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Frontiers of Socially Responsible
Investment

We are witnessing a new phenomenon in
the world's financial markets: "socially re-
sponsible investing” or "ethical investing".
It covers environmental issues, human
rights, labour relations, women's affairs,
consumer concerns, Third World issues, in-
dustrial agriculture, military activities,
animal testing, mining and quarrying, pes-
ticides, tropical hardwoods, air and water
pollution, alcohol and tobacco, nuclear
power, pornography, private handguns,
and officials' corruption of diverse sorts.
With almost half of American households
owning shares and with a parallel trend in
Europe, the investment industry needs to
allow greater expression of personal values.
That is, to reflect both profit and principles.

The strategy dates back to the 19th cen-
tury when religious movements in Britain
mobilized their investments to support
their campaign to abolish slavery. The

1920 movement gathered momentum in the
1920s when many U.S. churches chose not
to invest in alcohol or tobacco products.
Then in 1971 the Pax World Fund was set

1971 up in the United States in order to avoid

investments associated with the Vietnam

War. This was followed in the early 1980s

by ethical investments that countered
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apartheid in South Africa.

In a more recent initiative, a group of
churches and charities has set up the Ethi-
cal Investment Research Service, being an
umbrella organization to undertake r-
search on putting principles into practice
via investment decisions. ERIS now carries
out independent investigations covering 40-
plus fields, including the ones listed above.
The Service researches over 2500 compa-
nies from North America, Britain, conti-
nental Europe, South America, Australia
and increasingly Japan.

Today's investors are going to hear
much more about these socially responsible
investments (SRIs), given their growth
rates and performance over the past dec-
ade. The largest market, also the one most
closely monitored market, is the United
States. A Washington DC organization, the
Social Investment Forum, finds that money
in U.S. funds invested according to Social-
criteria climbed from $59 billion in 1984 to
$2.2 trillion in 1999, Where upon it ac-
counted for one of every eight dollars under
professional management in the United
States. The $2.2 trillion total includes $1.2
trillion in screened portfolios, $657 billion
controlled by investors active in share-
holder advocacy, $265 billion in both cate-
gories, and $5 billion in community invest-
ment. During just the period 1997-99, the
total assets invested according to social cri-
teria increased by 77 percent, or nearly
twice the overall growth rate of profession-
ally management funds. Almost 80 percent
of SRIs reflect environmental issues.

--------------------------------------------------------------
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True, SRIs remain a specialist sector
with far fewer funds than mainstream sec-
tors. But today there are over 150 such
funds in the United States, three times
more than in 1995. In Europe there are
more than 220, up from only 26 in the mid-
1980s. Britain is the leader with 44 green
and ethical retail funds in 2000, with
morethan $4.3 billion in managed assets
and almost 50,000 asset holders (up from
less than $2 billion and only 137,000 hold-
ers in 1997). In Canada, the Social Invest-
ment Organisation, based in Toronto, re-
ports there are 14 SRIs with nearly $50
billion invested according to social criteria.

Still more impressive, and according to
the GreenMoney Journal, SRIs have finan-
cial returns that are competitive with if not
superior to those of conventional portfolios.
The Domini 400 Social Index, which moni-
tors 400 American corporations through a
range of social screens, has posted average
annual returns of more than 17 percent
over the last decade, outperforming the
Standard and Poor's 500, being a broad-
based index of U.S. equities.

The
LAY IVILOTR K
Journal
ttp://greenmoneyjournal.com

SRI funds can take two main forms.
First is channelling money into investment
funds that screen companies and industries
according to social or environmental crite-
ria.Second is engaging in shareholder ac-
tivism to influence the policies of compa-
nies. In operational terms, SRIs feature
two distinct categories, measured according
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to negative and positive criteria, many
funds combining both sorts. "Negative"
funds screen out companies that are
deemed socially irresponsible because they
cause pollution, notably hazardous waste
and global-warming, or they engage in
other environmentally-unfriendly activi-
ties; or because they trade with repressive
governments; or because they present mis-
leading or offensive advertising. "Positive"
SRIs, by contrast, foster pollution controls,
waste management, energy efficiency,
clean and renewable energy, recycling,
zero-emissions industry, sustainable agri-
culture and forestry, and nature conserva-
tion. They support mass transportation
and information technology. They promote
sound labour relations, health care, com-
plete openness about all activities, and
strong community involvement. They are
ready to buy into almost any company as
long as they can mobilize shareholder ac-
tivism to alter the company's behaviour.

Thus, SRIs of whatever sort aim to
pressurize businesses to become more re-
sponsive to shareholder views. As a meas-
ure of what they can achieve, the giant
Disney Corporation has committed itself to
auditing its subcontractors around the
world in order to check on their labour re-
lations. Similarly the world's largest lum-
ber retailer, Home Depot, has stopped sell-
ing forest products from environmentally
sensitive areas, and now gives preference to
timber certified as sustainably produced.
Shareholder lobbying has persuaded the
SRI companies of British pension funds to
declare their environmental and social
policies.

renewable energy
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There are many such "shareholder
power" pressures to induce more invest-
ment funds to declare themselves as sensi-
tive to social values. New phenomenon as
this is, it promises to become a worldwide
movement with immense leverage in n-
vestment markets of whatever sort. No
wonder that financiers are coming to un-
derstand the many linkages between profit
and conscience. The SRI motto could be
Making money and making a difference”; or
"Doing good by doing well."

In particular, the "eco-funds" have been
pioneered by e.g. the GreenMoney organi-
zation, this being one of six companies with
over $1 billion in assets. While most SRIs
feature environmental criteria among oth-
ers, strictly environmental funds total at
least 40 in Europe and 25 in North Amer-

40 ica. Although eco-funds make up only a
25 small part of SRIs overall, they are growing
at least as fast as any other area. They
propose that companies trying to reduce
their environmental impact will be more
profitable than their competitors. The sub-
sector of eco-technologies funds, for exam-
ple, is based on the promise of these tech-
nologies as a rapid-growth industry. The
worldwide market for eco-technologies ex-
ceeded $600 billion in 2001, placing it on a
2001 par with the global chemicals or motor ve-
6 hicles industries. In Australia, for in-
stance, the Conservation Foundation and
the Wilderness Society have each launched
campaigns targeting super funds and their
members with regard to the environmental
impact of their investments. Most compa-
nies with typical super-annuation funds
have an unsatisfactory environmental re-
cord, and the targeting embarrasses them
into doing a better job.

10
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Still more helpful, a new organization
has been launched in Australia, "Investors
for Forests”. It is a national umbrella
group for people with a financial interest,
whether direct or indirect, in forestry.
These investors keep a sharp eye on timber
companies, making sure they practice sus-
tainable forestry ("cut one tree, plant
three"). Other environmental groups cam-
paigning on forest issues are working
alongside professional groups such as Doc-
tors for Forests, Lawyers for Forests, and
Teachers for Forests.

Here is an emergent phenomenon that
Japanese investors might note, environ-
mentalists too. True, SRIs are only begin-
ning to attract interest. The largest are the
Nikko Asset Management Fund with Yen
82 billion, the 13-Daichi Life Asset Man-
agement Fund with Yen 42 billion, the Ya-
suda Fire And Marine Insurance Company
with Yen 23 billion, and the UBS-
Sumitomo with Yen 10 billion, making for
an overall total of Yen 157 billion. This is
not much as compared with Europe and
North America. But as a portent of what
surely lies ahead, it could rank as one of the
hottest new trends.
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Socially Responsible Investment

Business has a license to operate with
limited liabilities. This is a remarkable in-
vention aimed at mobilizing risk capital. If
business were to have to assume unlimited
liabilities, like each one of us individually
has to, then capital would not have been
available in such volumes.

The aim of a corporation is to respond to
a real need: water, food, health care, hous-
ing, energy, education, and entertainment.
It goes without saying that business cannot
operate in a vacuum and must do more
than taking the shareholders and stake-
holders into account.

Philip Kotler
"Kotler on Marketing: How to Create, Win,

and Dominate Markets” “Social Marketing: Improving the Quality of Life”

PCB Polychlorinated biphenyl

11
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Whereas this seems stating the obvious,
reality is very different indeed. Philip Kot-
ler, the marketing guru, stated in the early

60 sixties that “business should only make
what people want”. How come companies
make dioxin, heavy metal waste, PCBs,
nuclear waste and the like which not only
endangerour health? No one wants it. De-
mand for nuclear waste was put to an in-
teresting test in the UK in the early nine-

90 ties. The British Government was prepared

to give the nuclear power stations away to
anyone prepared to take over. There was
not one candidate. The market decided it
was not safe, not economical. This opinion
was not formulated by green activists, it
was the opinion of hardnosed investors
from the City of London.

PCB

A free and transparent market will
quickly tell what people think about a
product or a service. If even giving “it” away
does not create market demand, then com-
panies should conclude that it is either
useless, or damaging and therefore not
wanted. Unfortunately, the market is not
always that sophisticated. A lack of infor-
mation leads to distortions, including -
cially irresponsible investments and trans-
actions. The exploitation of indigenous cul-
tures, the reliance on child labor and the
exploitation of women and prisoners unfor-

21 tunately is not reminiscent of 18th century
textile industries; it happens all too often in
the 21st century as well.

18

Hence emerged the idea of socially re-
sponsible investments. Whereas the idea is
laudable, its mere existence is a demon-
stration that the majority of corporations
are not to be considered socially responsi-
ble. This is a devastating constatation. How
can we explain that world famous compa-
nies like Nestle and Starbucks were able to
increase their sales prices to the customers
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at the peak of coffee prices in 1997 and have
never reduced these prices to their clients,
even if the revenue for the farmer has
dropped by a factor seven? When we know
that the present world market price

for coffee does not even cover the basic
costs, and knowing that the 1997 sales
prices already included good profits for both
the 6 different intermediaries and multina-
tional sales company itself, how can we ex-
plain the socially irresponsible behavior?

There are 350,000 families in Colombia
dependent on coffee. Even the fair trade
coffee of Oxfam does not pay enough to
cover the basics a family needs to survive!
Do we realize that this desire to only accu-
mulate profits for shareholders is actually
putting the choice to the coffee farmer be-
tween: absolute poverty or cocaine cultiva-
tion?

http://www.iti.or.jp/coffee.htm

Time has come to go beyond the set-up of
mere socially responsible investments.
Time has come that all investments and all
business operations turn out to be socially
responsible. This means that those who
benefit from the trade should take the well-
being of their suppliers to heart. Perhaps
one of the first steps towards securing more
revenues to the farmers is to be as hard on
“dis-intermediation” as on downsizing.

Oxfarm

(Oxfam)

NGO
11

Oxfarm

1995
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their contribution are eliminated. Downsiz-
21 ing meant that business eliminated nu-
merous bureaucratic levels of middle man-
6 agement in order to slash costs and raise
efficiency. In the 21st century, how is it jus-
tified to maintain 6 layers of intermediaries
between the farmer and the consumer, each
taking a share of the profit, which is a mul-
tiple to that of the farmer? Socially respon-
sible investments are not just making sure
the workers and farmers get a fair share it
also means that those who get an unfair
share in proportion to

It is only in this way that all business
becomes socially responsible, and that we
can envision how responding to people’s
needs more efficiently will indeed result in
sustainable development.

il

g
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Sales of Solar Cells Take Off

Last year world solar cell production
2000 37 soared to 395 megawatts (MW), up 37 per-
39.5 KW cent over 2000. This annual growth in out-
put, now comparable in size to a new power
plant, is set to take off in the years ahead as
production costs fall. Cumulative solar cell
or photovoltaic (PV) capacity now exceeds
184 KW 1,840 MW,

2001 The top five producers in 2001 were
BP Sharp, BP Solar, Kyocera, Siemens Solar,
64 and AstroPower, accounting for 64 percent

of global output. Japanese manufacturers,

with 43 percent of the world total, benefited

from government policies to encourage -

lar cell use. The program, which initially

provided a 50-percent cash subsidy for grid-

50 connected residential systems, has been the
primary driver of Japan's PV market ex-

pansion. The subsidy declined to 35 percent

2,000 1N 2000 as production increased and solar

43

grid-connected residential system
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Bernie Fischlowitz-Roberts

cell prices dropped. In addition to residen-
tial subsidies, government spending of
$271 million in fiscal year 2001 -- on re-
search and development, demonstration
programs, and market incentives -- was key
to the growth.

In contrast to Japan, the U.S. govern-
ment spent only $60 million on solar pro-
grams in 2000. The U.S. share of the global
market--24 percent--was surpassed in 2001
by the European Union (EU), which now
accounts for 25 percent. Government com-
mitments to renewable energy are more ro-
bust in the EU than in the United States.
In Germany, the Renewable Energy Act of
2000 offers citizens preferable loan terms
for purchasing solar systems, and gives
them a guaranteed price when feeding ex-
cess energy back into the power grid
(known as net metering). As a result of such
support, the German PV industry--the most
advanced in Europe--is projected to grow
from its current installed capacity of 113
MW in 2001 to 438 MW by 2004.

As a result of government policies in
Japan, grid-connected residential installa-
tions totaling 100 MW dominated sales in
2001. Germany's grid-connected systems
accounted for around 75 MW. The 32 MW
installed in the United States were divided
between grid-connected systems and those
in remote areas not linked to a power grid.
All of India's 18 MW were for such off-grid
installations. The 120-130 MW installed in
some 50-60 developing nations were also for
off-grid projects.

Both Japan and the United States were
net exporters of solar cells. Almost two
thirds of U.S. output was exported, while
Japan exported 42 percent of its total.
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The cost of electricity from solar cells
remains higher than from wind or coal-fired
power plants for grid-connected customers,
but it is falling fast due to economies of
scale as rising demand drives industry ex-
pansion. Solar cells currently cost around
$3.50 per watt for crystalline cells, and $2
per watt for thin-film wafers, which are less
efficient but can be integrated into building
materials. Industry analysts note that be-
tween 1976 and 2000, each doubling of cu-
mulative production resulted in a price
drop of 20 percent. Some suggest that
prices may fall even more dramatically in
the future.

The European Photovoltaic Industry
Association suggests that grid-connected
rooftop solar systems could account for 16
percent of electricity consumption in the 30
members of the Organisation for Economic
Co-operation and Development by 2010. If
costs of rooftop PV systems fall to $3 per
watt by the middle of this decade, as pro-
jections suggest, the market for residential
rooftop solar systems will expand. In areas
where home mortgages finance PV systems
and where net metering laws exist, demand
could reach 40 gigawatts, or 100 times
global production in 2001.

More than a million homes worldwide,
mainly in villages in developing countries,
now get their electricity from solar cells.
For the 1.7 billion people not connected to
an electrical grid, solar cells are typically
the cheapest source of electricity. In remote
areas, delivering small amounts of electric-
ity through a large grid is cost-prohibitive,
so people not close to an electric grid will
likely obtain electricity from solar cells. If
micro-credit financing is arranged, the
monthly payment for photovoltaic systems
is often comparable to what a family would
spend on candles or kerosene for lamps.
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After the loan is paid off, typically in two to
four years, the family obtains free electric-
ity for the remainder of the system's life.

Photovoltaic systems provide high-
guality electric lighting, which can improve
educational opportunities, provide access to
information, and help families be more
productive after sunset. A shift to solar en-
ergy also brings health benefits. Solar elec-
tricity allows for the refrigeration of vac-
cines and other essentials, playing a part in
improving public health. For many rural
residents in remote areas, a shift to solar
electricity improves indoor air quality. PV

40 systems benefit outdoor air quality as well.

The replacement of a kerosene lamp with a

106 40-watt solar module eliminates up to 106
kilograms of carbon emissions a year.

In addition to promising applications in
the developing world, solar also benefits in-
dustrial nations. Even in the UK, a cloudy
country, putting modern PV technology on
all suitable roofs would generate more elec-
tricity than the nation consumes in a year.
This would eliminate all greenhouse gas

2 emissions from nationwide electricity gen-
eration, removing almost 200 million tons
of carbon dioxide annually from the atmos-
phere.

Recent research surrounding zero-
energy homes, where solar panels are inte-
grated into the design and construction of
extremely energy-efficient new houses,
presents a promising opportunity for in-
creased use of solar cells. Julius Poston, a
progressive builder in the southeastern
United States, builds homes that use half
the energy of typical ones. His company,
Certified Living, has constructed two pro-
totype zero-energy homes with integrated
solar panels. If eventually adopted on a
wide scale, this groundbreaking concept
could eliminate the pollution associated
with fossil fuel-generated electricity for
households.
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Continued strong growth suggests that
the solar cell market will play a prominent
role in providing renewable, non-polluting
sources of energy in both developing and
industrial countries. A number of policy
measures can help ensure the future
growth of solar power. Removing distorting
subsidies of fossil fuels would allow solar
cells to compete in a more equitable mar-
ketplace. Expanding net metering laws to
other countries and the parts of the United
States that currently do not have them will
make owning solar home systems more
economical by requiring utilities to pur-
chase excess electricity from residential so-
lar systems. Finally, revolving loan funds
and other providers of microcredit are es-
sential to the rapid spread of solar cell
technologies in developing nations.

Solar cell manufacturers are beginning
to sense the enormous growth in the mar-
ket that lies ahead. Japan-based Sharp
Corporation, already the world's leading

2002 producer of solar cells, plans to double its
9.4 KW 20 KW capacity in 2002, going from 94 to 200
megawatts. For the industry as a whole,
40 50 output is expected to increase at 40-50 per-
cent annually over the next few years,
bringing the solar age ever closer.
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Complexity and Change

One of the foremost signs of pre-
« » sent-day industrial society is the
presence of massively complex sys-
tems that increasingly permeate al-
most every aspect of our lives. The
awe we feel in contemplating the
wonders of industrial and informa-
tional technologies is tinged by a
sense of uneasiness, if not outright
discomfort. There is a growing rec-
ognition that they have brought with
them a business and organizational
environment that is almost unrecog-
nizable from the point of view of tra-
ditional management theory and
practice.

Moreover, it is becoming ever
more apparent that our complex in-
dustrial systems, both organiza-
tional and technological, are the
main driving force of global environ-
mental destruction, and thus the
main threat to the long-term sur-
vival of humanity. To build a sus-
tainable society for our children and
future generations — the great chal-
lenge of our time — we need to fun-
damentally redesign many of our
technologies and social institutions
so as to bridge the wide gap between
human design and the ecologically
sustainable systems of nature.
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This means that organizations
need to undergo fundamental
changes, both in order to adapt to the
new business environment and to
become ecologically sustainable. In-
deed, organizational change has be-
come a dominant theme in the man-
agement literature. However, al-
though we hear about many success-

CEO ful attempts to facilitate organiza-
75 tional change, the overall track re-
cord is very poor. In recent surveys,
CEO CEOs have reported that up to 75%
of their change efforts did not yield
the promised results. Instead of
managing new organizations, they
ended up managing the unwanted
side effects of their efforts.

At first glance, this situation
seems paradoxical. When we look
around in our natural environment,
we see continuous change, adapta-
tion, and creativity, and it is com-
monplace to say that we live in a
time of unprecedented technological
and social changes. And yet, our
business organizations seem to be
incapable of dealing with change.

I have come to believe that the
roots of this paradox lie in the dual
nature of human organizations. On
the one hand, they are social institu-
tions designed for specific purposes,
such as making money, or managing
the distribution of political power.
On the other hand, organizations are
communities of people who interact
with one another to build relation-
ships, help each other, and make
their daily activities meaningful at a
personal level.
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These two aspects of organiza-
tions correspond to two very differ-
ent types of change. The reason why
most CEOs are disappointed about
their change efforts is that they see
their company as a well-designed
tool for achieving specific purposes,
and when they attempt to change its
design they want predictable, quan-
tifiable change of the entire struc-
ture. However, the designed struc-
ture always intersects with the or-
ganization's living individuals and
communities for whom change can-
not be designed.

CEO

To resolve the problem of organ-
izational change, we first need to
understand the natural change proc-
esses that are embedded in all living
systems. Once we have that under-
standing, we can begin to design the
processes of organizational change
accordingly, and create human a-
ganizations that mirror life's
adaptability, diversity, and creativ-

ity.

The approach I would like to out-
line in this and the subsequent essay
is inspired by recent scientific break-
throughs that have led to a new un-
derstanding of living systems. | have
discussed this new systemic under-
standing of life in previous issues of
The Bridge. In particular, I have
emphasized the understanding of
living networks as a key to under-
standing biological and social sys-

tems (see The Bridge, February
2002 2 2002)_
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The dual nature of human a-
ganizations derives from the fact
that various informal networks, or
“communities of practice,” invariably
arise and develop within the organi-
zation's formal structures. These are
alliances and friendships, informal
channels of communication, and
other webs of relationships that con-
tinually grow, change, and adapt to
new situations.

Within every organization, there
is a cluster of interconnected com-
munities of practice. The more peo-
ple are engaged in these informal
networks, and the more developed
and sophisticated the networks are,
the better will the organization be
able to learn, respond creatively to
new circumstances, change, and
evolve. In other words, the organi-
zation's aliveness resides in its com-
munities of practice.

In order to maximize a company's
creative potential and learning capa-
bilities, it is crucial for managers and
business leaders to understand the
interplay between the organization's
formal, designed structures and its
informal, self-generating networks.
The formal policies and procedures
are always filtered and modified by
the informal networks, which allows
them to use their creativity when
faced with unexpected and novel
situations. ldeally, the formal a-
ganization recognizes and supports
its informal networks of relation-
ships and incorporates their innova-
tions into the organization's formal

structures.
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The more we know about the de-
tailed processes involved in self-
generating social networks, the more
effective we will be in working with
the organization's communities of
practice. One of the main insights of
the systemic understanding of life is
the recognition that living systems
respond to disturbances from their
environment in ways that are
autonomous and characteristic of
their self-organization.

Living systems choose both which
disturbances to notice and how to re-
spond. What people notice depends
on who they are as individuals, and
on the cultural characteristics of
their communities of practice. A
message will get through to them not
because of its volume or frequency,
but because it is meaningful to them.

We are dealing here with a crucial
difference between a living system
and a machine. A machine can be
controlled; a living system can only
be disturbed. To change the conven-
tional style of management accord-
ingly requires a shift of perception
that is anything but easy. However,
it also brings great rewards. Work-
ing with the processes inherent in
living systems means that we do not
need to spend a lot of energy to move
an organization. There is no need to
push, pull, or bully it to make it
change. Force, or energy, are not the
issue; the issue is meaning. Mean-
ingful disturbances will get the or-
ganization's attention and will trig-
ger structural changes
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Giving meaningful  impulses
rather than precise instructions may
sound far too vague to managers
used to striving for efficiency and
predictable results. However, it is
well known that intelligent, alert
people rarely carry out instructions
exactly to the letter. They always
modify and reinterpret them, ignore
some parts and add others of their
own making. Sometimes, it may be
merely a change of emphasis, but
people always respond with new ver-
sions of the original instructions.

This is often interpreted as resis-
tance, or even sabotage. However,
we can give it quite a different inter-
pretation. Living systems always
choose what to notice and how to re-
spond. When people modify instruc-
tions, they respond creatively to a
disturbance, because this is the es-
sence of being alive. Strict compli-
ance can only be achieved at the ex-
pense of robbing people of their vi-
tality and turning them into listless,
disaffected robots.

The new understanding of the re-
sistance to mandated organizational
change can be very powerful, as it
allows us to work with people's crea-
tivity, rather than ignoring it, and,
indeed, to transform it into a positive
force. If we involve people in the
change process right from the start,
they will "choose to be disturbed,”
because the process itself will be
meaningful to them.
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