
[image: image1.wmf]
ETHICAL INVESTMENT
How socially responsible is my pension fund? If the Irish market is to follow in its neighbour’s footsteps this will be the question many trustees of pension funds will be asked annually. The increase in ethical investment has increased in demand as investors are getting more concerned about issues such as the environment, civil rights, corporate governance, animal rights, corruption and anti-nuclear issues. 
The term ‘socially responsible investing’ or SRI is becoming a more preferred term as this aims to take the positive approach to investing rather than a negative one which rules out many companies. 
There are two main strategies in selecting particular companies to invest in. Screening involves selecting the companies by using a list of positive and/or negative factors. Positive selection will result in support and encouragement of companies that are associated with the following:
· Environmental protection

· Pollution control

· Conservation and recycling

Negative selection can result in the avoidance of companies linked with any of the following:

· Armaments and nuclear weapons

· Animal exploitation

· Oppressive regimes

· Alcohol/tobacco promotion

· Environmentally damaging practices

· Poor employment practices 
· Pornography

· Gambling

The second strategy used is ‘engagement’ which enables managers to become involved in a company’s ethical policy. The aim is to engage with the company to try and improve their ethical policies and practices. The level of engagement can vary from writing a letter of protest or support to raising issues at an AGM. A more developed engagement strategy involves regular meetings with companies to encourage better practices on various issues. This is the fastest growing area of SRI and a number of financial institutions have started to incorporate an engagement strategy across all their investments, not only their ethically screened investments. No company is excluded but areas are identified in which to improve environmental, social and ethical performance. The fund managers then "engage" with the companies to encourage them to make such improvements. 
An example of a company making an effort to comply with ethical criteria is the sports clothing company Nike which recently announced it has given 3% or $37.3m of its pre-tax earnings to some 4500 charities. It has its own community affairs initiative NikeGo which is aimed to get more kids physically active. It also focuses on the impact of globalization by supporting micro-enterprise programs. Nike had been accused of using sweat shop production techniques but appears to have cleaned up its act. 

 Many companies are now realising the importance of becoming socially aware and are seeking to comply with the positive approach to ethical investing. In their turn investment companies now realise that it makes good business sense to take ethical issues into account because if a company is found to be unethical the share price can fall.
In the UK the FTSE4Good Index was launched in 2001 to identify and measure the performance of companies working towards ethical practices. Large cap companies (normally the main drivers of an index) are often thought to be excluded from ethical products – but as can be seen in the table below out of the top 10 companies in the FTSE World index six are included. 

	FTSE4Good Index
	FTSE World Index

	Top 10 stocks by Market Cap
	Top 10 stocks by Market Cap

	Microsoft Corp
	General Electric

	Pfizer
	Microsoft Corp.

	Citigroup
	Exxon Mobil Corp.

	BP
	Pfizer

	Intel Corp
	Citigroup

	Bank of America
	BP

	Johnson & Johnson
	American Intl Group

	HSBC
	Intel Corp.

	Cisco
	Bank of America

	Vodafone
	Wal-Mart Stores


In Ireland, Charitable Trusts primarily from religious orders have been to the forefront of ethical investment but have largely worked on the basis of exclusion rather than engagement. In many cases ethics come ahead of performance requirements. However in the main their performance has not suffered.
Three retail funds are currently available on the market, all of which have outperformed the world index so far this year. 
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