Conclusion


In the keynote address to the 1996 annual general meeting of the UK Social Investment Forum, Charles Jacob said that ethical investment has now reached ‘puberty’. The implication he draws from this is,


‘not solely that the ethical unit trust movement had arrived at its twelfth year but that we too have arrived at a time of development, growth, creativity, and the asking of questions.’ (Jacob, 1996)


The great work of ethical funds in the last decade has been to establish ethical investment as an sustainable practice. This has now been achieved. The practice of ethical investment is embodied in a constellation of unit trusts, fund management institutions, research organisations, and financial advisers. It is supported by 150,000 investors, and £1.3bn of assets. The scale of this achievement is far greater than was originally envisaged. But the scale of the achievement is not the only important measure of success. Alasdair MacIntyre offers another. He argues that when a tradition of practice 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’ (1984:206). Is the tradition of ethical investment practice in ‘good order’? In MacIntyre’s sense, it has perhaps not been so successful. In struggling to establish the practice of ethical investment, potentially divisive arguments about its procedures and purposes have not been a priority. 


Charles Jacob can, more than anyone, claim the title of founder of ethical unit trust investment in the UK. The UK Social Investment Forum AGM is the focal event for the ethical investment community. Jacob’s suggestion that the time has come to ask questions and think creatively about ethical investment is therefore a significant one, and a step in right direction. In this thesis I have taken Jacob at his word and sought to ask some difficult questions about the nature and relative importance of the goods which give ethical investment its point and purpose. I hope that this effort may contribute creatively to the development and growth of ethical investment practice.


What are the goods of ethical investment? I have argued that the purpose of ethical investment is to respond to two problems: the investment ethics problem and the corporate harm problem; and that the point of ethical investment is therefore to establish an effective means to address these two problems. On this basis of this I have claimed that the two primary goods it pursues are a solution to the investment ethics problem, and a means of addressing the corporate harm problem. 


The corporate harm problem is simply that many companies are engaged in unethical or harmful activities, at least some of the time. The investment ethics problem, as understood by the ethical investment community, is based on a financial model of the relationship between investors and companies. On this model it is unethical to invest in companies with unethical practices, because in doing so one is supporting them financially. On this conception, the solution to the problem is to avoid investing in companies with unethical practices. 


I have argued that ethical investment is fairly effective at achieving a solution to the investment ethics problem (at least on a ‘support’ conception of this problem). However, I have argued that ethical funds are not very effective at addressing the corporate harm problem. Achievement of a means to address the corporate harm problem is one of the primary goods of ethical investment. In failing to address this problem effectively, ethical funds are falling short of  achieving a substantial part of their purpose. I would argue that becoming more successful at this is the most significant challenge facing ethical funds. 


Lack of success in this area arises because the two principal means by which ethical funds have hoped to address the corporate harm problem do not currently work very effectively. The ‘market signalling’ approach to persuading companies to change is based on a flawed model of the stockmarket. Until ethical funds grow vastly larger this approach cannot work significantly. The engagement approach, on the other hand, has been successfully used to address the corporate harm problem in America. However, in the UK it is pursued by only a few ethical funds, and even then receives only modest resources. In addition to this resources problem, some ethical funds are also not able to engage effectively with companies because they are not in a position to offer persuasive ethical arguments. In order to rise to the challenge of the corporate harm problem, ethical funds will need to devote substantially more resources to the pursuit of the engagement approach, and to developing the strategic and argumentative capacity to persuade companies to change. On current trends this will not happen rapidly.


Perhaps the main reason why ethical funds have a weak record at addressing the corporate harm problem is that the vast majority of their work is devoted to the implementation of the ethical screening process. While this solves the investment ethics problem, it does not contribute substantially to addressing the corporate harm problem. The dominance of screening is likely to continue. I estimate that approaching £1m per year is spent by ethical funds on administering the screening process. On the other hand I estimate that the engagement approach receives less than a tenth of this amount. Of course resources are not everything. But it remains true that in order to rise to the challenge of the corporate harm problem, new resources must be found, or ethical funds must transfer resources from screening to the development and implementation of procedures for engagement and persuasion. However, given that current ethical fund practice is dominated heavily by the screening approach, ethical funds - and ethical investors - will need to be persuaded to make this change. The second half of this thesis is an attempt to assemble a case saying why they should do this. And in so doing, to contribute an argument about the goods which give ethical investment its point. 


One argument I have tried to make is that it is extremely hard to provide a full solution to the investment ethics problem. This problem (conceived as a problem about ‘supporting’ companies with unethical practices) can be fully solved by avoiding all investment in companies with unethical practices. The first step in providing this solution is to decide what counts as an unethical corporate practice. As I argued in Chapter 7, such decisions should be based on sound arguments. Investor-led funds do not make these arguments. Deliberative funds do, but in private, so it is hard to know how sound their arguments are. The second step is to offer a fund which avoids all those companies with unethical practices. As I argued in Chapter 5, in practice this inevitably requires compromise. No fund avoids all companies that are involved in practices which might reasonably be regarded as unethical. And individual investors are unlikely to find a fund with a package of exclusions which matches their concerns exactly. In any case, individual investors may also find it difficult to obtain sufficient information about ethical funds’ investment policies to make a sound judgement about this. So, while ethical funds come rather closer than ordinary unit trusts to solving the investment ethics problem, there are a number of weaknesses in the solution they offer.


I have also tried to argue that the problem of supporting companies with unethical practices may not be as compelling as it is sometimes made out to be. In Chapter 8 I argued that while an individual investor can sensibly be regarded as supporting companies in a financial sense, the support a typical investor offers is not very direct or significant. It is less significant still when put in the context of the range of other financial relationships investors have with companies engaged in unethical practices; through their bank accounts, their life insurance funds, and their pension funds etc. Avoiding involvement in companies with unethical practices is much more demanding than merely investing a proportion of one’s discretionary savings in an ethical fund.


I hope that these arguments make it easier to consider transferring resources from the administration of screening to the development of the procedures necessary to address the corporate harm problem. However, they rest on the idea that there is, at least to some degree, a trade off between solving the investment ethics problem and addressing the corporate harm problem. They are based on the idea that there is a conflict between the primary goods of ethical investment. This should not be too alarming. Many practices are conflicted in this way, and such trade-offs are common place. But practices which are able to bring their primary goods into harmony are more coherent, and therefore stronger. My most radical argument is that the investment ethics problem can be re-conceived in a way that achieves this coherence.


Essentially, I have argued that ethical screening can be viewed as a solution to the wrong problem. As I claimed in Chapter 8, the ‘support’ conception of the investment ethics problem is based on a purely financial model of the relationship between investors and companies. This model is flawed because it does not properly consider the role of investors as shareholders in companies. Shareholders are members of companies and, under company law, have an important regulatory role: they are considered to be the ultimate source of control in the company. This role implies responsibilities. On this ‘membership’ conception, if a company is acting unethically, the ethical problem for investors is that they are to a degree responsible for the company’s actions. And on this model, selling one’s shares, as ethical funds routinely do, may not be a satisfactory way of taking up this responsibility. This alternative conception of the investment ethics problem implies rather more onerous burdens on investors than those implied by the financial model. And this alternative conception of the problem is not so easily solved. However, the one considerable advantage this way of looking at things has is that the means of addressing the investment ethics problem is largely consistent with the means of addressing the corporate harm problem. When a company is engaged in unethical practices, both problems can be addressed simultaneously if ethical investors seek to engage with the directors, and fellow shareholders of their company in order to persuade it to change. If ethical funds are to pursue both of their primary goods in tandem, then they should willingly accept the difficult challenges of shareholder responsibility.


What might this mean in practice? To begin with it means that ethical funds which currently make no attempt to engage with companies should seek to do so. It means that ethical funds should seek to establish clear public positions on the ethical and environmental issues on which they have investment policies. These positions should be based on sound arguments, and should say what is unethical about current corporate practice, why it is unethical, and suggest how it should change. These positions will establish the basis on which ethical funds may attempt to hold directors accountable, to persuade companies to change, and to seek to influence the climate of moral opinion in the public at large. However, in order to win arguments, ethical funds will have to act strategically. They are involved in so many issues and with so many companies that they could not pursue everything at once. They will therefore have to focus their resources strategically on particular ethical topics and particular companies. They might seek to co-ordinate their activities with one another and with institutional investors with ethical concerns - such as the church funds. CERES in America has shown what strategic active engagement of this kind can achieve.  


Of course given the difficulty of achieving these goals, it may be necessary to establish new institutions. For example, ethical funds might collectively finance the development of ethical positions and strategy in the same way that they collectively finance ethical research through EIRIS. It is possible that UK Social Investment Forum, as it expands, might provide the necessary institutional support. This programme of action will take time and cost money. New resources will be needed. However, given the financial success of ethical funds, and the relatively high charges they make for their services, it might be possible to go some way towards financing this development without sacrifice elsewhere. It is possible that such new investment might prove attractive financially: the funds which have moved furthest down this route are amongst the best at attracting new business.


A more radical way to avoid this conflict is to establish entirely new ethical funds based on this new model. These funds may do no screening at all, but devote all their resources to engagement and persuasion. Such funds might invest widely in the stockmarket on financial grounds alone,� both in companies with good ethical records and those with poor practices. They would seek to establish intelligent ethical positions on issues of corporate ethical and environmental practice; and to defend them publicly with sound and detailed arguments. On the basis of these arguments they would try to engage with companies in order to persuade them to change. They would also promote wider public debate about corporate ethics in order to seek to change the climate of expectations in which companies operate. They would derive their ethical credentials not from the selection and avoidance of companies based on ethical criteria, but on their ability to engage and persuade. They would, in short, adopt a leadership role in the ethics of corporate practice. 


However, perhaps this is too radical a shift. A more conservative model might involve a hybrid kind fund. accepting a reduced set of core screening criteria covering the issues that are generally attract the most acute concern from investors - the arms trade, tobacco manufacture etc.


Charles Jacob concluded his address to the UK Social Investment Forum by saying, ‘What a challenge we have before us as we leave our formative years and enter into our maturity’ (1996). He did not, however, specify the challenge in much detail. In this thesis, I have made an argument about the primary goods the pursuit of which gives ethical investment its point and purpose. In doing so I have tried to establish corporate reform as the foremost challenge facing ethical funds, and to indicate the means by which it may be met. 


�



� Indeed the fund could be an ‘index’ fund which, for example, invests in each of the 100 largest companies, in proportion to their market capitalisations. Such an approach would guarantee long term performance at market levels, and would cut the fund management overhead, releasing more resources for ethical research and engagement.





� PAGE �227�





� PAGE �5�











