From Screening to Persuasion


Introduction


In Chapter 5 I argued that ethical funds do offer an effective solution to the investment ethics problem, by offering screened investment funds using generally reasonable and well researched negative and positive criteria. In Chapter 6, however, I argued that ethical funds were less effective at addressing the corporate harm problem. I argued that the most promising way in which they could improve would be to focus their resources on engaging with companies in order to persuade them to change. In Chapter 7, I argued that in order to develop reliable ethical positions, in order to persuade companies to change, and in order to contribute to wider public debate about corporate ethics, ethical funds need to be able to make intelligent arguments about the ethics of corporate practice. I claimed that investor-led funds are not in an position to do this, and that even the small number of deliberative funds face challenges in this direction. This chapter takes these arguments a step further. I begin by noting some possible conflicts between the screening approach, and the kinds of thinking and action required for effective corporate persuasion. The existence of this conflict means that to some extent a trade off must be made between screening and persuasion. Currently ethical funds make this trade off in a way that strongly favours screening over persuasion. Indeed many ethical funds only do screening, and make negligible efforts at persuading companies to change. In this chapter I want to consider whether the trade off could be made the other way around. Could an ethical fund be established which concentrates only on persuading companies to change, while doing little or no screening?  


Can a persuasion-only ethical fund which reduces or abandons screening be ethically justified? The big problem here is that screening is the solution ethical funds offer to the investment ethics problem. Less screening would mean more investment in companies with unethical practices. No screening would mean widespread investment in companies with unethical practices. On the prevalent understanding of the investment ethics problem this would be unethical, because by investing in a company one is supporting it, and if that company has unethical practices, such support is unethical. If this is the only plausible way to see things, then the idea that ethical funds might shift resources from screening to engagement seems unattractive, and the idea of an persuasion-only fund seems a non-starter. In this chapter I will try to develop a case which shows that the current shared understandings held by the ethical investment tradition do not offer the only plausible way to view the ethical issues, and that the trade off between screening and persuasion can be understood in an alternative way. 


In this chapter I will seek to make use of the ‘interpretive’ method to business ethics I described in Chapter 1. As MacIntyre claims:


‘when a tradition is in good order it is always partly constituted by an argument about the goods the pursuit of which gives to that tradition its particular point and purpose.’ (MacIntyre, 1984:206-207)


I want to engage in an argument about the goods the pursuit of which gives ethical investment its particular point and purpose. I propose to do this in two ways. Firstly I will seek to show that there may be conflicts between the two primary goods of ethical investment - the attempt to solve the investment ethics problem and the attempt to address the corporate harm problem - at least as they are currently conceived. Then I shall argue that the current conception of the investment ethics problem, based around the idea of ‘support’, raises certain questions. Thirdly, I shall offer an alternative conception of the investment ethics problem that draws on a different kind of conception of the relationship between investors and companies. In doing these things I will seek to appeal to shared understandings about the nature of investment held within the wider business and investment community. In making my case I will not be claiming that the current conceptions of the investment ethics problem are in any sense ‘wrong’. Instead I will merely be pointing out some drawbacks of the current conception, and offering an alternative which I believe may be attractive to the ethical investment community. One reason that I hope it will be attractive is that it offers a means for addressing the investment ethics problem and the corporate harm problem at the same time, without conflict. 


Conflicts between primary goods of ethical investment (as currently conceived)


In Chapter 7 I noted two conflicts between screening and the development of arguments about corporate ethics. The first conflict is a resources problem that says that ethical funds may not have the resources to both provide effectively screened funds and develop the range and sophistication of argument necessary; and the second is that the kind of ethical thinking required for screening is not the same as the kind necessary for the development of persuasive arguments for corporate change. In this section I will claim that the resource issue is a more general problem. But first there is a more simple and obvious conflict between screening and persuasion.


As practised by ethical funds, screening requires avoidance of companies with unethical or harmful practices, and positive selection of exemplary companies. In order to be effective at addressing the corporate harm problem, persuasion on the other hand will frequently involve investment in companies with unethical or harmful practices. The consequence of negative screening is that the better an ethical fund gets at screening, the fewer companies with unethical practices it invests in. The kind of companies an ethical fund invests in will be the ones which are doing best on ethical issues. These are the companies making the smallest contribution to the corporate harm problem, and so least in need of reform. The companies that are the most unethical, or that do the most damage to people and the environment, are the companies which most need to be persuaded to reform. However these are the very companies which the screening process excludes from the portfolios and subsequently from the scrutiny of most of the ethical funds. 


In fact, while, negative screening excludes most companies with unethical practices, leaving some excellent companies, it also leaves some rather more ordinary companies. This means that at the very least the rather ordinary companies, which could become better, could be targets of engagement and persuasion. However, many ethical funds aim not simply at avoiding companies with unethical practices, but also at  positive selection - at supporting companies with exemplary practices. When practised effectively, this should mean that the ethical funds, to a varying extent, exclude even these ordinary companies, leaving themselves with only the best companies. An exception to this concerns Friends Provident Stewardship’s method of positive selection, which is based, not on investing in the best of the companies which pass the negative criteria, but on allowing the good some companies do to outweigh the modest amounts of harm they do. This approach means that some of the companies in its portfolio, while excellent in some areas, are rather poor in others. Such companies would be sensible targets for engagement, though the point still stands that the companies most in need of reform, will be excluded from Friends Provident Stewardship’s portfolio.


Of course, no company, not even the best, is perfect, and even the best companies could be made better, so you could argue that ethical funds could focus on lobbying the best companies to make them better still. But this is not the way to have the greatest impact on the corporate harm problem. To do that ethical funds should be picking the companies whose harmful practices have the greatest impact and which can be reformed fastest and furthest. If corporate reform was an ethical fund’s only consideration, it should choose, say, a moderately progressive oil company which, with the adoption of a new technology, such as double-hulled oil tankers, could dramatically cut risk of an Exxon Valdez-style catastrophe. However, because ethical funds focus on avoidance and positive selection, they might instead find themselves, for example, lobbying an environmentally conscious media company whose office energy conservation policy could be tweaked to reduce consumption by a further 2%. The contribution to the corporate harm problem of the former achievement could be many times greater than the achievement of the latter.


The other substantial reason for the conflicts between screening and persuasion, which was introduced in Chapter 7, is that there are limited resources available for ethical activity by ethical funds. As we saw in the last chapter, this resource problem limits the time available to do the kind of ‘homework’ necessary for persuasion. Ethical screening is an expensive process. If you say that you will not invest in any companies that contravene a list of 20 or thirty specific criteria, you need to be very sure that you have applied the criteria consistently, using adequate information. This kind of task is very time consuming and expensive. Particularly if, as a deliberative, fund you wish to examine companies on a case-by-case basis. This expensive and difficult task is unnecessary for persuading companies to change. As we saw in Chapter 7, making the kind of detailed ethical arguments necessary to persuade companies and the wider public to change their minds requires considerable work - both in terms of analysis, and in terms of planning strategy and engaging in the corporate lobbying process. This work is rather different from the work of screening, and will therefore require extra resources, including, perhaps, a dedicated research and lobbying staff. It is possible that an external agency might emerge to provide these services centrally for ethical funds, on the model of EIRIS, and thereby economising. Indeed there is already an organisation, PIRC Ltd. which offers some elements of this services to pension funds, but mainly on corporate governance issues. But in the absence of such a central service, it is hard to see how effective attempts at persuasion could be undertaken without full-time, in-house research and engagement capacity.


If we assume that the funds available to pay for the ethical activities of funds are constant, then the only way in which these new engagement activities could be financed is by reducing the resources available for screening. Is it sensible to make this constant funds assumption? Ethical funds already charge fees for their services at the upper end of the scale for those charged by unit trusts. If an ethical fund was to simply hire a research team in addition to their negative and positive screening effort, they would either have to increase charges further (which might make them financial uncompetitive with other ethical funds), cut costs elsewhere (in marketing perhaps), or accept lower profits. None of these options will be attractive to the financial institutions providing ethical funds. However, the cost of the ethical component of these funds is to some degree independent of their size. This meant that as ethical funds grow, the costs associated with running the ethical component of the fund, will tend to fall relative to the revenues arising from the fund. Fees from unit trusts are charged as a percentage of an individual’s invested funds. As the funds attract new investors the fee income will grow. Consequently, over time, growing ethical funds become more profitable. Perhaps then these greater profits could be invested in the development of procedures for active engagement? One could also perhaps argue - on the basis of the achievements of Tessa Tennant and her NPI research team in particular - that there are ethical marketing advantages from running a research and lobbying team, in which case an ethical fund which employed a research team might need to spend less money on marketing for the same level of public exposure, for example. Indeed a fund that was in a position to make detailed ethical arguments and to promote public debate, might expect substantially more coverage than a screening only fund. 


My argument that there are resource conflicts between screening and engagement is therefore not entirely conclusive. However, the balance of probabilities seems to indicate that there are, in certain circumstances, significant conflicts. In such circumstances, the only way to provide the resources necessary to develop a programme of persuasion, and so to address the corporate harm problem, is to use the resources currently used by screening.  


Before concluding this section it is worth noting one reason why it is possible that this conflict between screening and engagement has not have been widely recognised within ethical investment. As I claimed in Chapter 6, at least some members of the ethical investment community hold the belief that ethical funds can persuade companies to change their unethical practices by sending signals to companies via the stockmarket. On this model, the signals are to be sent by ethical funds avoiding investment in companies with unethical practices, and investing instead in exemplary ones. The basis for this process is screening. If market based approaches to changing corporate practice were effective, then screening would not conflict with persuasion. In as much as the market signalling approach is believed to be effective, members of the ethical investment community will not perceive there to be a conflict between screening and engagement. In Chapter 6 I argued that such market signalling approaches are not likely to be very effective, thus undermining this perception, and challenging what may be a widely shared understanding held within the ethical investment community.


Reconsidering the investment ethics problem


If I am right that serious conflicts exist between the two primary goods of ethical investment, as currently conceived, then we must conclude that to a certain extent there must be a trade off between the two approaches. The dominance of the application of the screening approach by ethical funds limits their ability to persuade companies to change, and to contribute to wider debate. But is this trade off inevitable? It would be wrong to dismiss the possibility that techniques of persuasion could be improved without sacrificing screening. It is possible that significant progress can be made by the funds towards greater efficacy at persuasion, while retaining a dominant interest in the screening approach - Stewardship and NPI Global Care are examples of this. However, on the strength of the arguments I have already given, there are limits to the extent of this progress. Ethical funds do not invest in the companies which most need to change if the corporate harm problem is to be addressed; and screening and engagement must fight for the same limited resources. Some trade off must therefore be made between the two goods pursued by ethical funds, at least as they are currently conceived. As I have shown, for most funds this trade off is made in favour of screening and the investment ethics problem, and entirely at the expense of the corporate harm problem. We should at least consider the case for turning the trade off the other way around. For example it may be the case that the most effective way of persuading companies to change - and so addressing the corporate harm problem - might be to launch an ethical fund which does no screening, but concentrates entirely on winning ethical arguments, and persuading companies to change. But can screening be sacrificed for persuasion? As I have said less screening means more investment in companies with poor practices. How could someone with strong ethical motives allow themselves to invest in an arms company, or one that despoils the environment? To do so would seem to run up against the ‘support’ conception of the investment ethics problem. There are two ways around this problem. One is to argue that the ‘support’ conception of the investment ethics problem is not as compelling as it appears. If this can be shown, then it will be rather easier to sacrifice achievement of a solution of the investment ethics problem for achievement at addressing the corporate harm problem. I will attempt to offer such an argument in the next section. The other way around the problem is to suggest an alternative conception of the investment ethics problem which is not in conflict with persuasion, and can therefore be pursued without any need to trade off screening for persuasion; and without having to sacrifice a solution to the investment ethics problem for a solution to corporate harm problem. I will offer this argument in the last section of this chapter. 


Questions arising from the ‘support’ conception of the investment ethics problem


What is wrong with investing in a company which is failing ethically? As I argued in Chapter 5, 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. This is a core understanding of the ethical investment community, and it is an understanding which is promoted in their marketing literature, and more widely within ethical investment (see p.� PAGEREF _Ref378748895 �119�ff.). The rhetoric used is rather strong at times. A good example of this is the 1995 Henderson Ethical fund literature which stated:


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)


I noted that sometimes this argument is made in a very strong sense indeed. Bishop Harries of Oxford even seems to imply that by investing in a tobacco company one is investing in a way which kills people. But how seriously should we take this kind of claim? To what extent do investors really support companies? Is it always unethical to support a company that does harm?


Firstly, let us consider the economic aspects of the relationship between investors and companies. How does the act of investment support companies in practice? When shares are first offered to shareholders, either when the company is floated or when it makes a rights issue of extra shares to shareholders, the issuing company receives the capital invested by the shareholders. It may use this capital to invest in the development of its business. For the rest of the time, a company’s shares are traded between various individuals and institutions in the stockmarket, and the company sees no additional money. This difference is seen clearly in who one buys the shares from. When shares are issued, a prospective shareholder buys shares by applying directly to the company. In the more usual course of events the prospective shareholder buys the shares from their previous owner in the market. During this market trading process the company does not receive any more money from shareholders. Any gain arising from a rise in share price is made not by the company but by the investor who sells the shares. In fact, once issued, companies do not directly gain capital from shareholders. This is important for ethical investors, because in terms of the number of transactions, buying shares on the market is by far the most common way that ethical funds - and other unit trusts - invest in companies.� However, the fact that companies gain no direct capital ‘support’ from stockmarket trading does not mean that they gain no economic support from shareholders. Shareholders help the company, not by investing new capital in it, but by supporting the price of the company’s shares.  If a company has a high share price it is able, periodically, to offer new shares in a rights issue which will bring in new capital. It also makes it easier for a company to borrow money, and makes hostile take-overs more expensive and unlikely.� If, on the other hand a company’s share price falls, then it may find it hard to raise new capital, and it may also become vulnerable to a take-over bid. So we can conclude that in a financial sense the ethical investment community is right to think that investors support companies in various ways.


Indirect nature of support


However, the kind of support offered is perhaps weaker and less direct than that implied in the rhetoric about support used within the ethical investment community. Is it sensible to imagine that one’s money directly finances the unethical or harmful practices carried out by the company? Take the case of someone who invests £5,000 in a conglomerate which has a subsidiary company which makes agricultural machinery, including electric cattle prods. Imagine that some of these prods are sold to countries with oppressive regimes, and frequently find non-agricultural employment when they are used by oppressive policemen to torture local dissidents. One might fear, for example, that one’s £5,000 might have been used by the company to purchase a machine which presses a steel component of an electric cattle prod. If you imagine this, then clearly it is easy to think that by investing in a company you are supporting the manufacture of instruments of torture, and being very unethical indeed. But would such fears be grounded? If one simply buys into the company on the stockmarket, then one’s £5,000 is not actually going to the company at all, let alone financing a particular piece of machinery. Instead it is supporting the company’s share price, which may contribute to a very small degree to enabling the company to raise more share capital in a rights issue, which, subsequently, the company might invest in new steel presses, for example. However, even when investors do pay money direct to the company when shares are first issued, the money any individual small investor places with the company is not apportioned to a particular use (e.g. buying a steel-press). The money in the company’s pool of capital will be distributed to many different sources - ethical and unethical. If a company’s cattle prod manufacturing division uses hardy, old machinery it may be that that division does not receive investment derived from share capital for many years, so the shareholder’s money can not easily be regarded as financing the manufacture of cattle prods that end up being used by police. So, in companies of the scale of those listed on the stockmarket at least, the support offered by shareholders is not as direct as this, but instead is a generalised economic support. This is consistent with de George’s claim that


‘Shareholders cannot be held morally responsible for what the firm does since the shareholder is in fact very distant from the causal relations between an action of the corporation and it effects - but this does not relieve shareholders of all moral responsibility.’ (1990:174)


While the investor mentioned in the above example would be being unrealistic if she imagined that her economic support was directly financing the manufacture of instruments of torture, this support is still a kind of support and still implies some responsibility. But how significant is this generalised support? If the conglomerate concerned is a typical FT Index top 100 company, it will have a market capitalisation of well over £1bn. In which case an investment of £5,000 represents rather less than 0.0005% of the total share capital. The tangible general economic support this gives to a company is negligible. Even if we imagine that an investor’s funds are used directly by the company, we must conclude that the company would behave in exactly the same way whether this investor was ‘supporting’ it or not. While collectively the investors must bear some responsibility for the activities of the company, it is hard to see how this kind of negligible ‘support’ can be considered to give rise to significant personal blame to investors. One possible comparison might be the responsibility arising from the ‘support’ the average driver gives to the extra deaths caused by traffic pollution each year. While such deaths are a collective problem for society, individual drivers do not tend to feel personal responsibility for them.


These arguments can be applied to a wide variety of the kinds of issues addressed by ethical funds, and the general message is that the link between investment and harm arising from corporate activity is not as direct or as significant as the shared understandings of the ethical investment community sometimes imply. It is an exaggeration, for example, to suggest that ethical investors ‘know that by investing in something they deplore, they are actually helping to support it and sustain it’ (HTR Ethical Fund, brochure, 1995:1); or 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).


Non-culpable harm


If de George’s conceptualisation of the investment ethics problem is right, that it is unethical to invest in companies with unethical policies (1990:174), then there is another issue which must be considered when assessing the ethical implications of the support offered by investors to companies. Do all companies whose activities have harmful consequences have unethical polices? Many of the harmful things companies do are contrary to company policy. If a rogue employee uses company resources to do something that is contrary to company policy then, arguably, so long as that company has taken due care to see that its policy is enforced, the company may be regarded as blameless. The caveat that the company should take due care is an important one. 


If this is so, then on de George’s conception it would not be unethical to invest in it. This not however reflected in many of the current ethical fund screening criteria. Many of the criteria currently used by ethical funds are based on absolute standards of measurement - for example, some funds exclude companies which exceed water pollution discharge consents, and take no account of the culpability of companies breaching these standards. There are many other examples where ethical funds avoid companies which do harm, or are engaged in ethically controversial areas, but which, arguably, cannot reasonably be considered to be acting unethically.� 


Another way in which a company’s unethical acts might be mitigated in the eyes of an investor is the case of a company in a dirty industry, making an effort to improve its practices. From the point of view of an investor ‘supporting’ such a company, should the good achieved by a company struggling to improve itself, outweigh the harm it continues to do? Some industries are generally regarded to have lower ethical or environmental standards than others. For example, the chemical industry causes more environmental damage than the groceries business, but this is because it is inherently more difficult to keep a chemical plant from harming the environment than a supermarket. If one company emerged as a leader in such an industry, working much harder than its competitors to clean up its act, would it be unethical to support it? By investing in it, one is supporting the harm it currently does, but one is also supporting it in its effort to take a lead and set new standards. Indeed some ethical funds now make exceptions for some such companies.


One ethical fund I talked to mentioned the case of the environmental consultancy doing work for the nuclear industry and armed services. This provides another similar kind of example. The fund felt uncomfortable about investing in such a company because it had criteria prohibiting investment in companies involved in the nuclear industry. How could it justify investing in a company that did some of its work for the military and the nuclear industries? The worry seemed to be that, as an ethical fund, it could not support companies which earn their money from military or nuclear contracts, which ‘oil the wheels’ of these industries. But if one looks at the acts of the company concerned, it becomes harder to say that it is wrong to do environmental impact assessments for firing ranges and waste dumps. If Nirex wants to build nuclear waste dumps, and the law does not prevent it, then we need the best possible knowledge about their potential environmental impact, and we may even, for example, learn from such a study that such dumps are too dangerous. Similarly, if the army really needs another firing range, then we need to make sure everybody knows exactly what the environmental cost will be. Supporting a company that does this kind of work, as long as it does it well and conscientiously, is arguably a good thing. 


Whatever the judgements made in each particular case, I hope it is a least plausible that these issues serve to mitigate the investment ethics problem of supporting harmful companies. Arguments of this nature can be entered into on most, perhaps all, of the ethical criteria used by ethical funds. However, in the Introduction, I ruled these issues as beyond the scope of my thesis. The point here is to illustrate that many apparent examples of the investment ethics problem, may not turn out to be as clear cut as ethical funds criteria imply. And we can, in any case, accept that it would be worse to support a dirty company which was doing nothing to improve itself, than one that was improving. It would be worse to support a company with unethical practices that made little positive contribution, than one whose net impact was positive. It would be worse to support a company that did unethical, harmful work for other companies with unethical practices, than a company which worked for such companies, but whose contribution had the potential to reduce the harm done. In the cases mentioned, I have tried to show that there are various ways in which one might be supporting something unethical, but that the judgement about the moral status of this support should be qualified by mitigating factors. While there are important examples within ethical investment of funds which seek to weigh the good companies do against the harm, in general decisions about the ethical status of companies are made in a rather absolute way which ignores questions of culpability and mitigation. From the point of view of some ethical funds, it seems that certain kinds of activity it seems can irreversibly taint companies, whatever good they do.  This makes the investment ethics problem seem much more pervasive and clear cut than it perhaps deserves to be.


Putting ‘support’ in context


The arguments that I have made above seek to raise some questions about the conception of the investment ethics problem used within ethical investment. I do not want to suggest that everybody in ethical investment would share the views I have implied, only that such conceptions are not uncommon. What I have sought to do is not to reject the conception of support used within ethical investment, but to show that it is somewhat less direct, less significant, and less clearly unethical than is frequently understood. There is no doubt that, in a financial sense, by investing in a company one is supporting it. But I have showed that in many cases, the ethical problem arising from this support might be considered to be mitigated, sometimes decisively, by other factors.


However, despite this examination of the ways in which the idea of support can be mitigated, many people will still believe that by investing in a company which has done things which they consider to be grossly unethical - making landmines, exploiting child labour,  running a factory farm, destroying the livelihoods of tribal people, take your pick - one is doing injury to one’s principles, however small the investment. The issue is not a matter of scale, but a matter or right and wrong, or, as people commonly say, a matter of principle. It is associated with my claim in Chapter 5 that part of the understanding of the investment ethics problem held within the ethical investment community is the imprecise idea that any relationship with a company that is engaged in an unethical activity is morally compromising (see p.� PAGEREF _Ref378748895 �119�ff.). On this understanding, the fact that the support one offers such companies may be negligible makes no difference, because one still has a relationship with the company. However indirect, insignificant, and ethically undecided the relationship is, one may still regard oneself as ethically ‘tainted’ by investing in the company merely because one is in some sense ‘involved’ with it. This argument has a rhetorical force, either on the basis of Kantian, deontological approaches to ethics or in an intuitive sense. Unchallenged it might make it very difficult to persuade investors to trade off a solution to the investment ethics problem in favour of more effective attempts at addressing the corporate harm problem. 


I do not propose to criticise this ‘involvement’ conception of the investment ethics problem directly. Instead I seek to put the response ethical investment offers to the problem of support and more general ‘involvement’ into context. This contextualisation, I think, makes it harder to see how the ‘involvement’ conception of the investment ethics problem can be applied consistently (at least not without great financial sacrifice). I will then, in the final section of this chapter, offer an alternative conceptualisation of the investment ethics problem which, if it is attractive, may displace these conceptions of the problem which arise from ideas about ‘support’ and ‘involvement’.


The contextualising argument is that while people may want to have nothing to do with companies which do things which they consider ethically intolerable, this may actually be far more difficult to achieve than they first realise. It would certainly be more difficult than investing some of their money in an ethical unit trust. There are two different points to be made. One is that ethical funds are not promising complete avoidance of all companies engaged in unethical practices. One reason for this is that as I argued in Chapter 5, ethical investment requires compromise. Ethical funds, on many issues, qualify their screening criteria in various ways. While on some issues, such as weapons manufacture, they may make total exclusions, on other issues such as factory farming, animal testing, the sale of alcohol and tobacco, for example, their screening is not absolute. In a sense the feeling that one simply cannot be involved with a company that does something unethical, however small one’s involvement, is a restatement of the belief that strict avoidance is what is required, and as we have seen, on many issues, investing in an ethical fund requires some kind of compromise. While ethical investment may offer a reasonable solution to the investment ethics problem construed as a problem of support, it does not provide a solution if one wants to avoid all involvement with all companies engaged in unethical practices, although it does make progress in this direction. 


However, it seems to me that a stronger form of this argument concerns the wider context of an individual investor’s financial relationships. The fact is that most investors - including, probably,  most ethical investors - are enmeshed in a wide variety of financial relationships with a wide variety of different financial institutions. Many of these relationships would be regarded, on typical ethical investment criteria, as ethically compromising. One obvious example is the financial relationship people have with their banks. Money put on deposit with a bank is typically lent out to a variety of other individuals and organisations. Most of the big banks lend money to the very companies which are the focus of the ethical criteria used by ethical funds. Arguably the level of economic involvement with companies with unethical practices arising from a large savings account balance, is of a similar scale to an investment. To be consistent, presumably the ethical investor should make sure her bank account is not with a high street bank, but with, for example, the Co-operative Bank. This bank is the only major bank in the UK to claim that it does not lend money to companies which fail to satisfy a wide ranging ethical policy similar to that used by ethical funds. But bank accounts are only one of the financial relationships we have.  


Many investors also have insurance policies of various kinds. Insurance companies invest the money they get from premiums in the stockmarket. In fact the insurance industry collectively owns a substantial share of the equity in UK companies. A life insurance policy involves the payment of considerable premiums over time, which are then invested by the insurance company in a way that will typically support the companies which fail to satisfy typical ethical investment criteria. Would-be purist ethical investors would have to be very choosy about their insurance companies as well as their banks, and their ordinary investments. 


But perhaps the most significant difficulty in this respect is people’s pensions. Pensions are for most people by far the most substantial form of saving in their lives, and also, not coincidentally, the largest source of investment funds in the stockmarket. By the time an average professional person retires, they might have amassed funds of well over £200,000 in their pension plan. This money is mostly invested in stockmarket companies, and in some cases will be supporting those companies which ethical funds consider to be unacceptable. One ethical investor I interviewed was pleased that he had been able to invest £5,000 in an ethical unit trust. But later in the conversation it emerged that he had an estimated £250,000 invested in his pension fund, which itself invested a total of £250m in Shell, a company which he considered to be engaged in a number of unethical practices. The ‘support’ of companies with unethical practices which this investor has been able to avoid by investing in an ethical fund is tiny compared to the support which he still offers to such companies through his pension. If one wants to dramatically reduce one’s levels of ‘support’, one would have to try to move one’s pension to one of the few ethical plans, and probably incur significant penalties as a result.


The example just given is not atypical of ethical investors. One of the findings of our research in the Morals and Money project with ethical investors, is the fact that many ethical investors have ordinary, unscreened investments as well as their ethical funds - in banks, other unit trusts etc. Of a survey I did with 20 ethical investors, 15 had other investments which contravened their ethical convictions (Mackenzie and Lewis, 1996). For example, one investor was concerned about arms manufacturers, so he invested £25,000 in Friends Provident Stewardship. However, he also had many thousand pounds invested the Foreign and Colonial Investment Trust, which invests in many companies with involvement in the arms business. His explanation for this, was that he wanted to achieve a decent return, and so needed to spread his assets. In addition to this reason, other ethical investors in my survey excused their ‘unethical’ investments by saying that they had an obligation to their heirs to maintain the size of their capital. From an ethical point of view, these reasons are not necessarily good ones - though it is possible to make ethical arguments which place loyalty to one’s family above more general moral responsibilities.


One could also argue that when considering one’s relationships with companies, one should not simply stop at savings, investments and insurance. What about the relationships one enters into as a consumer, as an employee, or as a taxpayer? Surely if one desires to avoid involvement with companies engaged in unethical practices, one should also make sure that the companies one buys one’s products from are also free of unethical practices. Indeed various organisations - Ethical Consumer, New Consumer, and the Council on Economic Priorities (CEP) in the US - have emerged which seek to provide ‘ethical consumers’ with the information of the kind that EIRIS provides ethical investors. New Consumer’s Shopping for a Better World (Adams, et al. 1991) rates thousands of consumer brands according to the ethical practice of their parent companies. As employees we are also frequently involved with other service companies, suppliers as business customers who either directly or indirectly may be engaged in practices which we might consider to be unethical. As taxpayers we are frequently ‘supporting’ practices which contravene many typical ethical criteria. The fact is that in the modern world it is very difficult indeed to avoid relationships with organisations  whose practices we disapprove of.


Before concluding this section on the ethics of the support offered by investment, it is worth mentioning the kinds of ‘undesirable’ financial relationships which an investor may actually acquire when she invests in an ethical fund. One is that some ethical funds are managed by companies which are often themselves owned by larger organisations. Some of these parent companies are involved in just the kind of ethically questionable activities which would lead to companies being screened out of an investment fund. For example, as Cowton (1994:228) notes, the Eagle Star Environmental Opportunities fund is managed by Eagle Star which itself is owned by BAT plc, a leading tobacco manufacturer. If it is unethical to invest in a fund which invests money in tobacco companies, perhaps it is similarly unethical to invest in fund which is managed by a company, the parent of which itself manufactures tobacco products? BAT is probably the most obvious example of this problem.� But a number of the other fund managers in the ethical fund sector have parents which are involved in some ethically questionable activities. A number of them are owned by big banks and insurance companies which do a variety of business with companies which would be ruled out of an ethical portfolio by standard ethical criteria.


Related to this, a second kind of ‘undesirable’ relationship is that none of the fund managers which manage ethical funds exclusively manage ethical funds. It is usually the case that ethical funds are just one of many funds managed by a fund manager, and in most cases ethical funds are a rather small part of the fund manager’s portfolio. Although Friends Provident Stewardship has approaching £1bn in its ethical funds, it also has £18bn of other assets managed without reference to Stewardship criteria. The funds in the rest of the portfolio will consequently be invested in a variety of companies which are engaged in ethically questionable activities. If one is worried about being ‘tainted’ by investing in these companies, is it not also worrying to invest with a fund manager who chooses to invest its other funds in these companies? I should be clear that the other non-ethical funds managed by a given fund manager are legally separate entities from the ethical fund, and therefore the money invested by an ethical investor is legally separate from the money in the other funds managed by the manager. But that does not take away the fact that the fund management company of an ethical fund is also happy to spend time and resources investing money in companies engaged in unethical practices, and the fees an ethical investor pays to the fund management company help it to continue to do so. I do not wish to make much of this point. Ethical investment would certainly not have grown so quickly if mainstream financial services companies had not invested considerable sums of money in its development. I only mention the point to emphasise the great difficulty even ethical funds have of not having some kind of relationship of support with companies whose practices are ethically questionable. 


It is of course possible to take the ‘support’ or ‘involvement’ conception of the investment ethics problem to its logical conclusion. If you feel that there is something profoundly wrong with investing in a company which does something you consider to be unethical, you can seek to purify your investment, savings, insurance, and pension arrangements, expunging all those relationships that you consider to be ‘tainted’ - which may even involve selling some of your ethical unit trust investments in favour of alternative, non-stockmarket ethical investment vehicles such as Triodos and Shared Interest. These are excellent institutions, and there would be no little doubt that you would be doing good by supporting them. However, such a course would be very costly, both in terms of the transaction costs arising from the rearrangement of your assets, and in terms of the lower long term returns available from such sources compared with stockmarket-based investments.�


In this section I have tried to raise some questions about the understanding of the investment ethics problem used within the ethical investment community. I have not sought to claim that the idea that investment implies support is misconceived, only to show that it is not as direct and significant as it sometimes appears - particular when put in the wider context of people’s investments. My overall purpose in this chapter is to argue that the decision to trade off screening in order to concentrate on persuasion can be justified. My questioning of the ‘support’ conception of the investment ethics problem makes it seem less ethically compelling than the ethical funds some time imply. If so then it may make it easier to consider shifting emphasis from the investment ethics problem to the attempt to address the corporate harm problem.  


The responsibilities of shareholders


On my arguments so far there seems to be an unavoidable conflict between the two primary goods pursued by ethical investment: a solution to the investment ethics problem, and a means of addressing the corporate harm problem. This is not an ideal situation. Whether or not my pragmatic arguments in the previous section make it easier to consider shifting the balance from screening to persuasion, we are still left with an uncomfortable trade off. In this section I will argue that this need not be the case. I will seek to offer an alternative conception of the investment ethics problem which can be solved in a way that does not conflict with attempts to address the corporate harm problem. This is an explicit attempt to extend the argument about the goods the pursuit of which gives ethical investment its purpose (MacIntyre, 1984:206-207). 


In our discussion of the ‘support’ conception of the corporate harm problem, the act of investment was presented mainly in terms of its financial characteristics. On this model, what is unethical about investing in companies is the fact that one is giving them financial support. The ethical investment response to this problem is to sever the financial relationship by divesting. Financial relationships of this kind easily be broken under the law. If you consider yourself to be ethically ‘tainted’ by a financial relationship you can easily break it. This relationship can be represented in a very simple way (Fig.1).


�


This model fits with a widely held conception of investment as a special kind of saving which produces a higher financial return than, say, building societies. On this model, if an investor divests from a company, she simply erases the two arrows in the diagram, and can thereby think of herself as completely unattached ethically speaking.


However, concentrating on the financial aspects and viewing investment as a kind of saving leaves out certain ethically important aspects of the relationship between investors and companies. By investing in a company one becomes a shareholder in it. Being a shareholder involves becoming a member of that company.� Membership confers certain rights and responsibilities well beyond those of a simple financial relationship. The rights of shareholders are quite clear and set down in successive Companies Acts, and are sometimes modified by the company’s Articles of Association. They include the right to attend shareholders’ meetings; to bring resolutions before the meetings; to vote on resolutions; to vote on the appointment of directors and auditors; to ask questions of the directors (see Mackenzie, 1993: 46ff.). These rights, particularly the right to appoint and dismiss the directors, means that shareholders are in effect the ultimate source of control of companies. When the institutional framework of the company was first established by law in the 1850s in Britain, it was founded on the principle of self-regulation.� The law established a system of checks and balances. The directors were appointed by shareholders and given day to day control over the running of the company and its employees. In return company directors were given various fiduciary duties to look after the interests of the company, to report in detail their activities to the shareholders, and to submit themselves for re-election by the shareholders. The shareholders, also were expected to do their part in holding the directors to account by scrutinising company reports and by voting at shareholders’ meetings. This self-regulatory system gives a rather different picture of the relationship between shareholders and companies (Fig. 2).


�


On this model, shareholders are part of the company. They are its members. They do not float outside it, linked only by a thin financial umbilicus. They are an integral part of its governance structure. Indeed, they are in a real sense its ultimate source of control (Goyder, 1987:35). This brings with it a rather different conception of the investment ethics problem. If a company is doing something unethical, shareholders might not able to get themselves off the ethical hook simply by divesting. Furthermore, if a company is doing something unethical, its shareholders need not simply be considered as ‘supporting’ it. In order to show why this might be the case, let us consider an example. 


Membership and responsibility


Imagine a wealthy widow who, many years ago, inherited a 10% stake in a small company that runs a shoe-making factory. Imagine that in recent years she has developed a concern about the environment. To her dismay, it comes to her attention that the factory has lax procedures for handling the chemicals it uses and frequently pollutes the local river. The widow is faced by a practical example of the investment ethics problem. How should she respond?


One response would be to do nothing. But this will not allay her concerns. It does not solve her investment ethics problem, but ignores it. I hope it is not controversial to suggest that this is the least desirable thing for her to do. 


Alternatively she could sell her stake in the company. On the ‘support’ conception of the investment ethics problem, she is supporting a company that is engaged in unethical practices. The typical ethical investment approach says that she should cease that support immediately. From a purely financial point of view this may be fairly easy to do - she could sell to the other investors, or on the market if the company is listed. On this model, by erasing the arrows in Figure 1 (above), she has cut herself free from her moral obligations. She is no longer ‘tainted’ by her involvement with the company. After all, the widow is concerned about the environment, how could she justify supporting a company which needlessly pollutes a local river? If she sells she has saved herself the worry and guilt of the pollution risk. This response could also be a shrewd financial move, because it saves her the financial risk of this environmental liability. Of course, she might feel slightly uncomfortable that she has sold her shareholding to other investors who are not aware of, or concerned about the environmental problem, but now that she has nothing to do with the company, she may decide she can forget about it. It is no longer her problem.


How does this action look from the point of view of her role as a member of the company. To begin with, as a member, she is part of the problem. Over the years she has had a shareholding in the company, and never sought to monitor its environmental practices, never to ask questions about its environmental impacts, or sought to exert her authority as a shareholder. To a significant degree the poor environmental performance of the company has arisen because the directors have not been very responsible for controlling its environmental procedures. And this negligence is at least partly due to the shareholders’ collective failure to hold them to account. The widow certainly has the legal right to leave the company by selling her shares, and by doing so she would be free of the company in a legal sense. If criminal proceedings arose, the directors may be liable, but having sold her shares she would be free of any legal obligation. However profitable her investment in the company had been over the years, she would also face no financial liability for the pollution damage done. But her ethical obligations would seem to go deeper than this. As a shareholder in the company, and as its ultimate source of control, her responsibility may be regarded to persist, even if she leaves the company. If a captain notices that his ship is on a collision course with an iceberg, we would not consider him responsible if he simply abandoned ship, without first trying doing his utmost to rectify the situation.


The widow’s third option is to use her power within the company to try to seek to improve procedures in the factory so it has less chance of causing pollution. She could for example talk to the directors about the problem. If they were unresponsive, she could talk to the other shareholders. Perhaps she could seek to prepare some good arguments about why the company should change; noting that the pollution risk might give rise to large financial liabilities in the long term. If her arguments failed, perhaps she could raise the issue at a shareholders meeting, and maybe seek to dismiss the unresponsive directors. This third course of action is rather more troublesome, it will involve her is some difficult work, and perhaps some unpleasant arguments with her fellow shareholders. It may also involve some expense. And by retaining her investment she also retains her exposure to the ethical and financial risks surrounding the company. Furthermore, at the end of the day, all her good works might fail, and the company may retain is lax procedures. From the financial model of the company (fig 1.), going to all this trouble may seem crazy: what goes on within the company is its own business. If it is acting unethically, or has environmental liabilities, why not get out while you can? From the membership perspective, it is also true that what goes on within the company is its own business. However, the shareholders are part of the company, so it is also their business. From this point of view the widow’s actions are not crazy but admirable. The widow, for the first time, is taking her membership in the company seriously. She is being a responsible shareholder, holding the directors to account, and taking a long term interest in the governance of the business. She is seeking to make the self-regulatory mechanism of the company do some of the work it was intended for.


While this may be admirable from a membership point of view, there would appear to be something of a contradiction with the ‘support’ conception of the widow’s relationship with the company. By retaining her shareholding isn’t the widow ‘supporting’ the company financially? Yes she is, and 10% is certainly a significant financial stake. However, while she maybe supporting the company in a financial sense, as a member of the company, by taking the third course, she is opposing the unethical aspects of the company’s policy in a practical, active way. The fact that the captain of a ship which is on a collision course with an iceberg remains on that ship in order to try to change its course, can hardly be held against him. On the financial conception, seemingly one cannot invest in a company without being regarded as supporting everything it does. This is not the case on a membership conception. Shareholders as members can be regarded as supporting companies: when they vote for the directors, and, perhaps, when they do nothing, leaving the directors to their own devices. But shareholders can also be regarded as opposing the unethical policies of companies, by voting against the directors responsible for the policies, by seeking to persuade the company to change, and by proposing oppositional resolutions at company AGMs. On this membership conception of the investment ethics problem, investment does not entail support for a company’s unethical activities, as long as investors are engaging in the attempt to rectify these activities. While the third course of action is difficult, risky, and may not be successful, it does seem to be responsible. Indeed it seems to exemplify the kind of courageous acceptance of ones responsibilities that we typically consider to be admirable in human life.


The membership relationship and ethical investment


What does this argument imply for ethical investment? Ethical unit trusts are  shareholders in the companies in which they invest, and as such they are members of companies, and share a part in their control. If ethical funds know that a company is doing things which are harmful, should they sell their shares? Or should they do all in their power as shareholders to seek to rectify the problem? On the basis of the argument I have just made, as ethical investors, presumably they might be expected to favour the latter course. However, this is the opposite of what ethical screening achieves. The whole point of ethical screening is that every time an ethical fund learns that a company in its portfolio is acting unethically, it sells its shares. And in most cases without even telling the company that it disapproves of its unethical practices. A table in EIRIS’s Money and Ethics guide shows that more than half of the ethical funds do not inform the company concerned when they divest from it on ethical grounds (1996a:70) and only three ethical investment institutions seek to actively persuade companies to change. Ethical funds also do not seem to take shareholder responsibilities seriously with regard to their investments in ‘acceptable’ companies (companies which have passed the negative and positive screening criteria and are in their portfolio). Such companies will often be far from perfect, and so are still doing harm to some modest degree, but ethical funds (with two or three significant exceptions) make little effort to use their power as shareholders to improve the practices of the companies concerned. Furthermore when ethical funds do divest, they sell their shares on a market that is largely composed of people who do not care about ethical or environmental issues very much, and who are unlikely to exert their power as shareholders in an ethically constructive manner. 


Ethical funds as I have argued, have a ‘support’ conception of the investment ethics problem, and seem to follow the financial model of their relationship with companies. The ‘support’ conception of the problem says that if a company has a policy to engage in unethical practices, as an investor you are supporting that company, and this is unethical. The response implied by the ‘support’ conception of the problem is that by divesting one is breaking ones relationship of support, and thereby solving the problem. The alternative membership conception of the problem is rather different. If a company has a policy to engage in ethical practices, as a shareholder you have regulatory responsibilities for it as part of its ultimate controlling body. It would therefore be unethical to fail to attempt to challenge the unethical practices. From this point of view, rapid divesting is not a solution, because in divesting immediately one would have failed to attempt to challenge the unethical practices. Rapid divestment is like a captain ‘abandoning ship’ without first seeking to change its course. On this conception divestment, without first seeking to act, is not a solution. By becoming a shareholder one enters into a relationship of responsibility with the company that cannot be absolved, simply by divesting. This is not a legal responsibility, but it is I think an ethical one. It arises from the historical conception of the company as a self-regulating entity, and the conception of shareholders as the ultimate source of control within this entity. 


On this membership conception, the investment ethics problem is in no way inconsistent with the corporate harm problem. Every example of the corporate harm problem, for which the company is culpable, simultaneously becomes an investment ethics problem for its shareholders. Any attempt by the shareholders to seek to challenge the company’s unethical practices, is at the same time at attempt to address the corporate harm problem. No trade off is required, and the two primary goods of ethical investment are unified.


Objections to the membership conception


The most powerful objection to my line of argument is that while shareholders might be regarded, in company law, as the ultimate source of control in the company, in practice they may not be able to exercise this control effectively. While ethical investors have the powers of shareholders in theory, in practice do they have anything like the power of the widow in my example? If they have no power to persuade the companies in which they hold shares to change, they cannot have the responsibility to exercise it. There is much truth in the claim that the legal conception of the role of shareholders is rather different from the reality. Individual investors own tiny proportions of the share capital of companies, and acting alone have very little power. However, this point should not be overstated. Shareholders frequently do act to impose their collective will on the directors. In America, as I argued in Chapter 6, activist shareholders have collectively brought significant change to the companies they invest in. This is particularly the case when institutional investors have lobbied companies. Ethical funds are also a kind of ‘institutional investor’ and, as I have tried to show, can already do much to use their persuade companies to adopt better policies. In time, once they have developed the intellectual and financial resources, it is possible that ethical funds could have power well in excess of the widow in my example. 


Another way of packaging this objection is to say that the idea of investors as members of a company might be legally true, but its ethical message is so widely disregarded as to be worthless. However, this would be to ignore the growing demands in recent years for institutional investors to take their shareholder’s responsibilities seriously (Drucker, 1991a). In the light of a number of scandals, and corporate collapses - Guiness, Blue Arrow, Polly Peck, BCCI, Maxwell, Barings - the need for shareholders to act on their regulatory responsibilities has been widely appreciated. In the UK the Cadbury and Greenbury committees on corporate governance both recommended that institutional investors take account of their responsibilities as shareholders. Consequently, the members of the National Association of Pension Funds have adopted a policy of voting their shares on certain governance related issues. Indeed there is even talk of a change in pension fund law to require pension fund trustees to vote their shares at AGMs. This demonstrates that the idea of shareholders as regulators of companies is returning to popularity, and is certainly not just dead legal convention. 


Another objection that ethical funds may want to offer to my interpretation of the membership conception of the investment ethics problem is that it does not fully apply to the screening process. The membership model applies to existing shareholders in companies which have adopted unethical policies. Screening is an attempt by ethical investors to avoid becoming shareholders in such companies in the first place. Surely the widow should not actively look to invest in companies with pollution problems? When it comes to choosing suitable companies to invest in, shouldn’t one choose to invest in an ethically clean company, rather than one that is likely to develop unethical policies? One response to this is to say that screening does not entirely allow ethical investors to avoid the membership conception of the investment ethics problem. Ethical funds may well avoid many companies with the worst ethical policies, but they currently invest in a lot of fairly mediocre ones who have less than perfect policies. They could use their power as shareholders to work to rectify this. But this is a side issue. Can the membership conception of the corporate harm problem really require ethical investors to invest in companies with unethical policies? I do not think it can. One does not have to become a member of an organisation whose practices one does not like. If a sea captain can choose between commanding ships that he knows will be heading into dangerous waters, or ships that will be sticking to the safe routes, he is not obliged to put himself in danger. However, just because ethical investors may not be bound to take this route, that does not mean that they should not choose to. The oceans would be a safer place if the most dangerous waters, and the leakiest ships were piloted by the most conscientious and experienced sea captains. There is something admirable about an individual who acts ‘beyond the call of duty’ to take up responsibilities which need not be his, in order to serve the wider interests of society. Ethical investors, and many of those who run ethical investment funds, care deeply about the harm done by companies, and over the years the funds have amassed considerable knowledge about what the chief problems are and how to solve them. Rather than avoiding companies with unethical practices, this membership approach to investor responsibility is an invitation to ethical investors, to choose to accept responsibility. As shareholders in companies with poor ethical and environmental performance, they may try to challenge their unethical policies, and persuade those companies to change. If the corporate harm problem is truly a primary good of ethical investment then ethical funds should take up this invitation. Currently ethical funds seek only the cleanest and best companies, this is understandable on a ‘support’ conception of the problem. But the consequence of this is that the companies with the poorest ethical performance will tend to be populated by shareholders with the least ethical concern. 


A final objection to the wording of the membership conception of the investment ethics problem is that shareholders are often also considered to be ‘owners’ of companies. As de George says, ‘The shareholder of a large, publicly held corporation is a part owner of the corporation.’ (1990:173). Sternberg similarly says, ‘The shareholders of a corporation are collectively its owners’ (1994:200). And it is probably right to suggest that there is a common ‘shared understanding’ in business and elsewhere that shareholders are the owners of companies. Company directors are often heard to claim that their goal is to achieve ‘owner value’. If this is the case, why have I not based by arguments on the ‘owner’ conception of the investment ethics problem? The main reason is that to do so would be rather controversial. In strict legal terms shareholders are not owners of businesses. As Lord Justice Evershed stated 


‘Shareholders are not, in the eye of the law, part owners of the undertaking [the company]. The undertaking is something different from the totality of the shareholdings.’ (Short vs Treasury Commissioners, 1948, quoted by Goyder, 1987). 


The principal reason for this is that incorporated companies are considered by the law to be independent legal ‘persons’. Like real people, companies can own property, they can sue and be sued, and they can enter into contracts. Like people, companies, cannot be owned by anyone (Liegh et al., 1987). Shareholders are not legally owners of companies but members, and their rights over a company are not the same as their rights over an ordinary piece of property, but are tightly circumscribed by the law. In any case, this objection is not a serious problem for my argument. From an ethical point of view, one of the most salient aspects of ownership is the fact that owners control their property. This factor has a similar function in my argument about membership. It is the role of shareholders as the ultimate source of control in companies that is the source of their ethical responsibilities.


Conclusion


I argued in Chapter 6 that ethical funds are not currently effective at addressing the corporate harm problem. This is a significant failing because this is one of the primary goals of ethical investment. At the beginning of this chapter I said that this weakness arose partly because there is a conflict between the screening approach used to solve the investment ethics problem, and the procedures necessary to address the corporate harm problem. For the sake of clarity I may have exaggerated the extent of this conflict. As the NPI Global Care funds, for example, have demonstrated, there are certainly ways to pursue a more activist agenda while maintaining a core commitment to screening. However, this conflict is certainly a significant issue for ethical investment. In this chapter I have sought to resolve this conflict in a way that might enable ethical funds to become better at addressing the corporate harm problem. Firstly, I have tried to put the ethical consequences of investing in a company with unethical practices in context. This makes the investment ethics problem (on the ‘screening’ conception) seem less compelling. It therefore makes it easier to consider transferring resources to engagement approaches. Secondly I have argued that there is an alternative conception of the relationship between investors and companies, which implies a different solution to the investment ethics problem. On the ‘membership’ approach, the conflict between the two primary goods of ethical investment disappears. Responsible shareholders who engage with their company in order to persuade it to adopt responsible policies, are addressing the investment ethics problem and the corporate harm problem simultaneously.
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�  It is also true that many million members of the public will have bought or received their shares at the initial issue through privatisation, or the conversion of building societies to publicly quoted companies. However, ethical investors are typically more sophisticated investors who are used to buying shares on the market.


�  This follows the Marris argument (1967)


� For further examples of situations where a company might be involved with something that is ethically controversial, but may not be regarded as acting unethically, see Sorell and Hendry (1984:59-61).


� As I noted in Chapter 3, the Eagle Star fund does not itself rule out investment in tobacco companies, and it does state that the fund ‘should not in any way be labelled a ‘green’ trust, neither is it an ethical trust.’ (EIRIS, 1996a). However they are in most respects identical to other green and ethical funds, and their arguments for not being an ethical trust are unclear and apparently contradictory.


� In fact, it is not possible to find the life insurance and pension arrangements within the alternative investment sector.


�  Shareholders are also often considered to be ‘owners’ of companies. This is not quite accurate, see below (p.� PAGEREF _Ref378749998 �156�ff.).


�  See Tricker (1984) and Goyder (1987) for discussion of the origins of the modern company, and the idea of self-regulation.





� PAGE �221�





� PAGE �29�











