History and Structure of Ethical Investment

Introduction

This chapter provides an overview of the history of the emergence of ethical unit trust investment in the UK, and an outline of the institutional apparatus by which ethical funds are provided. This chapter, like the next, focuses largely on Friends Provident Stewardship. From a historical point of view this is entirely appropriate as Stewardship was the first ethical fund. By understanding how Stewardship came to be, one thereby understands most of the story of how ethical funds came to be. But Stewardship is a uniquely useful case study in another sense. Friends Provident Stewardship is the largest family of funds in the retail ethical investment market. In September 1996 its main Stewardship Unit Trust had over £303.7m under management, and the Stewardship Pension Fund had £301.9m invested with it. Together with three smaller funds there was a total of £650m of funds under Stewardship management. This means that Stewardship comprises over half of the total ethical unit trust market. While the 30 or so ethical funds which have followed Stewardship differ in important details, many have followed elements of the Stewardship approach. In addition most of them derive their research from the EIRIS research organisation (see p.� PAGEREF _Ref377975381 �76�ff.), which has been heavily influenced by Stewardship in its development. All this means that in attempting to understand how ethical unit trusts work in the UK, there is no better place to start than Stewardship. 

The following is an attempt to summarise key elements of the Stewardship process, its history and management. While some attempt is made to consider the financial management of the fund, the central focus of this study is the ethical elements of the Stewardship process.  

The emergence of the first ethical unit trust�

The first and main Stewardship fund was founded in 1984 when the ethical investment concept was taken up by Friends Provident. To some extent, the emergence of the Stewardship fund is the result of two separate stories: the birth of the Stewardship concept, and the history of Friends Provident. First is an account of the emergence of the Stewardship concept. 

Ethical investment is a venerable idea. The question of the ethics of investment goes back at least to Biblical times and the prohibition in Jewish law on usury. John Wesley, founder of Methodism, emphasised in the 1700s that the use of money was the second most important subject of New Testament teaching. He gave four consecutive addresses entitled: ‘Earn all you can’; ‘But not at the expense of conscience’; ‘Not at the expense of our neighbours’ wealth’; ‘Not at the expense of our neighbours’ health’ (Jacob, 1996:2). These themes have influenced ethical investment since then. However, what is currently recognised as ‘ethical investment’ - the practice of investing funds on the basis of a set of ethical criteria - is more recent. In the first half of this century a number of Church organisations had adopted various ethical prohibitions on certain kinds of investment, particularly those which have become known as ‘sin stocks’: alcohol, tobacco, gambling and arms. In the US in 1928, the Pioneer fund was set up, with a policy of deliberately screening certain investments on ethical grounds (Harrington, 1992:6). However, the current interest in ethical investment began in the late 1960s. A number of church investment funds started to explore ways of avoiding investments in companies operating in South Africa or involved in the Vietnam war. In 1970 the first ethical mutual fund, the Pax World Fund, was established (Harrington, 1992:7). This was shortly followed by the Dreyfus Third Century Fund in 1972. In the UK, the Church Commissioners of the Church of England had imposed some ethical restrictions on their investments since 1948 but as in the US, it was not until the late 1960s that discussion began about ethical unit trusts. 

In the late 1960s, Charles Jacob, soon to be the investment manager of the Central Board of Finance of the Methodist Church, began to explore the possibility of setting up an ethical unit trust in the UK, similar to the US ethical mutual funds. He received the practical support of First Investors, an asset management company, and encouragement from Richard Rowntree of the Joseph Rowntree Social Services Trust. In 1973, together with Jeremy Edwards, of First Investors, he prepared a proposal for a trust entitled ‘Stewardship’ inspired by a passage on the rightful use of money in the ‘Parable of the Talents’ in St. Matthew’s Gospel (Matthew 25: 14-29). One aspect of the US ethical mutual funds which dissatisfied Jacob and Rowntree was their dominant negative emphasis on avoiding companies engaged in unethical activities. He therefore sought to develop a trust with a more positive approach. As Richard Rowntree put it later, in a letter to the Financial Times

‘the initial plans for a Stewardship trust have always been clear that the essential criteria must be the positive aim of investing in companies, the bulk of whose products, services and operations are of benefit to the community rather than the negative withdrawal from specified activities.’ (Rowntree, 1984) . 

This can be seen in the objectives of the trust as they appeared in the initial proposal document.

1.To provide a unit trust suitable for corporate and individual investors, who for social or religious reasons are concerned that their investment should be confined to companies whose operations are of benefit to the community. As a result, industries such as tobacco, breweries, gambling and armaments, would be among those to be excluded as would investment in companies whose income was largely derived from countries which adopt a policy of apartheid.

2. Through the formation of the trust, to create an increased awareness of the responsibility of ownership at national level and to provide a suitable avenue though which those members of the public already conscious of their social responsibility, are enabled to invest in equity (in some cases for the first time) without disturbing conscience and with the diversification advisable for their requirements.

3. By using votes and influence to support and provide encouragement to companies fulfilling a useful purpose in the maintenance of their standards.

4. To obtain growth of capital values and reasonable yield by investment in a selected portfolio on the lines of that shown in Appendix ‘A’ to this proposal.

(Jacob and Edwards, 1973:1)

Over the years support was sought for the Stewardship idea from a large number of financial institutions and individuals, including, for example, Legal & General, Kitkat & Aitken, the Cadbury Trusts, John Govett Group and Lord Seebohm.� However, in the end the progress of the idea was halted by the Department of Trade, which objected on two grounds. First, because it considered there to be a conflict between the demands of capital and the demands of conscience. It is the legal responsibility of unit trusts to produce a financial return for the investors, but it was argued that by restricting its investment by ethical criteria a Stewardship trust would jeopardise that goal. The other objection was that, as public opinion changes over time, there may be pressure for an ethical fund to change its ethical policies; but if an ethical fund responded to this pressure by making changes, it would then be in conflict with the previous ethical policy endorsed by earlier investors.

Despite this setback, discussion about ethical investment continued in the UK during the 1970s, particularly among the Churches. According to Jepson (1995:6), the British Council of Churches published a report in 1973 advocating shareholder action on companies operating in South Africa. Christian Concern for South Africa (CCSA) was established. Part of its role was to advise the churches on their investment in South Africa (Jepson, 1995:12). In 1978, Trevor Jepson, chairman of CCSA wrote a report suggesting the need for a research body to provide the churches with information about various ethical aspects of corporate practice, which could be used to guide their investment policies. In 1980 the Young Friends Central Committee published ÔResponsible Investment - A Challenge to QuakersÕ which examined the investment of Quaker funds (Jepson, 1995:12). Jepson drafted a plan in 1981 for establishing an Ôethical investment information serviceÕ (1995:12), that would employ one full-time staff member plus some secretarial support, and would be controlled and financed by participating organisations such as Joseph Rowntree Charitable Trust (JRCT) and the Society of Friends. In the 1970s JRCT was gradually diversifying its investments out of the Rowntree company. In doing so it became increasingly concerned to develop ethical criteria by which investments could be selected. In Jepson’s plan, the proposed research organisation would mainly provide information on matters requested by its participants and gradually build up a regularly updated dossier on companies which fulfilled certain criteria (1995:12). Whilst discussions were underway about the founding of this ethical investment research service, the Political Ecology Research Group at Oxford was thinking of setting up a similar research body, devoted to compiling information on corporate environmental practice, focusing not just on the negative aspects, but also positive environmental practices. However,  the idea was not pursued when this group learnt of the plans for EIRIS (Jepson, 1995:13). Finally, EIRIS was established in 1983 with the help of the Joseph Rowntree Charitable Trust, the Joseph Rowntree Social Services Trust, the Society of Friends, the Methodist World Development Action Fund, Oxfam, the Church of England’s Board of Social Responsibility, the Presbyterian Church in Ireland and the Church in Wales. The ‘launch edition’ of the EIRIS Newsletter  states four main aims for EIRIS:

Firstly, to provide information to individual investors who wish to avoid certain forms of investment, such as brewing, tobacco or armaments.

Secondly, to provide information on a wide range of issues, such as employment policies, environmental impact, advertising, involvement in South Africa or the third world, which will provide positive, as well as negative, criteria for investors.

Thirdly, to identify forms of investment which meet certain non-commercial requirements on the part of the investor.

Fourthly, to promote a wider public understanding of and debate on corporate social issues. (EIRIS, 1983:1)

At around the same time as EIRIS was being prepared for launch, discussions were also taking place at the West Midlands County Council about the investment policies of local authority pension funds. These discussions led to the foundation of Pensions Investment Research Centre in 1984 (Jepson, 1995:13), which has subsequently become PIRC Ltd. and which in 1995 received considerable press attention for its  shareholder resolution on director’s pay at the British Gas AGM.

In 1978, with the support of Sir Nicholas Goodison, Chairman of the Stock Exchange, a new application for a Stewardship fund was made to the Department of Trade and Industry, as a joint venture between Goodison’s firm Quilter Goodison, and Jacob’s Linvest Securities. This time the concept was approved in principle. One reason for the change of heart is believed to be that the application was made at a much higher level, by a top City figure. It is also possible that social change in the 1970s had put ethical and environmental aspects of corporate behaviour rather higher up the public agenda than they were previously. Having achieved approval in principle, Charles Jacob approached Richard Rowntree for support. While the Joseph Rowntree Reform Trust was no longer inclined to participate financially, the Joseph Rowntree Charitable Trust pledged its support and helped to form a new committee to develop the fund. By the time this development had been completed, Jacob’s own circumstances had, however, changed, and he no longer felt able to provide the depth of research which was essential for the efficient management of an ethical fund. While an alternative management structure was being contemplated, a timely meeting between Rowntree Trust Committee members and directors of Friends Provident provided the solution. We now take up the history of Friends Provident.

Friends Provident was established in 1832 as a mutually owned ‘friendly society’ to provide life insurance for its members. It was founded by two members of the Religious Society of Friends, or Quakers: Samuel Tuke and Joseph Rowntree. Friends Provident started as a solely Quaker institution, indeed membership was only available to members of the Religious Society of Friends. However, this century has seen a gradual weakening of Quaker influence in Friends Provident. In 1915 the society converted into a corporate institution with membership no longer limited to Quakers. In 1918 it bought the Century Insurance Company, and two, non-Quaker, representatives from this company were appointed to the Friends Provident board, which until then had been constitutionally restricted to Quakers. In 1942, the Quaker restrictions on board membership were relaxed further, when only a majority of Quakers was required on the board. In 1975 this process continued, requiring that there be a minimum of five Quaker members, rather than a majority; but stipulating that these five, if unanimous on issues of Quaker principles, retained the power of veto (although it was never used). Up to this point Friends Provident had been managed in accordance with Quaker beliefs and abstained from investing in companies involved in arms, alcohol, tobacco and gambling. In 1980 the board, now mostly secular, resolved to remove these restrictions on investment. This was partly because Friends Provident by now managed funds on behalf on many non-Quaker investors and it was felt that imposing Quaker restraints on investments was inappropriate. One of the Quaker directors dissented from this resolution and resigned. In mid-1983, the board of Friends Provident discussed whether to have a policy of not investing in arms companies. A vote was taken - perhaps for the first time on the Friends Provident board, which operated on a consensus model - and the policy was rejected. Two further Quaker members resigned as a result. Lyn Wilson, a Quaker board member, says that some of the Quaker board members saw themselves as representatives of the Society of Friends, and felt compelled by Quaker pacifist principles to resign, whereas others, himself included, believed that it was best to champion the cause of ethical investment from the inside. By the early 1980s Friends Provident had moved some distance from its Quaker roots, and had no explicit ethical policy for its investments.  However, the board did not want to sever the connection with Friends completely. It was at this time that the possibility of managing an ethical unit trust came up. This offered the possibility of giving the Quakers and others concerned about the use and misuse of investment assets the prospect of a new ‘ethical’ home for their money, while not requiring Friends Provident as a whole to be limited in its investment by these principles. The board decided that Friends Provident should take up the ethical idea and launch the UK’s first ethical unit trust - the Stewardship Unit Trust. 

Overview of Stewardship

Friends Provident launched the Stewardship Unit Trust� on 1 June 1984, with the financial aim of achieving long term capital growth. Investment managers at Friends Provident and elsewhere in the City did not consider that Stewardship was likely to have a major impact, or to have strong prospects. Indeed for a time it was known as the ‘Brazil’ fund because it was considered a bit ‘nutty’. It was estimated that it might grow to have £3m under management within a few years. However, these expectations were rapidly exceeded. In the first year the Stewardship Unit Trust had raised £1.5m in new investment and outperformed the FT-SE A All Share Index. By the end of 1986 the fund was managing over £10m, and by mid 1996 it had over £303.7m under management. At the same time as launching the Unit Trust, Friends Provident also launched the Stewardship Individual Pension Fund, which has also done well and in September 1996 had £301.9m under management. In October 1987, the Stewardship Income Trust and the  North American Stewardship Trust were launched. The Stewardship Income Trust followed Stewardship Unit Trust’s ethical policy, but invested with a bias towards achieving income rather than capital growth. It was the first ethical income trust in the UK, and in September 1996 was valued at £66m. The North American Stewardship Trust aimed at longer term capital growth, and was managed by Vilas Fischer, a New York fund manager and associate company within the Friends Provident Group, which subsequently became Friends Vilas Fischer Trust Company when completely taken over by Friends Provident in 1995. The North American fund has assets of £6.6m. In 1993 the Friends Provident Ethical Investment Trust plc was launched to take the Stewardship approach into the investment trust market and in September 1996 had an asset value of £33.4m.

Friends Provident, more formally known as Friends’ Provident Life Office, controls a group of companies which collectively manage over £19bn of assets. It can broadly be split into two, a retail Business Operations Group including provision of life and health insurance, personal pensions and unit trusts, actively marketing the Stewardship Unit Trusts; and the Stewardship Life and Pension Funds, as investment links to the various life and pensions products. The other business activity provides institutional fund management services through the Friends Provident Asset Management Group of companies. In the last two years Friends Provident Asset Management Group has proved effective at selling ethical and environmental versions of its asset management services - based on the Stewardship Unit Trust model - to a number of local authority pension funds, including Berkshire, Lothian, Lincolnshire, Merseyside, and Hampshire.   

On the retail side, Friends Provident doesn’t simply sell unit trusts, but sells a wide variety of financial products including unit trusts. It sells a number of life assurance products such as regular savings plans, capital investment bonds, and whole of life insurance and endowment mortgages offering the Stewardship Life Fund as one of its investment options. The Life Fund is worth £175m and around 99% of it is invested in the Stewardship Unit Trust (making up some 60% of the Unit Trust’s total funds). It sells various personal and group pension plans again offering the Stewardship pension fund as an investment option. Finally it sells PEPs and unit trusts. It is therefore able to offer ethical funds links to a wider range of products than several of the other providers in the market place, which is an important reason for its continuing dominance. 

Taken together the Stewardship funds have a very significant position in Friends Provident’s fund management operations. While collectively the Stewardship funds account for only about £700m of Friends Provident’s £19bn of funds under management, the Stewardship Unit Trust is now their largest unit trust. And its importance does not stop here. Stewardship receives rather more than its proportionate share of executive attention. Two main board members of Friends’ Provident Life Office sit on the Stewardship Committee of Reference (John Whitney and Lyn Wilson) and, until his retirement in 1995, Peter Silvester, managing director of Friends Provident Asset Management, and main board director at Friends’ Provident Life Office, took a very strong personal interest in the development of Stewardship. Within the marketing department more senior staff time is allocated to Stewardship than to the other unit trusts; Friends Provident also publishes detailed brochures for the Stewardship unit trusts, whereas some other trusts make do with more basic literature. Also, in the summer of 1996, Friends Provident began to issue a newsletter for Stewardship investors in addition to the half-yearly manager’s report. Frank Blighe, market development manager for Stewardship, also notes that Stewardship gets substantially more publicity than the rest of Friends Provident. Stewardship also has its own site on the Internet, ahead of the rest of the organisation.� One result of this preferential treatment is that the rate of growth of Stewardship has tended to be greater than that of Friends Provident’s other funds. Stewardship also boosts the image of Friends Provident as a whole. In addition, the high rate of retention of Stewardship investors makes this business more profitable.

Friends’ Provident Life Office is a mutual insurance company, which means that rather than being owned by shareholders, it is owned mutually by its members. This institutional structure is shared by a number of life insurance companies in the UK. It is a feature of their origins and it has had some influence on the development of the company. However, in recent decades it has become harder to distinguish differences in the behaviour of mutual insurers and other provident societies from those of ordinary public companies.� And the argument for mutual status has been losing support. A number of building societies have argued that mutual structure makes them ill suited to compete in the modern financial services market, and have converted to plc status. This trend is now making itself felt among the mutual insurance institutions. Norwich Union, one of the largest such insurers, has announced plans to convert to a public limited company. There is speculation that other institutions will follow suit. Friends Provident is often mentioned in the press as a hot tip for conversion or take-over by an existing company, notwithstanding Friends Provident’s clear and publicly stated commitment to remaining mutual. If, notwithstanding Friends Provident’s aversion to demutualisation, it were to convert into a quoted company, there may be consequences for Stewardship. But, given that the Stewardship brand has proved profitable, it is probable that it would be left reasonably untouched by demutualisation. However, for those attracted to Stewardship because of the arguably ethically superior status of its parent institution, demutualisation might be a disadvantage.   

Overview of other ethical funds

The history of ethical investment consists of rather more than the formation and development of Friends Provident Stewardship. Friends Provident now provides five of more than 30 ethical funds. Stewardship is still by far the largest group of funds, which is one reason why it makes such a significant case study. But it is important to give a more general picture of how Stewardship compares to other funds within the ethical investment business. Table 1. (below) provides a list of the ethical funds currently in existence ordered according to their launch date, and giving their total funds under management as of November, 1996.�

��Table 1.�                   

                                     Fund�

Date of Launch�Value of funds

November 1996��Friends Provident Stewardship Unit Trust�1984�£303.7m��Friends Provident Stewardship Pension Fund�1984�£310.3m��Credit Suisse Fellowship Trust�1986�£36.2m��Ethical Investment Fund�1986�£1.3m��Abbey Life Ethical Trust�1987�£33.7m��Framlington Health Fund�1987�£49.1m��Friends Provident Stewardship Income Trust�1987�£65.9m��Allchurches Amity Funds�1988�£26.0m��Jupiter Ecology Fund�1988�£30.9m��Acorn Ethical Unit Trust�1989�£4.2m��Eagle Star Environmental Opportunities Trust�1989�£16.4m��HFS Green Chip Fund�1989�£12.4m��Jupiter International Green Investment Trust�1989�£30.6m��Scottish Equitable Ethical Unit Trust�1989�£51.0m��Sovereign Ethical Fund�1989�£14.9m��TSB Environmental Investor Fund�1989�£15.1m��CIS Environ Trust�1990�£98.4m��Clerical Medical Evergreen Trust�1990�£18.8m��Barchester Best of Green Life Fund�1991�£7.8m��Barchester Best of Green Pension Fund�1991�£0.8m��NPI Global Care Unit Trust�1991�£31.1m��Abtrust Ethical Fund�1992�£3.4m��CU Environmental Trust�1992�£19.4m��Sun Life Global Portfolio Ecological Fund�1992�£3.6m��Co-operative Bank Ethical Unit Trust�1993�£12.6m��Friends Provident Ethical Investment Trust�1993�£32.2m��Equitable Ethical Trust�1994�£16.2m��Friendly Endeavour Broker Bond�1994�£1.2m��NPI Pension Global Care�1994�£3.5m��HTR Ethical Fund��1995�£15.2m��Merchant Investors Assurance Ethical Fund�1995�£1.2m��NPI Global Care Income Unit Trust�1995�£5.9m��NPI Pension Global Care Managed Fund�1996�£2.0m��United Charities Ethical Trust�1996��£6.3m��Total��£1,300m��

The financial institutions that provide ethical funds are quite diverse. Most ethical funds are, like Stewardship, provided by insurance companies; either mutual insurers, like Friends Provident, or ordinary insurance companies. One, CIS Environ, is provided by the Co-operative Insurance Society. A small number of funds are provided by banking groups. Some ethical funds are managed by brokers. Compared to the rest of the unit trust market, relatively few ethical funds are provided by dedicated fund management companies, and none has been launched by the major investment banks. Many of the institutions that provide ethical funds are themselves owned by other institutions. For example, the Jupiter Ecology Fund is managed by Jupiter International Group plc which is a subsidiary of Commerzbank AG, Germany’s third largest bank. The Eagle Star Environmental Opportunities Trust is managed by Eagle Star, an insurance subsidiary of BAT plc (also known as British American Tobacco).�

Two ethical funds, Friends Provident Ethical Investment Trust, and Jupiter International Green Investment Trust are not unit trusts, but investment trusts. Investment trusts differ from unit trusts in that they are publicly quoted companies, the object of which is solely to invest in the shares of other companies. Investment trusts are allowed to borrow money in order to make the most of favourable investment situations. The value of investment trusts depends not on the value of their assets  - the total value of the shares they invest in - but on their share prices, which are often at a premium or discount to their asset value. Investment trusts typically charge lower management fees than unit trusts. 

Unlike Stewardship, not all ethical unit trusts invest in companies directly. A handful - Ethical Investors Group, Genesis, Lincoln National, and Skandia - are ‘funds of funds’ investing their assets in other ethical funds. 

In the previous section I noted that Stewardship has a very significant place in Friends Provident as a whole. This is not true of many of the other ethical funds provided by big insurance companies, where the ethical funds are rather small compared to the other funds managed. However, there are some institutions, such as NPI, appear to have invested more heavily in the development of the ethical research and procedures than other institutions. 

Perhaps the biggest innovation in ethical funds since the launch of Stewardship, is the emergence of ‘green’ funds. The first of these funds was the Merlin Ecology Fund, launched in 1988, and now known as the Jupiter Ecology Fund. These funds responded to the emergence of the environment as a considerable issue of public concern in the late 1980s. The advent of green funds can perhaps be seen as bringing a new kind of interest group into ethical investment; one that moved beyond the religious origins of ethical investment to a broader constituency of environmental and third world ‘pressure group’ interests. There are now perhaps 10 explicitly environmental funds. However, the difference between environmental funds and ethical funds is now generally not that great. Many ethical funds, including Stewardship, responded to the growth of environmental concern by adding a range of environmental criteria to their ethical criteria, and most of the environmental funds also employ the same core ethical criteria (concerning tobacco, alcohol and arms, for example) as the ethical funds. One of the principal differences is the way in which the green funds are marketed. However, some of the environmental funds (such as the Eagles Star Environmental Opportunities Trust and the  CU Environmental Trust) do seek to distance themselves from conventional ethical funds, and do not adopt conventional ethical criteria. Instead it seems that these funds have a purely commercial rationale for investing in environmental companies. As CU Environmental Trust put it: ‘Investment is in those companies which are, or will become, major beneficiaries of environmental protection or expenditure’ (EIRIS, 1996a:78). 

In recent years some ethical funds have disappeared. In 1993 the TSB Target Global Opportunities Fund, founded in 1987, was sold to Edinburgh Fund Managers, and lost its ethical status. Friends Provident acquired the NM Financial Management Group, and with it the NM Conscience Fund, also founded in 1987. The Conscience Fund was gradually phased out, with unitholders being given the opportunity of switching to Stewardship (Jepson, 1995:40) In 1994 the MI Environmental Fund was closed after three years of trading because it had been unable to attract sufficient funds (1995:40).

Another important development in the history of ethical investment was the foundation of the UK Social Investment Forum in 1990. According to Jepson (1995), the purpose of the forum was Ôpromoting and encouraging the development and positive impact of socially responsible investment throughout the UKÕ (1995:37). While not all the ethical funds are members of UK SIF, many are and it provides a valuable forum for discussion and dissemination of information and ideas about ethical investment.

Participants in the Stewardship process

On 21 March 1996, I attended a meeting of the Stewardship Committee of Reference. This is the heart of the Stewardship process. In all 17 people were present including the six members of the Committee of Reference; the Stewardship fund managers Richard Lowman and Richard Singleton, and one other fund manager; three members of the marketing team including John Bounds, Assistant General Manager Marketing, and Frank Blighe, the Stewardship market development manager; Roger Whiffin, secretary to the Committee, and Deputy Company Secretary to Friends’ Provident Life Office, and Diana Monger, assistant secretary to the Committee;  Peter Webster, Executive Director of EIRIS and Karen Eldridge, the Head of Client Services at EIRIS; and myself. The members of the Committee, and representatives of the fund manager, EIRIS and the Secretariat always attend the meetings. The contingents from the marketing and fund management departments fluctuate from meeting to meeting. Outsiders such as myself are present only very occasionally. The Committee usually meets quarterly, each meeting usually beginning at 2 p.m. and proceeding until 5.30 p.m. or so. These meetings are where the ethical policy and direction of Stewardship is worked out. The following is an account of the various participants in the Stewardship process.

Committee of Reference

The Committee of Reference is responsible for establishing the Stewardship ethical policy and for ensuring that investments are made in accordance with the policy. The Committee currently has six members: John Whitney (Chairman), Charles Jacob MBE, Charles Medawar, Roger Morton, Lyn Wilson, and Marlene Winfield. Joanna Lumley OBE was also, until recently, a member of the Committee. 

John Whitney is also Chairman of Enterprise Radio Holdings Ltd., RAJAR Ltd. (Radio Joint Audience Research Ltd.), and the Sony Radio Awards Committee, Non-Executive Director and former Chairman of The Really Useful Group Ltd., and Non-Executive Director of VCI plc, Former Director General of the Independent Broadcasting Authority and former Managing Director of Capital Radio, Non-Executive Director of Friends' Provident Life Office and Chairman of Friends Provident Ethical Investment Trust plc. 

Charles Jacob MBE, who was responsible for the original proposal for the Stewardship Unit Trust, is currently Director of the UK Social Investment Forum, Councillor and Finance Board member of the Methodist Church, Charity Trustee and a Director of Friends Provident Ethical Investment Trust plc. His MBE was for services to Educational and Charitable Organisations in Wales. 

Charles Medawar is Founder Director of Public Interest Research Centre Ltd. and Social Audit Ltd and a council member of SustainAbility. He has previously worked for Ralph Nader (US) and with the Consumers' Association (UK).

Roger Morton is an Independent Investment Adviser to pension funds and charities, a Trustee of the Joseph Rowntree Charitable Trust, and a Director of Friends Provident Ethical Investment Trust plc. 

Lyn Wilson was a business school lecturer at Cambridge and Durham. He worked in marketing for BOAC and Reckitt & Colman, and with the Committee for Corporate Social Responsibility at Stanford University Business School (US). He later worked in management consulting and education with Harbridge Consulting Group. Former vice chairman of Friends of the Earth. Non-Executive Director of Friends' Provident Life Office and member of the Quakers' Finance, Investment and International Relations Committees. 

Marlene Winfield is a consumer advocate and researcher, who has written influential works on self-regulation in companies, improving services to carers, and the criminal justice system. A founder of Public Concern at Work - a free legal advice centre for employees worried about serious malpractice at work. Member of the Board of the Ethical Investment Research Service (EIRIS). 

The Committee has a semi-detached relationship with Friends’ Provident Life Office. The members of the Committee are paid modestly for their services by Friends Provident; also two of its members, Lyn Wilson and its chair, John Whitney, are also members of the main board of Friends Provident. However, the Committee is considerably independent in other respects. Particularly important is the fact that in practical terms it nominates its own members.� However, this power has not been used often as five of the six committee members, Charles Jacob, Charles Medawar, Roger Morton, Lyn Wilson, and John Whitney were all on the original Committee appointed in 1984 when the Stewardship Unit Trust was established. There is at present no term-limit on the Committee members, nor retirement age, and no procedure for the removal of Committee members. The members of the Committee who have resigned so far, namely Trevor Jepson and Joseph Sewell, felt that they had served long enough, and Joanna Lumley left because she had too many other commitments to do justice to her work for Stewardship. There is no formal process by which the Committee members are accountable either to Friends Provident or to the unit holders and pension fund beneficiaries. However, the fact that two members of the Committee are on the Friends Provident board provides some accountability to Friends Provident. And, ultimately, Friends Provident could sack the Committee, but such an act would probably do considerable damage to the Stewardship reputation, the strength of which derives partly from its use of an autonomous committee of socially concerned experts. There is some informal accountability of the Committee to unit and policy holders. One member of the Committee, currently Charles Medawar, has the special responsibility of helping the Committee secretary deal with correspondence with unit holders and the public.  In addition every letter written to Stewardship is circulated to all members of the Committee, and is noted and, if necessary, discussed at the next Committee meeting.

Apart from responding to letters from investors, and the occasional individual public speech, the members of the Committee have, until recently, had no direct means of communicating with the public. The principal documents used to speak about Stewardship are prepared by the Friends Provident marketing department. From time to time this has imposed some limitations on the Committee. The problem is that the ethical issues with which they deal are rather complex, but published material, perhaps of necessity, tends to simplify them. There has been a desire among members of the Committee to establish a more direct means of communication about their views. Recently the Committee appointed an experienced, retired executive to draft fuller statements of the Committee’s view on issues where there had been controversy. The first such paper was issued in October 1996 on the subject of animal testing. This was converted into a printed document by the Friends Provident marketing department and made available to investors and advisers. The advent of the Stewardship newsletter also contributes to this purpose. Charles Jacob wrote a short article for the first issue (in mid -1996) and John Whitney, Marlene Winfield and Lyn Wilson have written for the second (late 1996). Frank Blighe, of the marketing department, has requested that the Committee members continue to supply material for subsequent issues.

The primary function of the Committee is to establish and develop the Stewardship ethical policy. As we shall see below, this mainly involves establishing a series of negative and positive screening criteria. The Committee is also responsible for applying these criteria to companies which EIRIS uses to produce an ‘acceptable list’ of qualifying companies. However, this process is quite complicated, so there is an investment Sub-Committee of the Committee of Reference responsible for this task. 

Investment Sub-Committee

If the criteria agreed by the Committee of Reference could be applied mechanically, without the need for further ethical judgement, then all the Committee of Reference would have to do is to specify the criteria, and instruct EIRIS to apply them to FT-SE A All Share Companies, and let the fund managers choose a portfolio from the resultant list of acceptable companies. The Committee of Reference would then simply have to keep a watchful eye on the process. However, the majority of the ethical criteria used by Stewardship cannot be applied mechanically. As the marketing literature says, the Committee is prepared to allow that ‘less extreme malfeasance may sometimes be counterbalanced by exceptional performance on the positive side of the equation.’ (Stewardship, 1996:6b). In other words, the Stewardship ethical policy recognises that the good a company does may sometimes outweigh the bad.� This means that the policy cannot be mechanically applied. Someone has to make the judgement about what counts as less extreme malfeasance, and under what circumstances the performance on the positive side of the equation is sufficiently high. This means that in addition to specifying the criteria, the Committee has to make judgements in the large number of borderline cases which arise. In order to exercise these complicated judgements, which are often time consuming, the Committee of Reference has an Investment Sub-Committee which is chaired by Lyn Wilson and includes Charles Medawar, Charles Jacob and Roger Morton. The Secretariat, the fund managers and representatives of EIRIS also attend in an advisory capacity. The decisions of this committee are made by the members of the Committee of Reference who attend it, but are ratified by the full Committee of Reference at its next meeting. While the views of those attending the Investment Sub-Committee are sought, it is only the opinions of the four Committee of Reference members which are decisive in making final decisions about which companies are acceptable for inclusion in the Stewardship portfolio. 

Research (EIRIS)

Stewardship’s ethical research is provided by EIRIS. EIRIS is a registered charity whose purpose is to help people invest according to their principles. Specifically 

‘to provide information that helps investors apply ethical criteria to investment; to help people to identify and choose between different types of investment on ethical, as distinct from financial grounds; to promote a wider understanding of, and debate on, corporate responsibility.’ (EIRIS, 1996a:3)

EIRIS now has about 1,000 individual and institutional members. The EIRIS charity owns EIRIS Services Ltd which provides commercial services to individuals and institutions. 90% of EIRIS’s revenue arises from the research services it provides to the ethical unit trusts (Jepson, 1995:55). The core of EIRIS’s services is based on its database of 1,100 companies. These companies are drawn mainly from those listed on the FT-SE A All-Share Index (excluding investment trusts). EIRIS maintains information on each company about its performance on a range of more than 300 positive and negative criteria. On the basis of this it is able to provide lists of companies which pass numerous combinations of criteria. For example, the database could provide a list of companies which have not had contracts with the Ministry of Defence worth more than £5m in any one of the last three years, while also deriving not more than £10m of their annual turnover from the production or sale of tobacco or tobacco products. The database can be used to generate a list of companies which are acceptable according to particular ethical criteria. It can also be used to screen a client’s existing portfolio of investments to weed out those companies which contravene selected ethical criteria. The database also enables EIRIS to provide detailed fact sheets on the status of an individual company with respect to a range of criteria. By applying the database in these ways EIRIS provides the services which are its principal sources of revenue. EIRIS now provides a high quality research service to 21 out of the 30 ethical funds. 

The way this works in practice is that in the first instance each fund must complete either the ‘Basic Questionnaire’ or the ‘Specialised Questionnaire’ which EIRIS produces. Both questionnaires list a range of criteria areas (e.g. alcohol, armaments). These areas contain a list of specific criteria (e.g. ‘company groups that derive any turnover from the production and sale of alcoholic drinks’). The basic questionnaire covers fewer areas, and offers fewer criteria to choose from than the specialised one. The fund manager uses these questionnaires to choose which ethical criteria to employ as a basis for excluding companies. Once these criteria are selected, EIRIS uses them to screen its database of companies. The companies that fail to pass all of the chosen criteria are excluded, leaving an ‘acceptable list’ of companies. From this acceptable list, of companies the investment manager of the ethical fund selects a portfolio of investments on ordinary financial grounds. Once the fund has invested in companies, EIRIS is able to offer a subsequent ‘portfolio screening’ service, which periodically compares the companies in a fund’s portfolio against the ethical criteria it has selected, informing the fund manager if any of its companies have changed their ethical status (e.g. because they acquired an ethically dubious subsidiary). 

EIRIS’s service does not include telling funds which ethical criteria to choose, or how to invest the fund wisely on financial grounds. EIRIS says that it:

‘does not make moral judgements about the activities it researches; its expertise is in researching the issues. Nor does it give advice on the financial suitability of any investment or manage investments itself.’ (EIRIS, 1996a:7)

This means that it is up to the individual investor, or investment fund manager to determine what criteria are the most ethically appropriate ones to adopt. You decide which criteria are appropriate to your ethics, and EIRIS will find the companies consistent with your chosen criteria. Of course, the particular range of ethical criteria EIRIS offers has a strong influence on the practical shape of ethical investment. If EIRIS does not offer criteria on a particular ethical area, it is exceptionally difficult to adopt an ethical policy on it. This is because it would be difficult for a fund to screen its investments without EIRIS’s help.� This fact influences the way ethical issues are dealt with by funds, and constrains the range of ethical policies they adopt. 

As has already been said, Stewardship was EIRIS’s first and remains its largest client. None of the other funds has the closeness of relationship that EIRIS has with Stewardship. Trevor Jepson, the first Chair of EIRIS was also on the Stewardship’s  Committee of Reference. Marlene Winfield of the Committee of Reference, is also a member of the management council of EIRIS. EIRIS always sends a representative to the Committee of Reference meetings, and undertakes special research on particular issues when mandated by the Committee to do so. In fact, it may be fair to say that many of the criteria used by EIRIS were developed first in collaboration with Stewardship. The close working relationship with EIRIS is one reason why Stewardship has not opted to hire its own in-house ethical or environmental researchers, unlike Jupiter Ecology and NPI Global Care. Another reason which Frank Blighe gives for this is that ‘to some extent by doing our own research there’s always the danger of being put in a slightly compromising position, there are conflicts of interest involved, so we would rather rely on the totally independent research.’ An example of the possible conflict of interest is that if you are doing your own research and your investment manager finds a company which he thinks will perform well financially, there will be pressure to compromise the objectivity of research in order to pass the company as ethical.    

Secretariat

The Committee is served by a secretary, Roger Whiffin, who is also Deputy Company Secretary for Friends’ Provident Life Office, and he is assisted by Diana Monger, also of the company secretary’s office. The Friends Provident Secretariat produces the minutes of the Committee of Reference meetings, and circulates the agendas and other relevant materials such as the portfolio screen, company reports, and issue-based reports produced by EIRIS. The Secretariat also co-ordinates all correspondence between investors and the Committee. 

Fund management

Stewardship’s funds are managed by a team of four fund managers from FP Asset Managers Limited, headed by Richard Lowman, Director, UK Equities. He has been managing the Stewardship funds since their launch in 1984. He sees his responsibility in exclusively financial terms. His role is to invest the funds available in the companies that the Committee of Reference consider acceptable. While Richard Lowman is the senior investment manager of the Stewardship funds, Richard Singleton, who has special responsibility for managing the Stewardship Income Trust, is the manager most involved with the ethical aspects of Stewardship. He attends all meetings of the Committee of Reference and Investment Sub-Committee. Richard Singleton is responsible for writing to, talking to, and meeting with companies about ethical matters on Stewardship’s behalf.� He is also the main source of detailed information for the press about Stewardship’s investment policy - including its ethical elements.

Marketing department

The Stewardship brand is managed by Frank Blighe, with the assistance of Phil White. Frank Blighe’s time is primarily devoted to Stewardship, but he also has responsibility for  Friends Provident’s many other unit trusts and PEPs. Phil White, however, works exclusively on marketing Stewardship. The marketing team is responsible for presenting Stewardship to the public and in particular for producing the Stewardship marketing literature. The marketing department publishes a number of documents concerning the Stewardship funds. However, from an ethical point of view there are two documents of principal interest: The Stewardship Unit Trusts, and The Stewardship Investment Criteria. The first of these documents briefly introduces the concept and history of Stewardship, and describes the three funds. The second goes into more detail about the ethical criteria Stewardship uses, and provides biographical background about the members of the Committee of Reference.� 

As an experiment, in June 1996, the marketing department also published a newsletter for Stewardship. The first issue gave some summaries of press stories on ethical investment, and internal news about the foundation of the Joanna Lumley Research Fellowship, and about Stewardship’s financial performance. It also contained some biographical material about the Committee of Reference members, and how the Committee screens companies. The first newsletter also had a small amount of comment by Charles Jacob, and offered brief sketches of what was good about three of the companies in Stewardship’s portfolio. The publication of the newsletter was well received by unit holders and further issues will be published, the second having been published at the end of 1996.

Given that these are the main sources of information available to the public concerning Stewardship’s ethical policy, this makes the members of the marketing department important participants in the Stewardship process. Frank Blighe regularly attends meetings of the Committee of Reference and the Investment Sub-Committee. The marketing department has effective control over how Stewardship is presented. They have an important role in recommending, for example, what charges to make to investors and what commissions to pass on to independent financial advisers (IFAs), what new Stewardship products to launch, and they produce the words and images used in the advertising. The marketing department is also the initial contact for the press. However, the marketing department normally seeks the Committee of Reference’s comments on the wording and presentation of much of its output, although, in the past, this was perhaps not as much as the Committee would have liked. Since Frank Blighe assumed the role of Stewardship Market Development Manager in 1994 this has largely been resolved.

Sales force/IFAs

The financial products sold by Friends Provident are sold in five ways - through independent financial advisers, including a small number of specialist ethical or green IFAs; through Friends Provident First Call, the Office’s direct selling company; through Friends Provident tied agents; through direct mailshots; and by telesales, through a new sales medium called The Blue Line. Around half of Stewardship business comes through IFAs. Some 2,000 IFAs have sold Stewardship business in its 12 years, which is between 10% and 20% of all IFAs in the UK. Many of the other ethical funds are not sold by such a wide range of IFAs. Their sales are, instead, concentrated in the two dozen or so specialist ethical IFAs. One reason Frank Blighe gives for Stewardship’s wider uptake among general IFAs is the considerable financial success of Stewardship in its early years, which put it in the top decile of ordinary unit trusts. A second reason is that Friends Provident offers an ethical pension plan, which most of the other ethical funds do not. A large proportion of IFAs use Friends Provident for other business, so it may be an obvious choice when they come across an ethical investment need. Specialist investment providers are used by a much narrower range of advisers.

Most IFAs make their money from commissions paid when they sell a policy. There is considerable competition between financial services companies to make their products attractive to IFAs. Paying a good commission is one way to do this. Friends Provident  Stewardship increased its commission on the Stewardship unit trusts from 1 August 1996 from 3% to 4% of the initial capital amount invested. On the same date, Stewardship  increased its initial charges for the first time since launch from about 5% to 5.75%, against the industry trend of reducing initial charges. This was to ensure that the Trust expenses were covered and to respond to competition from other ethical funds which offered IFAs different commissions to that offered by Stewardship. 

Investors

The marketing department of Friends Provident estimates that there are as many as 100,000 people investing in the various Stewardship funds. There are around 25,000 investors in the unit trusts alone. This means that Stewardship possibly accounts for two thirds of all the retail ethical investors in the UK. A 1995 EIRIS survey of Stewardship unit holders reveals that unit holders are not committed to the same degree to all Stewardship issues, only some are considered to be an area of major concern by the majority.� Table 2. summarises answers to the question. ‘For each of the following areas [issues], please indicate your level of concern in making investment decisions: major, minor, no concern.’ 

Table 2.         Issues�Major Concern

(%)�Minor Concern

(%)�No 

Concern

(%)�No 

Answer

(%)��Military suppliers�78�12�4�6��Environmental impact�75�20�0�5��Operations in oppressive regimes�71�21�1�7��Employment conditions�56�31�4�8��Nuclear power�55�26�12�8��Operations in Third World�52�32�4�12��Animal welfare�39�42�10�9��Alcohol, tobacco, gambling�39�34�18�9��Operations in South Africa�17�33�35�15��Corporate Governance�14�41�17�27��Consumer issues�9�53�19�18��Compared to previous surveys, the highest growth in concern is environmental impact, and there has been a dramatic drop in concern over South Africa. Table 3 shows the things which unit holders considered to be most important features of Stewardship.

Table 3.        Issue�Very Important

(%)�Quite Important

(%)�Not Important

(%)�No answer

(%)��Clear statement of what fund avoids and what it seeks to invest in.�87�9�1�4��Clear strategy to exert ethical influence on companies�68�23�2�7��Clear statement of process used to evaluate the companies�64�29�3�4��Strict avoidance of companies of greatest concern�60�31�1�8��Committee of people you trust to make individual decisions & oversee fund�57�32�3�8��Large part of the portfolio invested in companies with positive features�55�35�2�8��Good track record of financial performance�46�45�3�6��Regular reporting of decisions taken and reasons for them�11�51�11�10��Meetings of unit holders to discuss the fund.�17�42�35�12��

Investors have no formal mechanisms for influencing the future of Stewardship. There is no meeting of unit holders and until recently no newsletter, and no formal mechanisms for unit holders to make the Committee of Reference accountable to their wishes. Nor, arguably, should there be, if one takes the view that investors are buying a financial product, not joining an association. Investors however do correspond with Stewardship, and their correspondence is handled by Charles Medawar of the Committee of Reference and Roger Whiffin, the secretary. This correspondence is taken seriously by the Committee, and overall has a very significant impact on the Committee’s work. For example, recently the Committee received representation from an investor about the benefits of eco-tourism. This led to considerable correspondence with a major tour operator; reconsideration of the investment position; and now the development of new criteria.

Participants in other ethical funds

In the previous section I listed: the Committee of Reference, the Investment Sub-Committee, Research (EIRIS), Secretariat, Fund Management, Marketing Department, Sales/Force IFAs, and Investors as participants in the Stewardship process. How does this range of participants vary across the ethical investment sector? The principal variations are seen in just two areas: the committees of reference or as they are more commonly known, ‘advisory committees’ and the research used by the funds. As Table 4. shows, only 17 ethical funds have advisory committees. Those funds that do make use of advisory committees do not do so in quite the same way, or to the same degree as Stewardship. Lord Clinton-Davies, Chair of the advisory committee to the CIS Environ fund suggests three roles for his committee, 

Ôto supervise the fund managers and make sure that they carry out the ethical and environmental claims made for the fund; to act as an ombudsman reflecting the concerns of individuals shareholders, and to be an ultimate adviser when the fund manages are genuinely unsure, which in real life is not infrequent.Õ (Sparkes, 1995:45)

These roles are included in the work of the Stewardship Committee of Reference. However the Stewardship Committee’s work goes beyond this. For example, according to EIRIS (1996a:70) no other advisory committee is required to approve all potential investment in advance in the way the Stewardship Committee does by producing its ‘acceptable list’.

Table 4.�                   

                                     Fund�

Uses EIRIS�In house full-time research�Has advisory committee��Abbey Life Ethical Trust�Yes�No�Yes��Abtrust Ethical Fund�Yes�No�No��Acorn Ethical Unit Trust�No�No�No��Allchurches Amity Funds�No�No�Yes��Barchester Best of Green Life Fund�Yes�No�No��Barchester Best of Green Pension Fund�Yes�No�No��CIS Environ Trust�No�No�Yes��Clerical Medical Evergreen Trust�Yes�No�No��Co-operative Bank Ethical Unit Trust�No data�No data�No data��Credit Suisse Fellowship Trust�Yes�No�Yes��CU Environmental Trust�No�No�No��Eagle Star Environmental Opportunities Trust�No�No�No��Equitable Ethical Trust�No�No�No��Ethical Investment Fund�Yes�No�Yes��Framlington Health Fund�No�No�No��Friendly Endeavour Broker Bond�No data�No data�No data��Friends Provident Ethical Investment Trust�Yes�No�Yes��Friends Provident Stewardship Income Trust�Yes�No�Yes��Friends Provident Stewardship Pension Fund�Yes�No�Yes��Friends Provident Stewardship Unit Trust�Yes�No�Yes��HFS Green Chip Fund�Yes�No�No��HTR Ethical Fund��Yes�No�No��Jupiter Ecology Fund�No�Yes�Yes��Jupiter International Green Investment Trust�No�Yes�Yes��Merchant Investors Assurance Ethical Fund�No data�No data�No data��NPI Global Care Income Unit Trust�Yes�Yes�Yes��NPI Global Care Unit Trust�Yes�Yes�Yes��NPI Pension Global Care�Yes�Yes�Yes��NPI Pension Global Care Managed Fund�Yes�Yes�Yes��Scottish Equitable Ethical Unit Trust�Yes�No�No��Sovereign Ethical Fund�Yes�No�Yes��Sun Life Global Portfolio Ecological Fund�No�No�No��TSB Environmental Investor Fund�Yes�No�Yes��United Charities Ethical Trust�No data�No data�No data��

However, all advisory committees have the power of veto over investment in particular companies. In few cases do advisory committees meet as frequently as the Stewardship Committee of Reference. Also because most funds apply criteria ‘mechanically’, the role of the committees in interpreting the ethical policy, and in weighing up the merits and demerits of companies tends to be much less than that of Stewardship. However, these committees can be valuable. In those funds that do not have advisory committees, ethical policies are adopted and administered by the fund managers. This means that ethical investors simply have to trust that their fund managers are doing what they say they are. It is likely that such trust will be frequently tested, when the financial objectives of the fund come into conflict with its ethical policy. Advisory committees can at least act as an independent check on funds. In one instance this independence has been dramatically demonstrated. In 1989, the advisory committee of one fund, the Ethical Investment Fund, resigned en masse because, according to Steve Burkeman, one committee member, Ôwe felt we were not able to do the job unitholders were being told we were doing.Õ (quoted in Sparkes, 1995:47) 

In all, 19 funds make use of the EIRIS research service and use the EIRIS questionnaire process, and portfolio screens. As a result there is considerable overlap between the ethical criteria offered by these funds, as their criteria will generally be limited to those provided by EIRIS. One consequence of this is that as far as the rigorous and comprehensive application of criteria is concerned, all these funds can claim to have the same quality of research. EIRIS’s fee structure for funds is proportional to the size of their assets. This means that a fund with only a few million pounds of assets can afford to purchase the same basic screening research as Friends Provident Stewardship, which is 100 times larger. Of course the application of criteria is not the only issue. As we shall see in the next chapter, there are many other ways to extend the sophistication of an ethical fund. One important modification that should be mentioned here is that two ethical funds managers, Jupiter and NPI, have opted to employ a full-time in-house research team. As it happens the three full-time researchers in the NPI team, headed by Tessa Tennant, were also responsible for the establishment of the Jupiter Ecology Fund, and moved to NPI in 1994, being replaced at Jupiter with a new team headed by Emma Howard Boyd. While in certain respects an in-house research team may not be able to achieve the sheer quantity of universal and objective research about companies that EIRIS can, these in-house teams claim to be able to provide their funds with a more qualitatively informed picture of companies. NPI uses EIRIS as well as its own research. These research teams regularly meet with companies and raise ethical issues with their managements.  They have also completed detailed sector surveys, such as How Green are your Grocers? A Survey of Social Issues in the Food Retail Sector (NPI, 1996b). The NPI research team has also committed itself to contributing to the development of policy debate in corporate ethics.  

What of the funds that do not use EIRIS and do not have a research team? These funds make use of a range of other sources of information. For example CIS Environ has its research provided by Manchester Business School Business Information Service. However, for some funds which do not use EIRIS it is unclear how their research is sourced. It is possible that the bulk of research is mainly undertaken by fund managers themselves, who may or may not be able to do so effectively.

Conclusion

In this chapter, I have offered an account of the emergence of the Stewardship idea, the development of the individual Stewardship funds, and their place within Friends Provident. I have also introduced the main participants in the Stewardship process. I have offered some brief comparisons between Stewardship and the rest of the ethical funds business. 

Finally, before we move on to a consideration of how these participants work together to produce and maintain the Stewardship ethical funds, I said in Chapter 1 that I would support my claim that ethical investment can be regarded as a community. An important part of my methodological approach is that I am interpreting the ‘shared understandings’ (Walzer, 1983) of a particular community, and contributing to argument within a ‘tradition of practice’ (MacIntrye, 1984). There are a large number of people involved in the provision of ethical investment: fund managers, marketing managers, independent financial advisors, advisor committee members, researchers and commentators. These people are for the most part attached to particular firms. As such they form part of the community of their individual companies, and meet each other and work together regularly in the course of business. But there is also contact between individuals of different ethical investment companies. Frequently this is for narrow business purposes. However, through the UK Social Investment Forum, and other institutions, these individuals meet regularly and discuss the nature and future of the ethical investment business. Frequently they work together as a ‘community’ in the pursuit of collective goals. Currently, for example, a collective attempt is being made to persuade the Personal Investment Authority to require independent financial advisors to ask their clients whether they have ethical concerns, and would like to consider ethical investments. If they are successful, this will dramatically increase the visibility of ethical investment. 

While ethical investment may be a community only in a rather thin sense, it is more clear that ethical investment constitutes a ‘tradition of practice’ (MacIntyre, 1994:206). The basic practice of ethical investment is considerably similar across many of the ethical funds. All ethical funds use some form of screening to exclude companies engaged in certain kinds of activities, and all claim to select companies on some positive basis. Most of the funds share similar criteria, and those that use EIRIS share identical criteria. In addition most of those that use EIRIS also have very similar methods for screening. While there are important differences between the funds, as we shall see in the next chapter, ethical funds can very easily be seen as participating in the same ‘tradition of practice.’

�

�  On matters of fact this history relies heavily on unpublished manuscripts by Lyn Wilson (Wilson, 1994) and Charles Jacob (Jacob, 1996). Wilson has been a board member of Friends’ Provident Life Office since 1981, and is a member of the Religious Society of Friends.  Jacob is the originator of the Stewardship concept. Both have been members of the Stewardship Committee of Reference since it was founded in 1984. 

� Coincidentally Lord Seebohm was a non-executive director of Friends Provident at that time. Back then, Seebohm thought that it would not be possible for Friends Provident to support a trust that was curtailed in its actions by ethical constraints.

�  The first unit trust in the UK was launched in 1931 by M&G, inspired by the idea of mutual funds in the United States. In July 1996 there were 1,667 unit trusts operated by 164 unit trust management companies with combined funds under management of  £123bn. These funds are largely made up of the private savings of small investors. Unit trusts are investment vehicles which pool the capital of a large number of small investors, and invest it most commonly in listed companies in the UK. Unit trusts can be distinguished from one another in two broad respects: one is the range of investment products they sell, and the other is investment policies they follow. 

�  The author assisted Friends Provident in the development of this Internet initiative.

�  Having said that, in the last two years some of the building societies that have opted to retain mutual status have started to make a virtue of not having to please shareholders, by offering savers higher interest rates and borrowers lower ones than their demutualised competitors.

�  Note the table does not include data about the few ethical funds which have been closed or taken over.

� Source of data: EIRIS, November 1996.

�  Also known as Henderson Ethical Fund.

�  While the United Charities fund was launched in 1982, it did not become an ethical fund until 1996.

�  This might been seen as a contradiction because many ethical funds have criteria excluding tobacco companies from their investment. However, the Eagle Star Environmental Opportunities Trust does not have such restrictions. Indeed it claims not to be an ethical trust at all, but aims to share in the success of environmentally progressive companies. 

�  Strictly speaking the Committee nominates new members and they are formally appointed by Friends’ Provident Unit Trust Managers Ltd. It is also worth noting that when Stewardship was founded, the Joseph Rowntree Charitable Trust was responsible for nominating four of the initial Committee members. 

�  This flexibility does not apply to those ethical issues where Stewardship has a policy of absolute exclusion.

�  Of course, as I will argue later in this thesis, ethical policies do not have to involve screening. If, instead, the ethical policy simply requires constructive dialogue with companies on that issue, then it might be possible to extend the ethical policy beyond the frame provided by EIRIS.

� However, EIRIS also does a considerable amount of letter writing to companies in order to give the Committee of Reference the information they need. 

�  See below, p.� PAGEREF _Ref378749935 �96�ff., for further discussion of these documents.

�  The survey was sent to 970 Stewardship unit holders, 252 of which replied.  

� Adapted from EIRIS data (EIRIS, 1996a:70).

�  Also known as Henderson Ethical Fund.
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