Solving the ‘investment ethics’ problem


Introduction


This chapter moves forward from a description of procedures of ethical funds to the  first steps in an assessment of their achievements. I will claim that ethical funds have achieved a considerable amount in a short space of time. The principal achievements are that they have surmounted regulatory obstacles; established a large number of  institutions of varying sizes; opened stockmarket investment to a wider audience, developed a research institution and a body of research knowledge;  developed 300 criteria, which they apply rigorously; and raised awareness of ethical and environmental issues in companies, and amongst the public at large. However, from the point of view of this thesis, their principal achievement has been to provide an effective solution to the investment ethics problem which I have claimed is one of the primary goods aimed at by ethical investment. So far I have stated the investment ethics problem, but I have not offered any explicit evidence that it is an important problem for ethical investment. In this chapter I will offer some evidence that the investment ethics problem is an important ‘shared understanding’ for the ethical investment community.


While a central purpose of this chapter is to state the accomplishment of ethical funds, there are one or two qualifications that need to be made about these achievements. These concern the inescapability of compromise in ethical investment, and the limitations to the information made available by ethical funds. This chapter will discuss these qualifications. These qualifications notwithstanding, it will in general conclude that ethical investment has achieved a considerable amount in a short space of time, and does offer a solution to the investment ethics problem.


The achievements of ethical investment


As we have seen in Chapter 3, the initial application to establish a Stewardship unit trust was rejected by regulators at the Department of Trade. It was thought that ethical funds could not serve conscience and profit at the same time. Ethical investment’s first achievement was to convince the government to change its mind and allow ethical unit trusts to exist. The second achievement of ethical funds is to have established a number of institutions. Setting up unit trusts is not easy or cheap. It is a considerable achievement to have persuaded some 15 major financial institutions to invest considerable resources in launching ethical funds. Collectively the 30 ethical funds, and a similar number of specialist ethical independent financial advisors add up to a sizeable infrastructure for providing services to an estimated 150,000 investors, and for developing and meeting further demand for ethical investment products. It is remarkable that it is now possible to buy just about every kind of financial product - from pensions, to life assurance, to PEPs, and endowment mortgages in an ethical form. Of course many of these achievements are due as much to the pursuit of profit by these financial institutions, as they are to ethics. But unless one takes an extremely demanding Kantian view of ethics, this profit motive should not be held against the ethical achievement.


A more substantively ethical achievement of ethical investment is the development of a substantial and sophisticated ethical screening system. This system requires a very substantial body of high quality information. It requires a wide ranging and intelligent set of screening criteria, and an efficient and continually up-dated system for applying the screening criteria to the information. EIRIS provides all these things. It does research on 1,100 UK companies, and can produce comprehensive fact sheets on each of them. It employees 7 full-time researchers, and it offers 300 different criteria to choose from. EIRIS was initially financed by charitable grants, but much of its development (and 90% of its current running costs (Jepson, 1995:55), was financed by fees paid by ethical funds for screening services. As long as ethical investment remains popular with the investing public, the ethical funds will continue to be able to finance the development of increasingly detailed and broad research into the ethical and environmental practice of companies. It is crucial to the provision of an ethical screening service that when a fund says it will not invest in companies which, for example, manufacture arms, it has considerable confidence that it does not invest in such companies. EIRIS can justifiably claim to provide this confidence. It is no easy task. Modern companies are very large - often employing hundreds of thousands of people in many countries. There are often tangled webs of ownership between holding companies, subsidiaries, and other kinds of associate companies. It is a considerable achievement to be able to justifiably claim to screen out all companies with operations in a single ethically questionable area. EIRIS do this for many ethical areas.


In addition to these general achievements, ethical funds can claim to have raised awareness of the ethical and environmental aspects of corporate practice, within companies, within the investment community, among investors and amongst the public at large. As we shall see in subsequent chapters, ethical funds have helped put ethical and environmental issues much more firmly on the corporate agenda than they were in the 1970s.


Shared understandings about the Investment Ethics Problem 


In Chapter 1, I said that one of the primary goods which the ethical investment tradition aims to pursue is a solution to what I have called the investment ethics problem. This good is constituted by two different ‘shared understandings,’ a conception of the problem, and a conception of the way in which ethical investment can solve it. 


The investment ethics problem


The conceptualisation of the problem is as follows. According to investors, funds, and commentators alike, by investing in a company which acts unethically, one is ‘supporting’ that company and, in doing so, one is behaving unethically. There are a number of examples of this kind of attitude. In their marketing literature, Friends Provident Stewardship claims that the investments of many people involve them in an inconsistent moral position. People say that they ‘care about the problems of the world’ on the one hand, but fail to ‘invest in companies which make a positive contribution to society rather than those which harm the world or its people.’ (Stewardship 1995:1) This means that:


‘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)


Similarly, Henderson Ethical, a smaller, newer ethical fund argues that


Like any sensible investor, [ethical investors] want a good return on their money. But what they do not want is to have their money invested in any company, activity or regime of which they disapprove. Whether their objections are on moral, political, social or environmental grounds, they know that by investing in something they deplore, they are actually helping to support it and sustain it. (HTR Ethical Fund brochure, 1995:1)


These accounts of why it might be unethical to invest in a company which is pursuing unethical practices rest on the idea that by investing in a company you are supporting it, contributing to the harm it does, sustaining it, or otherwise helping it and that this is unethical. 


Some have suggested an even more direct relationship between the harm done by companies and the act of investing. One fund claimed that:


Many investors are causing, albeit unwittingly, serious damage to our planet by investing in companies that are harming the environment. (Merlin Ecology Fund brochure, 1988:1)


And Bishop Harries of Oxford, well known in ethical investment in the UK for his campaign to get the Church Commissioners to take ethical investment more seriously, has also argued this way.


If you have watched your mother die painfully of cancer and are totally opposed to smoking, [with the advent of ethical investment] it is now possible to invest your money in a way which does not kill other people in the same way. (Richard Harries, Bishop of Oxford, in Sparkes, 1995:ix) 


The implication of this last claim is that by investing in a tobacco company, one is investing in a way which kills people. And the previous quote claims a direct causal relationship between investing and harming the environment. This causal relationship implies a very serious ethical problem for investors. If these kinds of argument are right, then it would seem that investing in the stockmarket is, morally speaking, a very risky thing to do. If one is to take the claims of Richard Harries literally then by investing in the stock market one risks being, in a moral sense if not a legal one, an accomplice to murder, or at least manslaughter. Even if one does not take Harries’ remarks literally, the other points, if right, seem to require that stockmarket investors give the ethics of their potential company investments very serious consideration. We will consider whether this kind of view is compelling in Chapter 8. 


The ‘support’ conception of the investment ethics problem is not confined to ethical investors. One prominent academic business ethicist, in his chapter on ethical investment, also affirms this conception of the problem. De George (1990) claims that it is unethical to invest in an unethical operation. For example it is unethical to invest in a cocaine ring or ‘If Murder Inc. were quietly seeking investors, investing in that enterprise would be unethical.’ (De George, 1990:174) If a company is established in order to pursue an immoral end, then it is immoral to support its activities by investment in its stock. Ordinary corporations are not generally set up in order to pursue immoral ends, however. Yet, de George argues, 


‘by analogy we can argue that even if a company is established for a legitimate end, if it in fact has a policy of engaging in unethical practices, then no one can morally support its activities through the purchase of its stock.’ (1990:174) 


Since its beginnings in the UK, the investment ethics problem, conceived more or less in this form, has been a central ‘shared understanding’ of the ethical investment community. 


While the conception of the investment ethics problem as an ethical dilemma arising from the fact that one may be ‘supporting’ companies engaged in unethical practices is widespread, it would be wrong to imply that this is the only conception of the investment ethics problem held by ethical investors. For example, one ethical investor I interviewed, when asked what was wrong with investing in a company with unethical practices, said:


I was supporting them [companies] in that I was going to get dividend payments from them, you know the better they performed the more I would get from them and of course the better they performed, say for example Tarmac [a construction company], the more roads they were building through nice places like Twyford Down.�


What was unethical for this investor, was partly that he was supporting the company, but also that he was profiting form the harm done by the company, and he made this relationship rather direct, the more harm the company did, the more he would profit.  And in addition to specific concepts such as ‘support’ and ‘profit’ I think it is fair to say that there are also rather vaguer conceptions that the problem is not associated merely with a particular kind of relationship companies, but any kind of relationship. If a company engaged ethically questionable practices, then at least some appear to feel that any kind of involvement is undesirable. At least some ethical investors want to be ethically ‘clean’. They do not want their money ‘tainted’ in any way. While this rather vaguer interpretation of the shared understandings is found within the tradition of ethical investment and, as we shall see in Chapter 8 requires consideration, I maintain that the central understanding of the investment ethics problem is based on the idea of support.  The idea that by investing in companies with unethical practices one is supporting (or profiting from) those companies and those practices, and the idea that this is unethical is deeply ingrained within ethical investment. It appears widely within the marketing literature, and was stated by many of the investors I interviewed. 


One reason why it is useful to conceptualise the investment ethics problem as a ‘shared understanding’ and locate it within the context of ‘methodological communitarianism’ is the idea that the shared understandings about the investment ethics problem do not float free of the practice of ethical investment, but are at least partly dependent on ethical investment. While it is likely that the conception of the investment ethics problem pre-existed ethical investment, and may be widespread in people who have not even heard about ethical investment, it is possible that part of the achievement of ethical investment in the last 12 years has been to establish the idea in the public mind that there is an ethical ‘problem’ about investing in the stockmarket. In order to encourage people to take ethical investment seriously, and to consider investing in it, first investors have to be persuaded that there is a problem about the kind of investments that they have traditionally made use of. Ethical investment funds - and the ethical investment community in general - have therefore sought to popularise their conception of the investment ethics issue as a problem for investors. In fact the form of the problem that they have sought to use is a rather particular one which, as we shall see in Chapter 8, is not the only one available. The particular conception of the investment ethics problem that is shared by the investment ethics community is therefore not simply something that ethical investment has responded to but that it actively promotes and sustains - sometimes by using the rather extreme rhetoric of the kind we have seen above.


The conception of the solution to the investment ethics problem


Of course there would be no point in promoting this conception of the problem if ethical funds did not also offer a solution to it. I have tried to offer an account of the  solution to the problem found within the ethical investment tradition in Chapter 4. The solution is to use screening procedures to avoid investments on companies which are engaged in unethical practices, and to invest instead in ethically exemplary companies. There are different conceptions about what this entails. For example their are different ideas about whether companies engaged in unethical practices should be avoided absolutely, or whether a small amount of unethical activity might be tolerated; and different ideas about whether the good a company does can be regarded as outweighing the harm it does. However, the practice of ethical funds demonstrate that their basic conception of the solution to the investment ethics problem is negative screening and positive selection. This solution is broadly consistent with the ‘support’ conception of the investment ethics problem. By avoiding companies engaged in unethical practices, one is avoiding supporting those companies, profiting from them, or more generally being involved with them. (Indeed, by positively investing in good ones, one is achieving even more than one needs to, in order to simply solve the investment ethics problem.)


Do ethical funds effectively implement this solution? Generally, it is reasonable to argue that they do. As we saw in Chapter 4, ethical funds offer a range of criteria which identify various unethical aspects of corporate practice; through EIRIS, they have a research service which is able to screen companies on each of these issues, producing a list of acceptable companies; ethical funds then invest in these companies, and where possible in companies which are not merely acceptable but exemplary. This is a solution to the investment ethics problem, because it allows investors to be reasonably certain that they are not investing in companies with grossly unethical practices. To able to offer this solution consistently over time to such a large number of people, across such a wide range of financial products, is the considerable achievement of ethical funds in their first 12 years. 


Constraints on screening as a solution to the Investment Ethics Problem


The considerable achievements of ethical investment should be recognised. However, there are certain issues concerning their achievements with respect to the investment ethics problem which need to be examined. In particular I want to see what, if any, difficulties an investor may encounter in using ethical funds to solve the investment ethics problem. While ethical funds provide an effective procedure for solving the problem, an individual investor may encounter a few difficulties using ethical funds for this purpose. To illustrate this, I propose to consider an imaginary ethical investor who has a clear idea of what kinds of corporate activities are unethical. Let’s call her the ‘expert ethical investor’. (In the next section we will consider some problems for investors who have not formed a clear idea of the ethics of corporate practice which, we will call ‘uncertain investors’). In order to solve the investment ethics problem, an expert ethical investor must find a fund which has an investment policy which is similar to her conception of what is unethical about corporate practice. As we shall see in the next two sections, an expert ethical investor might encounter two kinds of difficulty in finding such a fund. Firstly, she might find it hard to find a fund which matches her understanding of the ethics of corporate practice, and secondly, even when such funds exist, she might find it hard to get enough information about ethical funds to make a sensible decision. 


The need for compromise 


To completely solve the investment ethics problem for just one investor, a fund does not simply have to match an investor’s ethical principles on one issue, but on all relevant issues. Given that people’s conceptions of the ethics of corporate practice vary, and given that ethical funds can only offer a limited and fixed package of ethical exclusions, ethical funds will only be able to completely solve the investment ethics problem for a limited subset of investors. For example, an ethical fund might have absolute ethical exclusions on arms, tobacco and alcohol, and partial ethical exclusions on meat production and pollution. This will solve the investment ethics problem for people with similar ethical priorities, but it will not for an investor who may be prepared to tolerate some degree of investment in alcohol and tobacco, but is profoundly opposed to meat production. In such a case, the fund is not offering a pattern of exclusions which matches the investor’s conception of the ethics of corporate practice. There are a large number of ethical areas - EIRIS lists 18 (EIRIS, 1996a) - which offer a potentially huge range of combinations of ethical view points. Any two investors may agree on tobacco, alcohol, and arms, but disagree on meat, or agree on tobacco, alcohol and meat, but disagree on arms, etc.


Of course particular points of view may cluster together.  Anand and Cowton (1992) have shown that there may be some statistical clustering of investors’ ethical conceptions into particular groups. However this effect will only reduce the number of combinations somewhat, but still leave a considerable number of different individual investors’ conceptions of the problems of corporate ethics. It is rather unlikely that the ethical funds can match this diversity of ethical opinion. There are only 30 ethical funds so investors are limited to choosing between 30 packages of ethical exclusions. 


In fact may ethical funds have adopted rather similar sets of exclusions and so the ethical packages of many funds are alike. This is partly because many of the ethical funds to choose their screening criteria from the same list provided by EIRIS. Some critics have argued that the choice of criteria offered by ethical funds is from a rather narrow ethical point of view. For example, Entine claims that ethical funds promote ‘narrow social agendas’ (1995:3). Mueller (1991:113) has described ethical investment as, at least in part, sectarian. Although he notes that ethical investment is not religious in the narrowest of senses, 


‘many of its proponents have close ties to organized religion, and practically all of them share certain normative standards that are at variances with those to the wider society, especially those of the investment community.’ (Mueller, 1991:113)


Entine illustrates his point by contrasting the values promoted by US ethical funds, with the values adopted by a South African trades union ethical fund.


‘In 1991, black trade unions in South Africa surveyed members on how to invest their $175m pension fund. Rather than relying on “ethical” categories popular in North American and the UK, the group came up with its own guidelines for The Community Growth Fund (CGF). Litmus-test social issues such as idealistic mission statements, animal testing, liquor and beer sales were dispensed with; CGF’s most important criteria are product quality, jobs, working conditions, benefits, safety, and equal opportunity.’ (1996:19).


The basic argument here is that UK ethical funds might be regarded as meeting the ethical needs of only a narrow subset of the UK investing public. Their ethical policies are not, perhaps, representative of ‘mainstream’ values but only of particular sub-groups. This is not a failing in itself. But it does limit the number of ethical positions that will be satisfied by the packages offered by ethical funds. 


All this means that in practice ethical funds only offer complete solutions to the investment ethics problem to people with a fairly small range of views on the ethics of corporate practice. This alone does not reverse my claim that ethical funds do not solve the investment ethics problem. It merely means that only in rare instances will the solution be complete. In practice many expert ethical investors will simply have to make compromises on one or more of their principles.


Compromises can be in two directions. One can accept a fund that offers a weaker ethical policy than your principles require, or accept a fund that offers a stronger ethical policy than your principles require. The first kind of compromise is obviously unsatisfactory, though it  may prove acceptable to investors. Before considering it in more detail, it is worth briefly considering whether the second kind of compromise is acceptable. Is it bad if a fund is too tough? For example, if one is concerned about the manufacture of landmines, or the arming of oppressive regimes, but quite happy for arms companies to manufacture weapons for the British Army and UN peacekeepers, is one really making a compromise if one chooses a fund which avoids investment in all arms companies even if they are not engaged in the manufacture of landmines or other specific activities which you oppose? One might argue, as Anderson et al. (1996) do, that such ‘toughness’ is unfair to the companies concerned. But there is no moral compulsion to support every company that is consistent with your principles. So perhaps this unfairness is tolerable. Another kind of objection is that by avoiding all arms companies you are denying yourself the opportunity to engage with the arms industry in order to persuade it to adopt more sensible policies on selling arms to oppressive regimes, and to stop them making land mines. This seems to be a reasonable point. It may mean that by solving the investment ethics problem one is limiting ones ability to address the wider corporate harm problem. We will return to this issue in Chapter 8.


There are several advantages for ethical funds in adopting tough ethical criteria. If it is easier for investors to compromise towards overly tough criteria than it is for them to compromise towards insufficiently tough ones, then by adopting tougher criteria, one opens up a wider field of investors. There is also perhaps a marketing advantage to be had from having tough criteria. There is some anecdotal evidence to suggest that investors are attracted by funds with the tightest criteria, because they see them as the ‘most’ ethical. This is not necessarily the case. From the point of view of the investment ethics problem, the most ethical fund might be the one that avoids only those companies which it considers to be acting unethically, no more, no less. Being tougher than you need to be is no virtue. But perception may be what is important in the market place, and the perception of ethical investors may favour tough funds.


While expert ethical investors might be forced to compromise because ethical funds are too tough for them, they may also have to compromise because the funds are not tough enough, and so do not offer a complete solution to the investment ethics problem for them. One issue that I have already discussed is that ethical funds offer packages of exclusions which may not fully cover the exclusions an individual investor would require to solve their investment ethics problem. Another similar reason why compromise might become necessary is that most of the ethical funds do not exclude all companies engaged in the unethical activities mentioned in their ethical policies. Frequently funds make qualifications to their criteria. These make exceptions for companies whose involvement in activity, which is regarded as unethical, falls below a certain threshold. The threshold can be an absolute value of, say, turnover. For example, one ethical fund will not invest in any company which derives more than £1m from gambling. Alternatively, and more commonly, the threshold can be a proportion of the company’s business. For instance one fund allows itself to invest in companies in various areas regarded as unethical as long as they do not derive more than 1% of their turnover from such areas. In other cases funds allow companies in to their portfolio as long as their involvement in an unethical practice is less than 10% of that companyÕs turnover. And on some issues, funds stipulate that they can invest in a company so long as the unethical practice is not the companies ‘main business’. There are plausible pragmatic reasons for making these exceptions. However, they can weaken the solution the fund can offer to an individual investor to the investment ethics problem. If you are a committed vegetarian and you feel that by investing in a company you are supporting it, you may consider that nothing less than total exclusion of meat producing companies is acceptable. You may feel that it would be wrong to invest in a fund that only excludes companies whose ‘major business’ is meat production because such a fund may well invest in many substantial meat production businesses. 


It is certainly true that the practice of making exceptions on the basis of proportions of turnover can lead to some strange anomalies. For example, lets take a criterion which excludes all companies which derive more than 10% of their turnover from the sale of tobacco. This criterion would mean that a small newsagent chain, which sells £10m of tobacco goods, out of a total turnover of £50m would be excluded because it derives 20% of its turnover from tobacco. A large supermarket chain, on the other hand, which sells £150m of tobacco products out of a total turnover of £2bn would be acceptable because it derives only 7.5% of its turnover from tobacco. The supermarket is acceptable, even though it sells 15 times as much tobacco as the newsagent, which is unacceptable. 


Another kind of exception ethical funds make which might limit their appeal to investors seeking a solution to the investment ethics problem, is that some funds allow the good a company does to outweigh the bad. That is, if a company is unethical in one respect, but particularly good in another respect, then they will allow the company to enter the portfolio. As we saw, Friends Provident Stewardship, does this, and for good reasons. The example of this which we discussed in Chapter 3 (see p.� PAGEREF _Ref378749117 �108�) was a diary company which amongst other things delivers milk to people’s doors. The home delivery of milk is regarded as being a positive contribution to society. However, this company also owns subsidiaries which run abattoirs and account for less than 5% of its business. For those opposed to animal farming, this will count against the company. A fund that allows the good to outweigh the bad may argue that this food company is on balance a good company, and so deserves to be invested in. If you are a principled vegetarian, however, you may feel that to invest in the company would be to support its abattoir business, and so would be inconsistent with your principles. This may be particularly true when you learn than the company is a big company, and the 5% of turnover provided by the abattoir subsidiaries could be more than £100m.


There are other more trivial reasons why an expert investor with her own schedule of ethical positions might find herself compromising by investing in ethical funds. At least some ethical funds do not immediately dispose of companies in their portfolio if, by change of circumstance, they come to fail to meet the funds ethical criteria. When for example, a company in an ethical fund’s portfolio acquires another company as a subsidiary, and that new subsidiary, say, produces armaments, then the company may move from being acceptable to being unacceptable for the fund. However, the fund may not immediately sell it. Indeed the fund will not necessarily know about it immediately. Funds review their portfolios on a reasonably regular basis, so this factor will not apply for long. However it is true that for months at a time a given fund may possibly be holding one or more companies which falls short of its criteria. Furthermore, even when the ethical fund learns that it has such a company in its portfolio, it will not sell instantly. As we have seen (see p.� PAGEREF _Ref378749343 �110�ff.), ethical funds may wait for a period of several months before selling an ethically questionable stock. Firstly, they must decide whether divestment is the best path. The fund may, for example, seek to determine whether the parent company plans to cease, or sell off, the arms manufacturing operations of the subsidiary, thereby obviating the need to divest. And secondly, if the path of divestment is chosen, the fund manager will need time to divest gradually at the optimal time, in order to realise the best price for the shares. These practices are sensible. However, they do mean that at any one time an ethical fund may be investing in at least a few companies which contravene its ethical polices. If one or more of these companies are acting in a way that conflicts with the investor’s principles, then that fund will not be offering a perfect solution to the investment ethics problem. If, on the other hand, funds adopted the policy of selling unacceptable shares immediately, investors would have to compromise on their financial performance. 


The fact that expert ethical investors may often be forced to compromise their principles to some extent was not denied by those I spoke to about this issue in the ethical investment business. One of whom argued that the idea that ethical funds can offer a complete solution to the investment ethics problem is unrealistic. The point, he said, is that ethical funds allow investors to bring their investments closer to solving the investment ethics problem, than they would have been if they were invested in an ordinary unit trust, for example. Very many ethical investors seem happy to make these compromises. However, according to one of the leading ethical specialist IFAs, occasionally potential investors are unwilling to make these compromises and they therefore find they are unable to invest in equity investments at all.


The disclosure issue


Above I said that the expert ethical investor might encounter two kinds of difficulty in finding an ethical fund which solved the investment ethics problem for her. Firstly, she might find it hard to find a fund which matches her understanding of corporate ethics, and secondly, even when such funds exist, she might find it hard to get enough information about ethical funds to make a sensible decision. In the previous section, I argued that it may well be very difficult to find an ethical fund which excludes exactly those areas which one would like to exclude. In this section I will argue that it can be quite difficult to find out exactly what kinds of corporate activities ethical funds consider to be grounds for avoidance. Expert ethical investors need detailed information about the ethical criteria and positions of ethical funds. They need this so they can work out whether the ethical policy produced by the fund is consistent with their conception of what is unethical about corporate practice.  


Funds are often not very good at publishing detailed information about their criteria either. Often their published material seems to provide an insufficient basis on which to make a good judgement about whether  investing in the fund would be consistent with one’s principles or not. Funds divide into two groups as far as disclosure is concerned: a small minority which seem to publish something close to the actual criteria they use for screening, and those which do not publish their exact criteria but instead either simply name the areas in which they have exclusionary criteria, and summarise or paraphrase these criteria. 


Here is an example of the contrast:


The Scottish Equitable Ethical Unit Trust’s published material states clearly that it will not consider as suitable for investment companies ‘for which brewing, distillation or sale of alcoholic drinks accounts for more than 10% of its total business’ (EIRIS, 1996a:96). Several other funds, on the other hand, simply list ‘alcohol’ as a an ‘area of concern.’ (EIRIS, 1996a). 


Publishing something close to actual criteria is rather more useful to expert ethical investors than publishing a paraphrase or a summary. With funds that simply name ethical areas, or offer brief summaries of their ethical positions it is impossible to work out exactly what the fund’s polices mean. This can be important. If your ethical position is that all production or sale of alcohol is wrong, then you cannot be sure that a fund which lists ‘alcohol’ as a negative criteria will be avoiding all such companies. As it happens, in some cases by listing alcohol the funds are referring primarily to the production of alcohol and not its sale. By investing in such a fund the investor may therefore be ‘supporting’ companies which derive  turnover from the sale of alcohol.


However, even funds which publish actual criteria may not go far enough from the point of view of enabling investors to establish whether the fund would be consistent with their personal principles. The problem is that it is not clear what the words and concepts used in the short statements of criteria actually meant in practice. For example, when Credit Suisse Fellowship says that it will not invest in:


Companies which have been involved in the sale of production of weapons systems and producers of strategic goods or services for military users.(EIRIS, 1996a:80)


What is meant by ‘weapons systems’? Ethical funds generally do not provide any explanatory notes on their criteria. The absence of detailed notes means that there is a lack of precision about just what each criterion actually stands for, and so leaves scope for investors to be mistaken. In fact EIRIS does provide to its members a ‘Guide to EIRIS Research: Definitions’ (EIRIS, 1996b), which explains in some detail what the terms used in all its criteria mean. This means that if a would-be investor becomes a member of EIRIS and asks for this document they will be able to get a very clear idea of the criteria of those funds which use EIRIS’s research services. So for example if you have this document, then you can make the reasonable assumption that, as Credit Suisse is using EIRIS criteria, it will follow EIRIS’s definitions of ‘weapons systems’  which states:


‘weapons and platforms for weapons. By weapons we mean products sold for military users that are designed to kill, maim, or destroy. This can include ships, tanks, armoured vehicles, aircraft, guns, grenades, bombs, mines, munitions, and ammunition. Under production of weapons systems we include the refitting of such systems. By platforms for weapons we mean ships, planes or other vehicles from which weapons can be deployed whether or not the prime function of the vehicle is that of a fighting weapon. This would include a supply ship which has missiles and guns aboard for defence as well as a landing craft or small boat which has weaponry fitted. (EIRIS, 1996b:26-27.) 


This definition itself introduces new words that could also themselves be defined, but the definitions must come to an end somewhere, and this paragraph gives us a very clear idea of what EIRIS means by weapons systems. In its Guide, EIRIS also defines ‘sale or production of...for military users’, ‘goods or services for military users’ and ‘strategic goods or services’. Given that EIRIS publishes these definitions, it would not seem very onerous to expect funds to provide a little more information about what their criteria mean.


One rather extreme example of the problem arising from not defining ones terms, is provide by the Allchurches Amity Fund. This fund’s policy states that it ‘avoids investment in those companies whose practices may be considered detrimental in building a safe and prosperous society, such as companies materially involved in the alcohol, tobacco and gambling industries and those who produce magazines or video tapes of an explicit nature’ (EIRIS, 1996a:75). However, according to EIRIS data the Allchurches fund invests money in companies involved in the sale of alcohol, including at least one company that is in the top ten retailers of alcoholic drinks in the UK (EIRIS, 1996a:19). It also invests in at least one company that derives more than £100m of its turnover from the production or sale of tobacco products, and at least one company that derives more than £10m from the production of tobacco (EIRIS, 1996a:51). It also invests in at least one company which either publishes, prints or wholesales magazines that fall within the Campaign Against Pornography and Censorship’s proposed legal definition of pornography, or newspapers that contain ‘page  3’ photographs; as well as at least one company which provides adult entertainment services’ (EIRIS, 1996a:43). However, on EIRIS data, Allchurches does avoid all companies involved in gambling. These apparent contradictions reveal that published ethical policies are not always as clear as they might be. It should be noted that Allchurches does not use EIRIS’s research, it is likely that is therefore not typical of ethical funds as a whole, most of which do use EIRIS, and are unlikely to demonstrate such sharp apparent inconsistencies. 


While there are some limitations to the amount of material published by ethical funds, since 1996, ethical investors have been offered another source of information on the investments of funds. The EIRIS Money and Ethics (1996a) guide provides detailed criteria by criteria studies of all the ethical funds, showing the extent to which the ethical funds’ portfolios conform to EIRIS’s own criteria. So, for example, the guide will be able to tell you which funds are avoiding investments in companies which have been involved in the sale or production of non-civilian goods or services for weapon systems. It can do the same on each of more than 150 individual criteria. This is a very useful guide to the portfolios of ethical funds. However, it has limitations as a guide to the ethical fund’s policies. For instance, it only covers those holdings of ethical funds which are in the UK, so it is not 100% reliable for international funds. It also is a snapshot of current portfolios, not a statement of the policies of funds. It is possible that ethical funds which the guide shows to be avoiding investment in companies making goods for weapons systems are doing so by accident and not as the result of policy. Unless the fund’s own policy commits it to doing so, the fact that such a fund avoids such companies today, does not necessarily imply that it will do so tomorrow. This having been said, the guide is a very useful resource.


In conclusion, if ethical funds are to serve as solutions to the investment ethics problem, it is important that investors are able to get detailed information about the investment policies of the funds. At present there are some limitations on the ability of investors to do this. To improve things, funds need to publish the actual criteria they use for screening, together with notes which explain these criteria in detail, and the procedures which they use to apply them. This conclusion chimes with Russell Sparkes’, that one area in which ethical funds could ‘do better’ is the area of transparency and greater disclosure (Sparkes, 1995:47).


The needs of uncertain investors


So far we have been considering problems that ‘expert ethical investors’ might encounter in using ethical funds as a means of solving the investment ethics problem. But is it likely that most people have worked out a full set of ethical positions on all of the many issues of corporate practice? Probably not. As we shall see in Chapter 7, this task poses a considerable challenge to the ethical funds themselves. Most investors may simply lack the time, information and expertise to do this considerable ethical work. Certainly I have found little evidence that most ethical investors have a set of principles on the details of corporate practice. It is possible then, that many investors are not ‘experts’ in this sense. They have not decided exactly what is unethical about companies. This makes it rather hard for them to solve the investment ethics problem. If you do not know what it is which is unethical about corporate practice, how do you decide which companies to avoid investing in? One response is to turn over the task of making ethical judgements to the ethical funds. Investors who do this need the fund to make wise ethical judgements on their behalf. What counts as a wise judgement? Different people with different ethical perspectives may disagree on what constitutes good judgement. If you have strong anti-abortion feelings, you may be wary of investing money in healthcare companies, for example, but if you are not particularly worried by the abortion issue, these might be among the most ethical of investments. So part of what counts as a ‘wise’ choice is the ethical perspective taken by the fund. Another aspect of what counts as a wise choice is the issue of whether a fund has adopted procedures for decision making which are good enough. We will discuss this issue at length in Chapter 7. Ultimately the best way to decide whether an ethical fund makes what you would regard as wise ethical judgements is to look at the ethical positions that it takes to decide whether they seem convincing or authoritative, or at least whether they inspire trust. Unfortunately, as we will see, the ethical funds do not tend to publish ethical positions. So the only way for undecided investors to make a reasonable choice is to look for information about whether the fund has an advisory committee, how often it meets, whether it employs in-house researchers, and whether it publishes an informative newsletter. Also, IFAs specialising in the ethical funds have considerable inside knowledge of the funds, and so can offer their judgement.


Conclusion


We can conclude from these discussions that, for those investors with clear principles of their own, ethical funds are effective at enabling them to achieve a solution to the investment ethics problem. However, it is likely that any given investor will have to make some degree of compromise. The job of making a good choice between funds is made harder by weaknesses in the way funds disseminate information about their investment policies. Uncertain investors have a different kind of problem. Such investors need to trust an ethical fund to make wise judgements of their behalf. As we shall see in Chapter 7, it is not always easy to establish an indubitable basis for such trust. 


It would be unfortunate in focusing on the weakness of the ethical funds in these ways to leave an overall negative impression. There is little doubt that in spite of these short comings, an average investor is likely to come rather closer to solving the investment ethics problem by investing in an ethical fund than she is if she invested in, say, an ordinary unit trust. Ethical funds have achieved much in a short time, and do offer a sensible solution to the investment ethics problem.
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