Introduction


This thesis is about ethical investment in companies listed on the stockmarket. The first ethical unit trust, Friends Provident Stewardship, was set up in 1984. There are now thirty ethical funds in the UK, investing £1.3bn on behalf of around 150,000 individual investors. Ethical investment is one of the fastest growing sectors of the unit trust market. Ethical funds respond to two problems which we will call the Ôcorporate harmÕ problem and the Ôinvestment ethicsÕ problem. 


From the point of view of ethical investment, corporate practice is frequently harmful to people, animals and the environment. A typical list of ethical concerns of ethical funds might include ‘alcohol, animal testing, gambling, greenhouse gases, health and safety breaches, human rights abuses, intensive farming, military...involvement, nuclear power, ozone depletion, pesticides, pornography, roads, South Africa...third world concerns, tobacco, tropical hardwoods, water pollution’ (EIRIS, 1996a:5). These topics relate to corporate practice in a variety of different ways. Not everyone would agree that all of these issues relate to examples of harm or unethical practice. However, many people would probably accept that at least some of these topics relate to genuine ethical problems and forms of harm. They would also accept that these forms of harm are partly caused, or sustained by the activities of companies. While companies are the basis of the world economy, and so may be regarded as doing considerable good, these examples illustrate that they also contribute to some of the more pernicious forms of harm in the world today.  This is the corporate harm problem.


This problem is not the only ethical problem from the point of view of ethical investment. For investors, in particular, there is also a secondary ethical problem. As the Friends Provident Stewardship marketing material puts it:


‘Through their investments, many people may inadvertently support practices which they would find objectionable: pacifists may support the arms trade, conservationists may contribute to environmental destruction, religious people may support oppression and exploitation, non-smokers may help the tobacco industry, and vegetarians may invest in factory farming.’ (Stewardship, 1995:1)


While the corporate harm problem is a problem that affects everyone, investors have another more personal problem. By investing in a company that is engaged in unethical practices, ethical investors believe that they may be regarded as supporting these practices. It is a shared understanding of the ethical investment community that this makes investment in such companies unethical. This investment ethics problem is secondary to the corporate harm problem in that it would not exist if corporate practice was not considered harmful or unethical.


The two primary goods pursued by ethical funds are to offer a response to each of these two problems. If ethical funds are successful at addressing the investment ethics problem, it becomes possible for investors to invest in the stockmarket without doing injury to their personal ethical convictions. If ethical funds can offer a significant contribution to persuading companies to adopt more ethical and environmentally sustainable practices, they deserve widespread interest. The purpose of this thesis is to assess to what extent ethical funds can offer solutions to these problems, and to consider how they might improve their effectiveness. 


In order to achieve this purpose a number of questions need to be asked. How do ethical funds enable investors to avoid ‘supporting’ companies with unethical practices? Who decides what counts as unethical? How do they decide? Are their procedures adequate from an ethical point of view? How exactly might investors be considered to ‘support’ companies with unethical practices? How significant is this ‘support’ as a ethical problem? What methods do ethical funds use to address the corporate harm problem? What evidence is there that these methods work? Can ethical funds hope to address both the corporate harm and investment ethics problem at the same time? If not, which problem should have priority? If the corporate harm problem and the investment ethics problem are serious ethical problems, and if ethical investment might offer a solution to them, then it is important that we are able to answer these questions. 


Unfortunately, these questions have not yet been addressed in a concerted manner by the academic community. While there is a modest literature on ethical investment, there is very little work in business ethics or elsewhere which considers these questions in detail. One problem is that to answer these questions properly one needs a rather detailed understanding of the procedures of ethical funds. While the literature contains certain clues, nowhere does it offer an account which is sufficiently detailed to provide the answers we need. Without a detailed understanding of how ethical investment is practised it is difficult to engage critically with its approach, and easy to make mistakes.�  


The contribution made by this thesis


This thesis is an attempt, firstly, to provide the detailed descriptive research necessary to address these questions, and secondly to attempt to answer them. In the pursuit of the first goal I have engaged in a detailed case study of the first and by far the largest ethical fund in the UK, Friends Provident Stewardship. In order to produce this case study I have interviewed a number of Friends Provident staff, attended private committee meetings, and read various confidential materials. I am the first researcher to have been given access to Stewardship in this way, and Friends Provident have commented heavily on my drafts. I have also completed a wider survey of ethical investment, during which I have talked to some 60 people involved in various ways with ethical investment. My focus in this descriptive work is on the procedures used by ethical funds to make ordinary unit trusts into ethical unit trusts; the procedures used to address the investment ethics and corporate harm problems. My case study of Stewardship, and my wider survey appear in Chapters 3 and 4. I consider the  new facts my survey reveals to be one of the original contributions this thesis makes to the study of ethical investment, and to business ethics more generally. In Chapter 1, I describe my programme of research and the qualitative methods I have used in this work.


However, this thesis is not simply a work of description, it is also a work of business ethics. And like much work in business ethics, it seeks to engage critically with a particular domain of business practice. I will be making arguments about the ethical assumptions of ethical funds, and offer criticisms of their procedures. This means that I must set out my approach to ethics. I have attempted to do this in Chapter 1. My attempt to make use of previous work in business ethics for this purpose has been fruitful, but one particular problem has emerged. Conventional approaches to business ethics follow the philosophical ‘applied ethics’ model. This uses philosophical ethical theories as the basis for justifying ethical claims. Lacking a philosophical training, it is difficult for me to make use of this model. Instead I have tried to adopt another approach to justifying ethical claims. Briefly, I have sought to borrow the methodological approach developed by some recent work in ethical and political theory: the ‘interpretive’ approach to ethics recommended by Michael Walzer (1983), Alasdair MacIntyre (1994) and others. This approach seeks to justify ethical claims on the basis of interpretations of the shared understandings of particular traditions and communities. For MacIntyre, goods are internal to human practices (1994:183ff). So the most important shared understandings are understandings about the goods internal to particular practices. I have sought to justify my ethical claims against my interpretations of the shared understandings of the ethical investment community. In particular, I have sought to justify my arguments with regard to my interpretation of the primary goods pursued in the practice of ethical investment. I discuss the issues arising from this approach, and my attempt to develop it in more detail in Chapter 1. I hope that this attempt may be considered to be a modest methodological contribution to the business ethics literature. 


On the basis of this method, and on the basis of my survey work on ethical funds, I believe that I am able to offer a number of critical insights into the practice of ethical investment. For example, the distinction made above between the corporate harm problem and the investment ethics problem is a new one, so is the distinction I make in Chapter 7 between ‘investor-led’ and ‘deliberative’ ethical funds (see p.� PAGEREF _Ref378748838 �156�). My arguments are partly in the form of critical responses to the work of the relatively few researchers who have already written about the subject of ethical investment, and partly arguments of my own, which I believe are new to the field. There have been several dozen academic papers on the subject of ethical investment and perhaps a dozen books. The majority of the papers concern ethical investment in the US. The majority of the books are practical guides to ethical investing rather than academic studies. As I claim in my literature review, in Chapter 2, very few of them attempt to describe or criticise the procedures of ethical investment in the way I do. The procedures and purposes of ethical funds, particularly those in the UK, are therefore a considerably open field of study, partly, no doubt, because ethical investment is a rather recent phenomenon. This makes the task of ‘advancing the study’ of my subject rather easier than it would be in a mature and crowded field. However, it makes it harder to show clearly the respects in which this work advances study of the subject. In an old and well established field, most positions have been taken, most claims have already been made, attacked and defended, often many times over; so highlighting what is new about one’s contribution is a matter of differentiating one’s own claims from the pre-existing literature. However, when the subject area is open and unexamined, a large number of the claims one makes will not have been made previously in the academic literature. This alone is not an indication of merit. New claims might be intelligent, well founded claims, but they might also be stupid, ill founded ones.  I hope at least some of mine fall into the former category. 


Limitations to the scope of the thesis


In order to do justice to the particular issues and problems with which I am concerned I have been forced to limit the scope of this thesis in a number of important ways. I constrain myself to one particular part of ethical investment: the ethical investment unit trusts (and, occasionally, investment trusts) which invest in the stockmarket and offer retail investment products for sale to the public. This excludes ‘alternative’ ethical investments such as Shared Interest and Triodos Bank, as these do not invest in the stockmarket; and it also excludes institutional ethical investments such as the funds of the Central Finance Board of the Methodist Church because it does not retail services to the public. Henceforth, I shall generally use the term ‘ethical funds’ to refer only to the funds which satisfy this scope. The issues raised by a discussion of ethical funds have a bearing on other forms of ethical investment, particularly other kinds of ethical stockmarket investment, but I will not address this explicitly. A number of the issues which ethical funds consider are environmental issues, rather than general ethical ones. Indeed a number of funds market themselves as environmental, or ‘green’ funds, rather than as ethical ones. However, for reasons of simplicity, and for the reason that environmental issues have an ethical component, in most cases I will use the term ‘ethical funds’ to include environmental funds.


This thesis will also be limited to a particular range of questions about ethical funds. It will concentrate on questions about the ethical procedures and the goals of ethical funds. It will not consider at any length financial issues - such as the difficult question of whether ethical investments underperform relative to other conventional investment funds.


In order to concentrate on description and criticism of the procedures used by ethical funds, this thesis will also not consider questions about the validity of various aspects of the ethical investment enterprise. One aspect of ethical investment which I will not be considering in detail, for example, is its views on the ethics of corporate practice. This is a central topic for ethical funds. Adopting sensible criteria on which to count corporate activities ÔethicalÕ or ÔunethicalÕ is a central purpose of many of the procedures of ethical investment. There are many difficult and important issues to be discussed here. For example, many ethical funds have criteria on tobacco, alcohol and arms manufacture. There is little doubt that these products can be harmful. Should the companies that make them be considered culpable for this use, or misuse? There are many difficult issues here.� While I touch upon these issues in Chapter 8, my main concern in this thesis is not the issues themselves, but the more general question of whether the procedures used by ethical funds are adequate for giving these issues sufficient consideration.


Nor will I challenge the premise that many companies frequently act in ways which may be regarded as unethical. This premise is a central understanding of ethical funds, and it is constitutive of ethical investment practice. The methodological approach I have adopted implies that to some degree I should work within the frame of understandings shared by the ethical investment community. I will therefore assume that this premise is correct, while simply acknowledging that this assumption can be challenged. For example, Milton Friedman has famously argued that 


‘there is one and only one social responsibility of business - to use its resources and engage in activities designed to increase its profits so long as it stays within the rules of the game, which is to say, engages in open and free competition, without deception and fraud.’ (Friedman, 1962:133).


On Friedman’s argument, apart from questions of deception and fraud, companies are excluded from standard ethical evaluations. For example, on this argument, so long as it is profitable, and legal, manufacturing landmines and selling them indiscriminately to foreign regimes may be a perfectly ethical thing for company to do. This raises a large number of interesting and important issues which will not be considered in this thesis.�


Another premise of ethical investment is that it is ethically desirable for investors to use their power as shareholders to persuade companies to adopt more ethical practices. There have been some objections to this. It has been argued for example that shareholders should not impose their values on other shareholders, or the business as a whole (Sternberg, 1994:261). I will consider these objections briefly in Chapter 2, but in general, I will work within the shared understanding of the ethical investment community which considers that it is desirable for investors to seek to persuade companies to adopt more ethical, and less harmful policies. 


To deal adequately with each of these important matters would require detailed and lengthy consideration which would limit the ability of this thesis to achieve its primary goal, which is to describe, and critically examine the ethical issues surrounding the procedures and purposes of ethical funds. This is a thesis about how ethical funds go about their business; their conceptions of the ethical problems and challenges raised by investment in the stockmarket; the efficacy of their responses to these problems and challenges; and this thesis is about how these responses might evolve in the future. This thesis is not about whether ethical funds are financially attractive, whether they have a right to be going about their business at all, or whether they have adopted adequate substantive ethical positions on each of three dozen ethical and environmental issues.    


The main claims of this thesis.


To conclude this introduction, I will summarise the main claims I will be making in the rest of this thesis. 


The practice of ethical investment is directed towards the pursuit of two primary goals: providing a solution to the investment ethics problem, and addressing the corporate harm problem. The response ethical investment offers to the investment ethics problem is to provide ethically screened investment funds. These avoid investing in companies with unethical practices and, instead, invest in companies which can be regarded as making a positive contribution. The response ethical investment offers to the corporate harm problem is less clear. Some argue that as ethically screened funds grow, they will deny capital to companies with unethical practices, and so hurt their share prices, while supporting the share prices of ethical companies. They hope that this will send signals through the stockmarket incentivising companies to adopt better practices. Others seek to address the corporate harm problem more directly, by engaging with companies, policy makers, and the public at large in order to persuade companies to change.


I will claim, in Chapter 5 that ethical funds offer a simple and reasonably effective solution to the investment ethics problem. The criteria the funds use are effective at avoiding companies engaged in certain kinds of ethically controversial practices; they are applied rigorously and are based on good information. This is a considerable achievement. For the founders of the first UK ethical fund in 1984, the existence, 12 years on, of 300 rigorously researched ethical criteria, applied by 30 ethical funds to screen £1.3bn of investment assets would have been regarded as an inconceivably successful start.  However, while in general ethical funds offer a fairly effective solution to the investment ethics problem, I note one or two limitations of this solution. I also argue that the level of explanation by ethical funds of their policies could be higher.  


I claim in Chapter 6 that, on the other hand, the principal mechanisms by which ethical funds claim to persuade companies to reform are not very effective. The idea that ethical funds can deny capital to companies with unethical practices and hurt their share prices is, in general, misconceived. The attempt to engage with companies and policy makers in order to persuade them to change is a promising approach, but it has not been widely adopted, and where it has, it is not pursued as vigorously as it might be. The lack of success in this area is perhaps the most significant challenge facing ethical funds, because addressing the corporate harm problem is one of their primary goals. 


In Chapter 7 I claim that in order to decide what is ethical and unethical about corporate practice; in order to produce the ethical arguments which are needed to engage effectively with companies to persuade them to change; and in order to contribute to the development of wider traditions of ethical thinking about business practice, ethical funds need to engage in sophisticated ethical deliberation. While I reject the arguments of Anderson et al. (1996) that suggest that ethical funds do not even deserve the name ‘ethical’, I argue that most funds are not in a position to engage in  ethical deliberation. Some funds, however, have made progress in this area but, I argue, are limited in various important respects.


In Chapter 8 I argue that there may be important conflicts between the screening approach, used to address the investment ethics problem, and the attempt to develop the effective procedures of engagement and deliberation which are necessary to address the corporate harm problem. If ethical funds are to become more effective at addressing the corporate harm problem, I argue that they may need to shift their emphasis from screening to engagement and deliberation. I then attempt to justify such a shift by raising questions about the conception of the investment ethics problem used by ethical funds, and by offering an alternative conception of the responsibilities of investors as shareholders.  


If ethical investment is to achieve its full potential, it must be effective at pursuing both of its primary goods. It must both solve the investment ethics problem and address the corporate harm problem. In this thesis I claim that ethical investment has some way to go before it is very effective at the latter. I argue that addressing this challenge is a demanding task that may require a substantial shift in the practice of ethical investment. I then offer a basis on which such a shift can be justified. In so doing, I hope to establish corporate reform as the foremost challenge for ethical funds.


�



� Anderson et al., (1996), provide the most substantial critical engagement with ethical investment in the UK to date, unfortunately their work is dogged by significant misunderstandings about the nature and practice of ethical funds. See Chapter 7 for a detailed discussion.


�  See Sorell and Hendry (1994:59-61) for examples of these issues.


� See de George (1990) for objections to Friedman’s arguments.
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