal procedure needs to be set up in order that their practice may be reviewed and the College be held responsible. (MT 2004)

A survey was conducted amongst St John's students in Hilary Term this year, to which 94 JCR and MCR students responded. The following results are included not as a concrete proposal for the standards of investment the College should adopt, but to indicate the level of concern about SRI in the student body:

77.7% of students believe that information on the investments held by St John's College should be transparent and open.

83.4% of students believe the College should take the human rights record of companies into account when making investment decisions.

84.9% of students believe that the College should take the environmental record of companies into account when making investment decisions.

83.3% of students believe that the College should not invest in companies that cooperate with oppressive regimes.

75% of students believe that the College should not invest in arms companies.

69.5% of students believe that the College should not invest in tobacco companies.

63% of students say that they will be more likely to donate money to the College as alumni if the College has an SRI policy.

See Appendix 2 for full survey results.

(f) Views of alumnae and other donors

As public awareness of SRI continues to grow, so will its importance to alumni and other donors.  Adverse public perceptions of the College's ethical standards would do nothing to help the College in an increasingly competitive environment for fundraising. As the student survey shows, 63% of St John's students consider that they would be more likely to donate money to the College in future if it had made a commitment to SRI.

(g) International students, staff and alumnae

The College cannot assume that its investment choices will not impact upon the lives of students and their communities. It is a necessity in an increasingly international educational climate that St John's respects its international students and staff, a number of whom may come from areas where the environment and population have been directly affected by corporate irresponsibility.  Furthermore, with the growing threat of climate change, these are issues that increasingly affect all members of the College and are likely to have a direct effect on the university itself.

3. Tackling concerns about Socially Responsible Investment

The student body acknowledges that there are several factors that must be taken into account when formulating a socially responsible investment policy. The following paragraphs suggest the direction the College might take in dealing with these concerns.


(a) Concerns about performance

SRI policy need not involve divesting from certain companies or sectors. It can involve a process of engagement through active shareholding and dialogue with fund managers and companies. In this instance there could be no risk of any loss in investment return. Furthermore, there is growing evidence that inclusion of social and environmental criteria in investment decisions at worst does not reduce financial performance. The Church of England's £4.3 billion investment fund, which eschews pornography, weapons, alcohol, tobacco and newspapers, was the second-best performer in a survey of more than 1000 funds over the last decade. The Charities' Avoidance Index, which excludes the vast majority of companies involved in military sales, pornography, tobacco and gambling had returns which were 0.38% greater than the FTSE All-Share index over an eight year period. 

Avoidance policies do not require that the only choice is to exclude all companies involved in an industry. A measured approach can be taken with materiality levels and actual activity considered. For example, most charities that avoid tobacco investments tend not to avoid all companies that sell tobacco (e.g. supermarkets). Rather, they set a materiality level, avoiding only companies who derive over 10% of sales from tobacco or companies whose main product is tobacco. 

If the College decided not to invest in companies whose main product is tobacco, this would affect only  2.2% of the FTSE All-Share index. Companies who have over 10% turnover from military sales represent only 1.9% of the FTSE All-Share index. A decent fund manager should be able to ensure that returns are not affected if operating with at least 85% of the FTSE index available. The Joseph Rowntree Charitable Trust's policy is to invest in ways compatible with its Quaker roots and grant-making. The result is that about one-third of the FTSE All-Share is avoided (a level far higher than most charities). Its investment performance for UK equities from 1978-2002 is in line with the All-Share.


(b) Legal Concerns

Since the College has charitable status, trustees have a legal responsibility to secure a good 
financial return from their investments. However, as point (a) set out, a good financial return need not be jeopardised by the adoption of suitably considered criteria. Moreover, charitable 
trusts are legally obliged not to alienate their beneficiaries, which in this case includes the 
student body. The interpretation of the Trustees Act 2000 by the Charities Commission reads that the suitability of investments should ‘include any relevant ethical considerations as to the kind of investments it is appropriate for the trust to make’.

The case of the Bishop of Oxford vs. the Church Commissioners (1991) set a precedent for SRI. It established that the law does not require trustees 'to behave in a fashion which would bring them or their charity into disrepute'. Furthermore, provided it does not result in significant loss, trustees may disinvest in a company in response to moral objections raised by beneficiaries or financial donors, concerned that such investments are in conflict with the aims of the charity. When 'those who support or benefit from a charity take widely different views on a particular type of investment, there is real difficulty', but trustees 'may, if they wish, accommodate the views of those who consider that on moral grounds a particular investment would be in conflict with the objects of the charity, so long as the trustees are satisfied that course would not involve risk of significant financial detriment'. 

(c) Concerns about reclaiming discretionary powers over the College's investments

However, it is not necessary to reclaim discretionary powers from the College's fund managers in order to implement a socially responsible investment policy. Fund managers can ensure that the investments they manage conform to certain standards as selected by the College. 

They may choose to do so by using the services the Ethical Investment Research Service (EIRIS) provides. For example, EIRIS can provide a software product, the Ethical Portfolio Manager, which provides a practical research tool specifically designed to simplify investing according to an ethical investment policy. It allows access to their research information on the social, environmental and ethical performance of companies, which is sufficiently detailed that all levels of stringency and materiality in the College's criteria could be accommodated.

4. Proposals for St John's College to adopt a Socially Responsible Investment Policy

The JCR and MCR acknowledge that adopting a SRI policy is a significant decision for the College to make. For this reason, at this stage our concrete proposals are limited to committing to formulating a SRI policy and engaging in dialogue with the student body about which criteria would take into account both our financial needs and an acknowledgment that we should assume some degree of responsibility for the practices of the companies in which we hold investments.

The Student Body makes the following proposals:

- That St John's College commits to establishing a Socially Responsible Investment policy, ideally to be implemented by the end of this academic year.

- That a working group comprising members of all common rooms is established to investigate methods by which a SRI policy can be implemented and the associated risks and benefits. The working group should then find and pursue a suitable procedure for choosing the criteria the policy should include. In order that this policy could be implemented by the end of the academic year, this working group should be established at the start of Hilary Term.

- That, whilst it might be considered against the College's commercial interests to publish a full list of their holdings, a suitable system for monitoring the implementation of the College's SRI policy should be established. This should seek to achieve as much transparency as is consistent with the College's financial interests. For example, the JCR and MCR Presidents and Environment and Ethics Officers could form part of a multi-stakeholder monitoring committee who would meet at least twice annually, examine the College's investment portfolio and check that the College's fund managers were effectively implementing our policy.

- That a suitable SRI Policy might include an ethical portfolio for alumni donations, which invests in companies with a commitment to making a positive social and environmental impact, for example  companies specialising in renewable energy. St Hugh's College has already established such a fund. 

Appendix 1 - Methods a Socially Responsible Investment Policy can involve

Ethical investment may be approached in a variety of ways. Three broad strategies can be identified for investing ethically: screening, preference and engagement. These strategies can be used individually or in combination, for example using screening with a small number of criteria, and then a preference approach on the list of acceptable companies remaining. 

Screening 
Screening is a strategy that involves creating a list of "acceptable" companies shaped by a combination of positive and/or negative factors. These may be companies whose conduct is viewed positively, such as those with good employment practices or those taking active steps to reduce levels of pollution. Or they may also be companies selected for avoiding involvement in certain negative practices or proscribed industries, such as tobacco production. This is a well-established strategy, particularly among retail unit trusts, and it is popular with people who wish to make individual choices about what they do and do not want to invest in. A list of "unacceptable" companies can be reached through a similar process.

Preference 
Preference requires rating companies according to an ethical investment policy. Fund managers apply the policy guidelines wherever possible, biasing investment decisions towards higher rated companies. Fund managers select investments or portfolio weightings in them, taking into account how closely a company meets, or sets about meeting the policy parameters. This method allows fund managers to integrate ethical with financial decision-making; in cases where two companies get a similar rating against traditional financial indicators, you can compare them against your ethical indicators, and select the company with the better all-round performance. 

Engagement 
Engagement provides investors with an opportunity to influence corporate behaviour. It involves identifying companies that could improve their ethical, social and environmental policies or performance and encouraging them along this path. This may be anything from the fund manager writing an occasional letter of protest or support, to raising issues at the AGM or maintaining a detailed and direct dialogue with the company. Our fund managers could simply tell companies the College's policy and let them know how it affects our investment decision-making or response to takeovers and share issues. A more developed engagement strategy would include persuading companies via regular meetings to improve their practices on issues such as product sourcing, recycling and pollution reduction. Another level of engagement is to offer to help companies formulate their own policy. The National Association of Pension Fund's (NAPF) Voting Issues Service, using EIRIS research, now offers reports by industrial sector of how companies can respond in practice to such issues. Our fund managers could use these reports to help identify relevant issues and what steps companies can take. 


(The above information, along with much other relevant detail can be found at www.eiris.org)

Appendix 2 - JCR and MCR Survey results

Statement
Strongly agree
Agree
Not Sure 
Disagree
Strongly Disagree

Information on the investments held by St John's College should be transparent and open.
44.40%
33.30%
12.50%
8.30%
1.40%

St John's College should take the human rights record of companies into account when making investment decisions.
36.10%
47.20%
11.10%
5.60%
0.00%

St John's College should take the environmental record of companies into account when making investment decisions.
37.00%
47.90%
8.20%
5.50%
1.40%

St John's College should not invest in companies that cooperate with oppressive regimes.
45.80%
37.50%
12.50%
4.20%
0.00%

St John's College should not invest in arms companies.
54.20%
20.80%
19.40%
4.20%
1.40%

St John's College should not invest in tobacco companies.
41.70%
27.80%
16.70%
8.30%
5.60%

I am more likely to donate money to St John's College in the future if they have made a public commitment to Socially Responsible Investment.
42.50%
20.50%
23.30%
9.60%
4.10%

Appendix 3 - SRI: an effective tool for change

The following case studies are included to show how effective socially responsible investment can be in positively implementing the social values of an institution and the extent of the influence which investors therefore hold over the lives of others.

1.  Apartheid South Africa

The anti-Apartheid movement in South Africa ‘would not have succeeded without the help of international pressure-- in particular the divestment movement of the 1980s’, according to Desmond Tutu
.   He continues, ‘students played an especially important role by compelling universities to change their portfolios. Eventually, institutions pulled the financial plug, and the South African government thought twice about its policies.’  

2.  The Ilisu dam campaign

In 2002 Balfour Beatty was pursuing a project to build a dam in a Kurdish area of Turkey.  The dam would have left 78,000 Kurds homeless (with no promise of compensation), flooded a site of major archaeological importance, created the potential for further environmental disaster and adversely affected the flow of water into Syria and Iraq – an issue which would have caused political instability in the region.  Furthermore, it would have cost the British tax payer some $300 million worth of subsidies.  An active shareholder engagement strategy; negotiations backed with the threat of disinvestment, caused the company to abandon the project
.

3.  AIDS medicine – GlaxoSmithKline

Pharmaceutical company GlaxoSmithKline sued the South African government, naming Nelson Mandela as a defendant, for importing generic versions of AIDS and HIV drugs into the country.  These drugs are vital to help treat AIDS and HIV patients, but South Africa could not afford to pay the high prices that Glaxo demanded.  Investors worked together with campaigners to convince Glaxo to change its policy.  The lawsuit was dropped and the drug prices were lowered for South Africans suffering from the disease –demonstrably making a difference to the lives of many thousands of people. 

The above are some very clear cut cases in which SRI has played a significant role in achieving positive change.  But incrementally the positive impact achieved by all those who take responsible decisions to invest and divest is probably even more significant.  And as the SRI movement grows, then such impact will inevitably increase, as positive sections of the economy are rewarded, while irresponsible ones are penalised.  Companies only have the means to pursue ends that investors grant to them.  Therefore, we must take it that both as a matter of principle, and of practical consequence, responsibility for a corporation’s activities, acknowledged or not, is the direct corollary of investment.
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