
 1

Stephen Spratt, March 2003 
 

Socially Responsible Investment and International Development: 
Practice and Potential 

 
Introduction 
 
The aim of this paper is to address the following four questions: does socially responsible 
investment (SRI), as currently practised, contribute positively towards poverty reduction 
in the developing world? To what extent could SRI thus contribute? What are the 
obstacles to the fulfilment of this potential? Can these obstacles be overcome?  
 
Intuitively, it seems obvious that SRI and poverty reduction in the developing world are 
compatible. Indeed, any poll of peoples’ perceptions of SRI would most likely show that 
the majority of people already believe this to be the case. However, would this perception 
be accurate and, if not, could it be made so? 
 
To provide a context, the first section of the paper will detail the history of SRI as it has 
developed in different parts of the world. Section II will examine the current size, 
composition and geographical distribution of the industry. Section III will analyse 
existing practice of the SRI industry in terms of the most widely used criteria and issues. 
Section IV will investigate the potential size of the industry through an examination of 
potential retail and institutional sources of SRI funds. Section V will provide an 
assessment of the obstacles to greater prominence of development issues, and conclude 
with suggestions of means by which these obstacles might be overcome. 
 
Section I: Origins and Evolution 
 
The countries with the longest history of SRI are the UK and the US. This is reflected in 
the continuing dominance of these two countries of global SRI, in terms of both size and 
influence. However, whilst similarities obviously exist, clear differences in the approach 
taken can also be seen. These differences, to a large extent, reflect the different roots and 
subsequent evolution of SRI, and can be expected to persist into the future and so 
continue to shape the practice of SRI globally. 
 
The UK Experience 
 
SRI in the UK has its roots in the desire of church-based groups to avoid unethical forms 
of investment. This desire in turn can be traced back to the eighteenth century and the 
work of John Wesley, the founder of Methodism. 1760 saw the publication of Wesley’s 
sermon The Use of Money, which sought to reconcile Christian teaching with productive 
investment opportunities. Unlike more ascetic thinkers, Wesley stressed the importance 
of using money productively in positive ways, but argued that the Christian should view 
himself as the ‘steward’ of resources rather than the owner. This distinction has survived 
to the present day, not least in Friends Provident’s ‘Stewardship Fund’, which is the 
longest-standing UK SRI fund. Whilst Wesley preached the importance, even duty, of 
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achieving the best return on investments possible, this was only acceptable if the returns 
were not the result of activity that ‘hurt our neighbour in body or soul’. Thus, alcohol 
related investments were ruled out, as was investments in taverns, which were viewed as 
licentious places likely to adversely affect an individual’s ‘chastity or temperance’. 
Again, the influence of this line of thinking was clearly observable in the origins of 
modern SRI in the UK. This is of course not surprising given the prominent role played 
by church-based groups in this movement, but even today, the prevalence of ‘negative 
screening’ - that rules out investments in the so called ‘sin stocks’ of tobacco, alcohol, 
pornography and gambling – is clearly a direct ancestor of this point of view. 
 
Church-based groups had been actively seeking to screen out unacceptable investments 
from their portfolios since the end of the Second World War. However, it was not until 
1984 that Friends Provident established the Stewardship Funds, with the aim of screening 
out investments viewed as unethical. At this time, apparently, this fund was nicknamed 
the ‘Brazil fund’ in the City, on the basis that it was ‘nuts’. This nicely captures the 
widespread view in the investment industry that SRI – then widely known as ‘ethical 
investment’ – would remain an insignificant niche market, with no influence on 
mainstream investment practice. This was not to be the case, however: from 1987 to 1999 
the quantity of funds invested in SRI unit trusts was to double every three years (Sparkes, 
2002). 
 
The practice of SRI in the UK has traditionally been associated with retail investment 
funds that screen out investments viewed as unethical by investors of a certain cast of 
mind. That is, the product of a combination of individual consciences. It is only in the last 
few years that the possibility of institutional investors becoming involved in SRI has 
become a real one; the consequences of this change for the future practice of SRI are 
likely to be profound. 
 
For many years the accepted wisdom was that institutional investors were effectively 
barred from considering SRI in their decision-making processes. This ‘bar’ was seen as 
resulting from the fiduciary responsibilities of pension fund trustees, which assert that a 
trustees sole duty is the maximise the value of the fund for its present and future 
members. Given that SRI screening necessarily reduces the investable universe, it cannot 
produce a maximising portfolio that lies on the efficient frontier. This view was given 
legal force by two rulings in the UK courts: Cowan v. Scargill (1984) and the Bishop of 
Oxford v. the Church Commissioners (1990); these rulings effectively ruled out the 
consideration of non-financial issues by trustees of pension funds. However, throughout 
the 1990s, legal opinion began to change so that it came to be seen that investments could 
be screened out on SRI grounds as long as equally profitable alternatives could be found. 
That is, SRI issues could be taken account of by trustees providing that this did not lower 
the overall returns from the portfolio. The strong performance of the Friend Provident 
Stewardship Funds, as well as that of more recently established SRI funds, suggested that 
this was, at least in principle, possible. 
 
Throughout the 1990s pressures continued to build for action on pension funds, primarily 
– though not exclusively – from concerned members of these funds. This pressure came 
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to fruition with the election of the Labour government, and its early announcement of 
plans to amend the 1995 Pensions Act to incorporate the SRI issue. Despite considerable 
resistance from the pensions industry – in the form of the National Association of 
Pension Funds (NAPF) – legislation was introduced in 1999. This required all pension 
funds to set out in their annual report the manner, if any, that social and environmental 
factors were taken into account in their investment decisions. The change did not require 
them to do anything relating to SRI. However, the acceptance that it was legitimate to 
take such factors into account implicitly undercut the previously accepted wisdom on 
fiduciary responsibilities. Also, for the first time, pension fund members had the chance 
to examine the practice of their fund, and lobby for change if they felt it appropriate to do 
so. Interestingly, the change in UK regulation was soon replicated in a variety of other 
European countries, thereby greatly increasing the scope of potential SRI funds, as 
individual retail investors could now be joined by their much weightier institutional 
counterparts. 
 
A more recent change in the institutional investor perspective on SRI came in October 
2001, when the Association of British Insurers (AIB) issued guidelines for its members 
on SRI. These guidelines encourage insurance companies to formalise processes to deal 
with the risks and opportunities arising from socially responsible and environmental 
issues, and to disclose the practice of these processes. 
 
The US Experience 
 
The first ‘SRI’ fund was established in the US in 1928 as the result of pressure from 
temperance societies. Not surprisingly, the principle aims of the ‘Pioneer Fund’ was to 
screen out investments in tobacco or alcohol related companies. To some extent, 
however, this fund was the exception to early US based SRI trends. To a far greater 
extent than in the UK, large institutions such as pension funds and religious and 
charitable foundations have a long history of actively pressing for change in companies’ 
behaviour. One obvious reason for this is the sheer size of these institutions in the US 
relative to the UK (see section II below for details). However, as in the UK until recently, 
institutional investors have generally avoided investing on specifically SRI grounds – i.e. 
excluding ‘unethical’ stocks - so as not to contravene the ‘prudent man rule’.1 Instead, 
their focus has been primarily on shareholder activism as a means of effecting change.2 
 

                                                           
1 This is a reference to a rule first articulated in the case of Harvard College versus Amory. The Supreme 
Court of Massachusetts stated in 1830 that all that can be required of a trustee is that he conduct himself 
faithfully and exercise sound discretion and observe how men of prudence, discretion and intelligence 
manage their own affairs-not in regard to speculation, but in regard to the permanent disposition of their 
funds, considering the probable income as well as the probable safety of the capital to be invested. 
2 Shareholder activism has been primarily a US phenomenon. Until 2001 it was illegal in Canada, and has 
long been practically impossible in continental Europe. In recent years, however, the UK has seen some 
limited activity in this area: in 1997 a coalition of NGOs and church groups filed a resolution at Shell’s 
AGM calling for a more socially responsible approach; in 2000 BP’s AGM received a resolution objecting 
to activity in Alaska; RIO Tinto saw a resolution in 2000 calling on them to adopt the international labour 
standards proposed by the ILO.   
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The modern SRI movement in the US developed in the 1960s, with its roots lying in the 
civil rights movement and, crucially, opposition to the Vietnam War.  The first modern 
SRI fund established in the US – or anywhere else – was the ‘Pax World Fund’, which 
was started in 1971 to meet the desire of investors to avoid companies profiting from the 
Vietnam War. This launch came two years after the first SRI related shareholder 
resolution, which was submitted to the 1969 AGM of Dow Chemicals. This resolution 
explicitly questioned the company’s production of Agent Orange for use in the Vietnam 
War. The resolution was to be followed by increasing numbers of ethically motivated 
submissions to the AGMs of many large American companies as consumer activism 
gathered pace. 
 
The next significant moment in the history of US – and global – SRI came with 
opposition to the apartheid regime in South Africa.  The regime’s declaration of a State of 
Emergency in 1985 had a marked impact on the growth of US mutual funds applying SRI 
screens, with the funds invested increasing from $40 billion to $400 billion from 1984 to 
1986 (Sparkes, op.cit.). This increase in retail activity was mirrored in the rise of 
shareholder activism. However, unlike the earlier mobilisation of concerned consumer 
groups, this involved some of the largest pension funds in the US. In 1983 the state 
pension funds in Massachusetts were barred from investing in any companies that did 
business in South Africa. The move was soon followed by the Californian and New York 
City pension funds decision to issue strict guidelines on South African related 
investments. At this time these two pension funds were the largest in the US, with over 
$65 billion in assets. Pressure of this kind, in combination with threatened and actual 
consumer action had a significant impact on companies’ – not least banks’ – approach to 
business in South Africa. Crucially, of course, it would seem unarguable that these 
pressures on the South African economy had a significant role in the dismantling of the 
apartheid system. 
 
Since the collapse of the apartheid regime in South Africa, other issues have emerged to 
engage the interest of SRI concerned retail and institutional investors in the US and the 
UK. Of these, perhaps the most significant has been the growth of environmental 
awareness; again, the growth of SRI funds with specifically environmental concerns has 
clearly been affected by events such as the Chernobyl disaster and the Exxon Valdez oil 
spillage. More recently corporate social responsibility (CSR) issues have gained 
increasing prominence. 
 
Section II: The Current Scale of SRI 
 
As detailed above, the SRI movement has grown from the mid-1960s in a number of 
discrete but interconnected strands. These are: the rapid growth of SRI mutual funds and 
unit trusts in the US and UK; the increase in consumer-led and then pension fund led 
shareholder activism, primarily in the US but to a lesser extent also visible in the UK; and 
finally, recent regulatory reforms in Europe requiring pension funds to disclose the extent 
to which they take account of SRI issues. This section will detail the rise in SRI dedicated 
funds in the UK, the US, as well as in other regions, before concluding with the best 
estimate available of the current global scale of SRI. 
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The United Kingdom 
 
As mentioned above, the introduction of pension fund disclosure requirements in 1997 

represented a watershed in the history of SRI in 
the UK. In order to demonstrate the impact of 
this change, table 1 details the development of 
the different sources of SRI from 1997 to 2001. 
As can be seen, the scale of these funds has 
increased tenfold in four years to stand at £224.5 
billion by 2001. The increase in the proportion of 
pension fund and insurance companies assets 
ascribed to SRI is the most eye-catching part of 
table 1. From a position of zero in 1997, these 

two sources of SRI funds had come to represent more than 80% of the UK’s SRI universe 
by 2001.  
 
The United States 
 
Whilst the US has not seen pension fund disclosure legislation as in the UK and other 
European countries, its major financial institutions have followed a similar strategy to 
their European counterparts. Indeed, as table 2 demonstrates the growth of the SRI 
universe in the US has been just as dramatic as in the UK. Also, given the enormous size 
of the US financial sector, SRI dedicated funds there now dwarf those in the rest of the 

world. Whilst the 
growth of SRI in the 
UK in recent years has 
been primarily driven 
by the introduction of 
pension funds and 
insurance companies to 
the universe, the growth 
of US SRI has been 
much more driven by 
the screening of 

portfolios. By 2001 total assets in portfolios screened for one or more social issues 
reached $2.03 trillion, which represents over 11% of all professionally managed 
investments in the US.  
 
Whilst the growth of dedicated SRI mutual funds has remained reasonably constant from 
1999-2001 at around $150 billion, it is the rise of separate, privately managed accounts 
for institutions and individuals that has seen the most marked increase. The value of these 
accounts increased from $433 billion in 1997, to $1,343 billion in 1999, to $1,870 billion 
by 2001. 
 
 

Table 1. UK SRI Assets 1997-2001 (£bn) 
 

 1997 1999 2001 
Church investors 12.5 14.0 13.0 
SRI Unit Trusts 2.2 3.1 3.5 

Charities 8.0 10.0 25.0 
Pension funds 0.0 25.0 80.0 

Insurance companies 0.0 0.0 103.0 
Total 22.7 52.2 224.5 

Source: Sparkes (2002) 

Table 2. US SRI Assets 1995-2001 ($bn) 
Type of SRI 1995 1997 1999 2001 
Screening 165 529 1,497 2,030 

Shareholder activism  529 736 922 906 
Community investment 4 4 5 8 

Total*  639 1,185 2,159 2,340 
Source: Social Investment Forum (2001) 
‘Screening’ and ‘shareholder’ both include $84 billion 
 of assets in 97, $265 billion in 1999, and $601 billion in 2001 in portfolios 
 that both screen and conduct shareholder advocacy. The total calculation  
therefore takes this in account. 
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The Global SRI Universe 
 
Whilst the US, and the UK to a lesser extent, dominates SRI globally, other regions have 
seen a growth in interest as well as assets in the past decade. Table 3 gives an estimate of 
global SRI assets as of 2001. 
 

 
 
 
 
 
 
 
 
 

 
Section III: Criteria and Concerns 
 
The fact that SRI has grown out of particular concerns related to western religious ideals, 
and its evolution has been strongly affected by a variety of political issues – the Vietnam 
War, South Africa, environmental and globalisation concerns – has created a patchwork 
of SRI criteria to address these issues. Given the very different history, practice and 
concerns of the retail and institutional sides of the SRI equation, this section will detail 
existing practice in these two areas. 
 
Retail SRI 
 
The UK experience. 
As detailed above, the SRI industry in the UK has, until recently, been dominated by SRI 
funds targeting the ethically concerned individual. The first such fund to be launched was 
the Friends Provident Stewardship fund in 1984. Given the institution’s roots in the 
Quaker movement, this fund unsurprisingly took the approach of screening out 
investment in so called ‘sin stocks’. Areas to be avoided where tobacco, alcohol, 
gambling, involvement with oppressive regimes, the arms trade  or animal exploitation. 
Furthermore, however, it also adopted a positive approach wherein “the Trust aims to 
invest, as far as practicable, in companies whose products or services make a positive and 
healthy contribution to society”.3 Companies were to be targeted with good labour 
relations and good environmental records. Extensive research into company practice was 
then undertaken by independent SRI researchers, with a list of ‘approved companies’ 
being presented to fund managers to select from.  
 
At the time if its launch, even those responsible for the Stewardship Fund viewed it as a 
niche product that would possibly attract £5 million of funds. However, as we have seen, 
the quantity of funds invested in SRI unit trusts doubled every three years throughout the 
1990s so that, by 2001, it had reached £3.5 billion. 
                                                           
3 Friends provident marketing material 1987; quoted in Sparkes (2002:95) 

Table 3. Global SRI Universe (2001) 
 US$ billions UK£ Billions Euro billions 

United States 2332.0 16.302 2621.7 
United Kingdom 326.0 224.5 370.0 

Canada 31.4 21.6 35.0 
Europe 17.6 12.2 19.8 
Japan 1.9 1.3 2.2 

Australia 1.1 0.7 1.2 
Total 2710.6 1863.5 3049.9 

Source: Sparkes (2002) 
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Table 4 details the main issues that are negatively screened from UK SRI unit trust 
portfolios as of late 2002. As can be seen, the traditional ‘sin’ stocks still figure highly: 
97% of all portfolios screen for tobacco, for example. There would appear to be three 
main categories of screen: ‘sin issues’; environmental issues; and political issues. Unit 
trusts may focus on one or more of these categories, however, some issues seem to cut 
across these bounds and find there way into more than 50% of the portfolios considered. 
For example the sin stocks of tobacco, alcohol, gambling and pornography are very 
commonly screened. Those involved in the nuclear industry, arms manufacturers and 
companies involved in animal testing (usually, though not exclusively, for cosmetic 
purposes) are also commonly screened out. Interestingly, environmental considerations 
dominate the 10-50% category, with more specialist, and so diverse, issues occupying the 
bottom 10% category. It would seem likely that the predominance of screens for the sin 
stocks represents their founding role in the SRI industry, with later trusts following the 
example of their predecessors. Also, with environmental issues arriving later on the scene 
their was less call for existing funds, with a wider SRI remit, to necessarily take on board 
all of their issues of concern.  
 

Table 4. UK Unit Trust Negative Screening Categories 2002  
Almost always 

used 
(At least 90% 

of 
 portfolios) 

Generally Used  
(50-89 % of  
portfolios) 

Commonly 
Used 

(30-49% of  
portfolios) 

Rarely Used 
(10-30% of 
portfolios) 

Almost never used (less 
than 10%) 

Tobacco 
Armaments 

Animal testing 

Nuclear industry 
Alcohol 

Gambling 
Pornography 

Human Rights 
/oppressive 

regimes. 

Ozone 
depletion 
Pesticide 

production 
Intensive 
Farming 
Tropical 
Forests 

Pollution 
 

Fur industry. 
Environmental 

damage. 
Road Building. 

Advertising standards. 
Banking (debt). 

Health and safety. 
GMOs. 

Meat production. 
Greenhouse gases. 

Exploiting labour in 
third world. 
Fossil fuels. 

PVC production. 
 

Embryo research. 
Negative for Third world 

growth. 
Abortion 

Car production. 
Formula milk in 

developing countries. 
Env. Damage in 

developing world. 
Political donations. 
Endangered species. 

 

Source: Ethical Investors Fund Directory and authors own calculations  
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The most commonly used positive screens details an interesting contrasts. Whereas a 
similar number of issues are cited by trusts, there is a considerably lower degree of 
agreement on these issues. That is, no issue is mentioned by over 90% of trusts; only 
three make it into more than 50% of portfolios – the most commonly cited issue is a 
positive impact on the environment, which is mentioned in 67% of portfolios in one form 
or another. 
 
It would seem that it is easier for UK SRI unit trusts to agree on what they don’t like, 
than to agree on what they do. Presumably, as unit trusts in this area are increasingly set 
up in response to demand and who base their criteria on sometimes-extensive research of 
attitudes, these criteria represent the issues of most concern to UK ethically minded 
investors. However, is this actually the case? 
 
 
Table 6 below, details the most recent survey of SRI investors attitudes available. The 
survey was undertaken in 2001 and focused on a sample of the population known to be 
interested in SRI. The table lists the most important issues for these investors, and 
separates these into two categories: process/philosophy and products. 
 
 
 
 
 

Table 5. UK Unit Trust Positive Screening Categories 2002  
Almost 

always used 
(At least 90% 

of 
 portfolios) 

Generally Used  
(50-89 % of  
portfolios) 

Commonly Used 
(30-49% of  
portfolios) 

Rarely Used 
(10-30% of 
portfolios) 

Almost never used 
 (less than 10%) 

None. Benefit 
environment 

Benefit 
Community 
Good labour 

relations. 
 

Recycling 
Energy conservation 
& renewable energy. 

 

Healthcare. 
Public Transport. 

Transparency 
Wildlife conservation. 

Clean water. 
Education. 

Pollution monitoring. 
Family friendly 

Charitable giving. 
Organic/healthy food. 

Basic necessities. 
Equal opps. 

Health/Safety at work. 
Information 
technology. 

Corporate governance. 
Animal welfare. 

Alternatives to animal 
testing. 

No GMOs 
Safety/security 

products. 
Care for elderly. 

Housing. 
Individual/Human 

rights. 
Beneficial to third 

world (trade). 
Pro-life. 

 

Source: Ethical Investors Fund Directory and authors own calculations  
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Table 6: Key Issues for UK SRI Investors. 
Process/philosophy Importance % Product Importance % 
Third World People 97.7 Armaments 96.5 

Fair employment 97.7 Protecting environment 94.0 
Openness 96.7 Improving environment 91.1 

Efficient material use 94.8 Pornography 87.2 
Environment pollution 93.2 Tobacco 86.4 
Community relations 92.3 Gambling 81.6 
Repressive regimes 91.8 Nuclear power 81.5 

Sustainable materials 91.4 Basic requirements 71.5 
Animal test for cosmetics 89.3 Health 50.9 

Director remuneration 79.0 Alcohol 46.9 
Political donations 66.8 Animals; clothing 46.2 

Charitable donations 59.4 Animals; food 43.7 
Animal test for health.    

Source: Sparkes (2002) 
 
A number of points emerge from the relationship between individual concerns and the 
current practice of SRI unit trusts in the UK: 
 

• The highest correlation is between negative screens and products viewed as 
unacceptable. The most clear cut case is Armaments, which 96.5% of people view 
as important and 96.7% of trusts screen from their portfolios. The correlation with 
pornography, tobacco and gambling is also strong, however, the proportion of unit 
trusts screening these products out is slightly higher than the individual investors 
citing them as important issues. An exception, however, is with alcohol: whilst 
46.9% of individuals name this as an important issue, 70% of trusts screen out 
companies involved in tobacco production.  

• The high level of environmental concerns for both issues and products is 
generally reflected in the criteria of trusts. However, the proportion of trusts 
espousing environmental concerns is lower than the proportion of individuals with 
such concerns. This mismatch, particularly in relation to ‘philosophy’ is most 
likely due to the somewhat nebulous nature of these issues – that is, what 
constitutes an environmentally harmful or beneficial company activity may be 
open to some debate. This is less the case with environmentally targeted products 
such as pollution control and alternative energy sources on the positive side and 
ozone depleting products and harmful pesticides on the negative side. 
Unsurprisingly, therefore, greater correlation exists between individual concerns 
and trusts’ criteria on these issues. 

• The most striking mismatch, however, is between the 97.7% of individuals who 
cite ‘Third world People’ as an issue of concern and the very low, and diffuse, 
representation of these concerns in trust’s criteria. Admittedly 60% of trusts avoid 
investing in companies with links to oppressive regimes, but this is more a matter 
of human rights than pro-poor development. On the positive screening side, only 
3% of funds seek companies whose activities would be beneficial to growth and 
development in the third world. On the negative side 7% of funds avoid 
companies whose activities are ‘harmful’ to people in the developing world, while 
13% avoid companies who ‘exploit labour in the third world’. Again, one could 
speculate that this mismatch is primarily a product of the elusiveness of the 
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concept and its potential to create disagreement. That is, what is beneficial to 
‘third world people’? And how can this be measured in relation to the activities of 
companies? 

 
The US Experience 
 
Table 7 details the categories that are most excluded in the screens of US portfolios. As 

can be seen, tobacco is the 
most common screen, with 
enforcement of the 
international labour standards 
of the ILO the least commonly 
used. As in the UK, the ‘sin 
stocks’ figure prominently, as 
do the environment and issues 
relating to armaments. 
 
 

Again, significantly, there is no explicit mention of international development issues in 
these criteria. Indeed, there is very little in the way of implicit mention either. 
 
Unfortunately, no comparable example of SRI investors concerns exists for the UK. 
However, a number of differences have historically existed. For example, US SRI 
investors have traditionally been more concerned with a representative mix of senior 
management in terms of race and gender – this is reflected in the prominence given to 
employment equality above. Investors in the UK and Europe have been far less 
concerned with this issue, with the fair treatment of workers – in terms of pay and 
inclusion in decision-making – far more of an issue. 
 
Institutional SRI 
 
As noted above, the experience of institutional involvement in SRI issues has been quite 
different in the US and UK. The former has traditionally been exercised via shareholder 
activism, with screened SRI investment seen as likely to contravene the ‘prudent man’ 
rule. Shareholder activism in the UK has increased in prominence from the mid-1990s, 
however, this has primarily been the result of church based organisations and NGOs. 
1999, however, witnessed a significant change in the UK with pension funds now 
required to disclose their policies regarding SRI issues. Institutional investors have also 
been strongly encouraged to use their voting power to pressure companies in which they 
invest to behave in a more socially responsible manner. 
 
The UK Experience 
 As detailed in table 1 above, the level of institutional investors funds invested using SRI 
principles rose from zero in 1997 to £183 billion in 2001. This accounted for more than 
80% of total SRI funds invested in the UK. Of this £183 billion, £80 billion is invested by 
pension funds, and £103 billion by insurance companies. No clear data is available on the 

Table 7: US SRI Screening Categories 
Generally Used  
(At least 50% of  

portfolios) 

Commonly Used 
(30-49% of  
portfolios) 

Rarely Used 
(less than 30% of 

portfolios) 
Tobacco 

Environment 
Human Rights 

Employment equality 
Gambling 
Alcohol 

Weapons 

Labour relations 
Animal Testing 

Community Investing 
Community Relations 

Executive pay 
Abortion 

Birth control 
ILO standards 

Source: Social investment Forum (2001) 
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issues seen as important in this respect, however, a survey carried out by Just Pensions4 
in 2002 provided an insight into the attitudes of pension fund trustees to the different SRI 
issues. The results, though interesting, are not encouraging in the context of this paper. 
The methodology used was to question trustees on how, if at all, six areas of corporate 
behaviour linked to SRI would be likely to have a positive impact on the share price of 
FTSE 100 companies. 
 
Table 8 assesses trustees’ views of these issues over the short-term. 
 
Table 8: Pension Fund Trustees Attitudes on Short-term (1 year) Impact of Issues on Share prices.  

Issue Substantial 
Impact 

Some 
Impact 

No  
Impact 

Don’t 
know 

Good corporate governance 38% 52% 7% 3% 
Quality of consumer relations 26% 54% 15% 5% 
Good Employment practices 11% 52% 33% 4% 

Communication and transparency on social and environmental 
practices. 

5% 50% 38% 6% 

Effective environmental management. 4% 46% 45% 6% 
Respect for local needs in the developing world 3% 29% 62% 6% 

Source: Just Pensions (2002) 
 
Of the issues considered, it is clear that ‘respect for local needs in the developing world’ 
is viewed as the least significant issue, in terms of its likely impact on the share price of 
FTSE 100 companies. Given that pension funds now have a duty to disclose their 
approach to SRI issues, and assuming that they wish to combine this new-found 
enthusiasm for SRI with maximising returns, it seems unlikely that companies espousing 
SRI issues other than those relating to developing countries will be targeted. 
 
Table 9: Pension Fund Trustees Attitudes on Long-term (5-10 year) Impact of Issues on Share price  

Issue Substantial 
Impact 

Some 
Impact 

No  
Impact 

Don’t 
know 

Good corporate governance 52% 40% 5% 3% 
Quality of consumer relations 42% 47% 8% 4% 
Good Employment practices 30% 52% 14% 4% 

Communication and transparency on social and environmental 
practices. 

23% 54% 14% 4% 

Effective environmental management. 20% 62% 12% 6% 
Respect for local needs in the developing world 11% 50% 31% 8% 

Source: Just Pensions (2002) 
 
Table 10 details responses to the same question but over a longer time period. Whilst the 
number of trustees seeing developing country issues as likely to have some impact over a 
five to ten year period reaches 61%, this is still substantially lower than the impact seen 
as likely to arise from the other issues. Consequently, if there is a  ‘hierarchy’ of SRI 
issues for UK pension fund managers, ‘respect for local needs in the developing world’ is 
firmly at the bottom of it. 
 
 

                                                           
4 Detail of organisation. 
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The US Experience 
Table 2 above highlights the far greater importance of shareholder advocacy in the US 
than in the UK, with the quantity of funds controlled by investors involved in such work 
remaining above $900 billion in 20015. Of this total, $304 billion represents institutional 
assets that are solely involved in shareholder advocacy, whilst $601 billion is screened 
and involved in advocacy work. As detailed in table 10, the number of shareholder 
resolutions filed on SRI issues increased from 251 in 2000 to 261 in 2001, with the 
average share of the vote rising from 7.5% to 8.5%. Many resolutions, however, are 
withdrawn before a vote is called if the company in question responds positively, as is 
increasingly the case. 
 
Table 10: United States SRI Shareholder Resolutions (2000-2001) 

Issue Proposed 
2001 

Proposed 
2000 

Voted 
on 

2001 

Voted 
on 

2000 

Average 
vote (2001) 

Average 
vote (2000) 

Banking/Insurance 10 16 3 5 4.3% 5.3% 
Board Diversity 12 9 6 5 18.9% 19.9% 

Charitable contributions 4 9 2 5 2.7% 4.6% 
Energy 8 4 6 4 6.9% 7.2% 

Environment 1* 30 12 17 19 8.0% 6.7% 
Environment 2 19 22 12 14 5.9% 3.8% 
Environment 3 7 11 5 5 9.3% 7.5% 
Executive pay 17 20 13 14 9.6% 8.8% 

Global labour and 
environmental standards 

46 27 27 17 8.8% 8.2% 

Human rights 14 9 10 3 9.3% 7.2% 
Military 11 11 10 9 5.1% 7.0% 

Northern Ireland 11 8 5 6 17.5% 16.5% 
Pharmaceutical pricing 9 10 7 7 7.0% 4.7% 
Political contributions 12 12 10 9 5.8% 4.5% 

Tobacco 13 14 9 12 7.0% 5.9% 
Other issues 10 13 4 3 4.7% Na 

Total 261 251 156 150 8.5% 7.5% 
Source: Social Investment Forum (2001) 
* 1 = CERES. 2 = GMOs. 3 = climate change. 

 
The issues most raised are the environment (21.5%), global labour and environmental 
standards (17.6%), human rights (5.4%), and tobacco (5%). A variety of other issues such 
as board diversity, political contributions, military (?), Northern Ireland (??) and 
pharmaceutical pricing each account for a little under 5% of the total. Of these issues, 
none seem directly related to pro-poor development issues – contentiously, perhaps, I 
would argue that the high number of resolutions regarding global labour standards could 
well be sourced to the union movement anxious to protect its workers jobs rather than 
benefit the poor in developing countries. One exception to this would be resolutions 
concerning pharmaceutical pricing by US companies in developing countries. 
 
                                                           
5 . As we have seen, this differing approach of institutional investors reflects the fact that the US has not 
introduced the kind of regulation seen in the UK from 1999 relating to the disclosure of pension funds. 
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The main sources of shareholder resolutions of this type in the US are twofold. Firstly the 
Interfaith Center on Corporate Responsibility (ICCR), which is an association of 275 
Protestant, Roman Catholic and Jewish institutional investors with combined assets of 
$110 billion. Each year the ICCR sponsors more than 100 such resolutions. The second 
major group is the trade union movement as represented by the American Federation of 
Labor and Congress of Industrial Organisations (AFL-CIO). 
 
Section IV: The Potential Global SRI Industry? 
 
In section II we have examined the current scale of the global SRI industry, however, for 
the purposes of assessing the future growth of the industry, it is interesting to attempt to 
estimate its potential size. 
 
As in the previous section, this will again be divided into the retail and industrial sectors 
 
Retail UK/US 
 
As has been mentioned above, the UK’s SRI mutual fund industry doubled every three 
years throughout the 1990s, to reach more than £3 billion by the end of the decade. If we 

assume that this rate 
of growth were to 
continue, then by 
2008, the figure 
would be close to £24 
billion. This scenario 
is depicted in figure 1. 
Given the fact that the 
rate of growth in the 
1990s occurred in a 
rising market, this 
assumption is perhaps 
unrealistic. However, 
more recent evidence 
from the US, suggests 

that, even in a rapidly falling market, the total value of SRI mutual funds has remained 
constant. Thus, we can more realistically assume that SRI funds will hold constant in a 
bear market and expand rapidly as markets recover. One further factor is that recent 
corporate scandals – primarily in the US – as well as the collapse of the hi-tech bubble 
will be likely to cause retail investors to question previously acceptable investment 
strategies, and look for an alternative forms of investment: forms which sit more 
comfortably with a ‘socially responsible’ conscience. 
 
 
 
 
 

UK SRI Retail Funds: Actual and Projected 
Growth (1990-2008)

0

10000

20000

30000

1 2 3 4 5 6 7

1990-2008

£ 
m

ill
io

n



 14

Global Institutions 
 
Whilst the increase in the involvement of institutional investors has had a dramatic 
impact upon the scale of the SRI industry – particularly in the UK -, the current total 
remains a tiny fraction of the sums invested globally by institutional investors. To 
illustrate this, table 11 below provides details of the total assets of pension funds that 
might be expected to have proclivities towards SRI type investments. Funds considered 
suitable in this regard are the following: 
 

• Public sector pension funds – i.e. State/City/Local Authority employee pension 
funds.  

• Education pension funds – teaching bodies/universities. 
 
Clearly it would be wrong to assume that all of these bodies would be interested in SRI 
investments. However, given the profile of the average SRI investor in the US and UK – 
disproportionately represented in education and public sector work – it can reasonably be 
assumed that such investments would be positively received by the members of these 
pension funds. A further factor is that State and City pension funds in the US have long 
been some of the most vociferous campaigners for a more socially responsible approach 
by the companies in which they have major shareholdings.7 It is interesting to note that 

the pension funds seen as 
potentially suitable for SRI type 
investments, on the basis of the 
values of their members and their 
history of shareholder activism, 
dominate the list of the world’s 300 
largest pension funds. That is, the 
total figure shown in table 11, 
represents more than half of the 
total assets of the ‘Top 300’. 

Furthermore, it could be argued that this figure underestimates the true total, as many 
smaller pension funds that are not one of the biggest 300 globally, might be expected to 
also be potentially suitable for SRI investing.  
 
As well as the arrival of UK pension funds on the SRI scene, the UK has also seen a 

substantial influx of funds from 
insurance companies. Table 12 gives 
details of global insurance company 
assets as of 1999. Given the possibility 
of incurring significant liabilities in the 
future as a result of, for example, 
environmentally damaging business 
practices, the insurance industry has long 

                                                           
6 Other = Church, hospitals, railways, police, post office, UN, World Bank, public service broadcasters. 
7 See p.4 for details of early moves of this type by the Californian State and New York City pension funds 
in relation to South Africa. 

Table 11. Pension Fund Assets 2002 
Category Size ($million) 

US State and City Public Pension Funds 1,359,000 
Non-US Public Authority Funds 606,000 

US Teachers Pension Funds 521,000 
Non-US Teachers Pension Funds 257,000 

Universities 80,000 
Other6 161,000 
Total 2,984,000 

Source: Watson Wyatt (2003), and authors calculations. 

Table 12: Global Insurance Company Assets 1999 
Region Assets ($billions) 
USA 4071.52 
Japan 3151.68 

Eurozone 1861.7 
UK 1609.32 

Total $10,694.22 billion 
Source: IMF, Global Financial Stability Report (2002) 
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taken a lead in assessing the likely scale of future liabilities. Consequently, if only for 
their own future financial well being, such companies are also likely to have a interest in 
encouraging more socially and environmentally responsible business practice. 
 

 It is, of course, difficult to assess 
the degree to which global 
institutions might allocate assets to 
SRI type investments. However, the 
UK does provide some indication. 
As we have seen in table 1, the UK 
insurance industry invested £103 
billion in SRI assets as of 2002. 
Table 13 details the total value of 
UK insurance company assets 
invested. As we can see, total assets 
have fallen by a third since 1999, 
which is pretty much what one 
would expect. Assuming that the 
figure of £103 billion is still 
reasonably accurate, this would 
amount to 10% of all UK insurance 
company assets invested today. If 
we were to extrapolate this figure 
globally – also reducing the global 
figures by one third and excluding 
the UK – we arrive at the figure of 

approximately $600 billion that could potentially be invested on SRI principles if the 
global insurance industry were to take the UK’s lead. Furthermore, if we extend the 
assumption of 10% SRI asset allocation to the pension fund industry as selected above, 
we have a further $298.4 billion. However, if one extends this approach to all of the top 
300 pension funds the figure becomes $543.5 billion. The impact that this shift in the 

asset allocation pattern of global institution investors 
would have immediately on the scale of the global SRI 
industry is highlighted in table 14.  
 
Three questions arise at this point: firstly, what are the 
obstacles to institutional investors making this shift? 
Secondly, even if they were to do so, would this be 
beneficial from a pro-poor development perspective? 
Finally, and crucially, how could the positive 
developmental impacts be increased? 
 
 
 
 

 

Table 13: UK Insurance Company’s 
Invested Assets 2003 

UK public sector securities (including gilts) £140 billion

Overseas public sector securities £47 billion

UK ordinary stocks and shares £307 billion

Other UK company securities £113 billion

Overseas ordinary stocks and shares £130 billion

Other overseas company securities £62 billion

Unit trusts £69 billion

Property £76 billion

Other investments £116 billion

Total Insurance Investment Holdings             £1,060 billion

Source: Association of British Insurers (ABI) 

Table 14: Actual and Potential 
Global  SRI Industry 

 US$ billions 
Actual 

United States 2332.0 
United Kingdom 326.0 

Canada 31.4 
Europe 17.6 
Japan 1.9 

Australia 1.1 
Actual Total 2710.6 

Additional Potential 
Pension funds 543.5 

Insurance Companies 600.0 
Potential Total 3854.1 
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Section V: Can This Potential be Realised? 
 
The most obvious obstacle to a large switch in the asset allocation of institutional 
investors is the performance of SRI approved companies. That is, both the ‘prudent man’ 
rule in the US and other widely accepted concepts of fiduciary responsibility would 
prevent SRI investments if they were to produce lower overall returns than mainstream 
investments. However, is this in fact the case? The UK ethical research body EIRIS, 
conducted extensive research to assess relative performance throughout the 1990s. The 
results demonstrate that, at least on performance grounds, no obstacle exists to increasing 
SRI allocations for institutions in the UK. It is likely that these results would also be 

applicable on a global 
basis. As can be seen, only 
one of the indices 
considered underperformed 
the FTSE All Share over 
the period under 
consideration. This is 
perhaps even more striking 
given that the 1990s 

witnessed the longest and largest bull market in history.  
 
More recent research (West LB Panmure, 2002) confirms EIRIS’s findings. Their 
conclusion after a lengthy and exhaustive econometric study is that “sustainability pays 
off”. Whilst they accept that an SRI approach entails a systematic deviation from a 
Markowitz style efficient frontier, they point out that this is no different from many other 
mainstream investment style. For example, value or growth strategies, or any sectoral or 
regional focus, also restricts the investable universe and so leads to a theoretically lower 
risk/return trade-off. They conclude that, after adjusting for markets, style and size 
factors, the SRI investment ‘style’ produces an estimated excess monthly return of 
0.17%. This is equivalent to an annualised excess return of 2.1%. 
 
Thus, from a risk/return basis, there would appear to be no obstacle to a significant shift 
in assets from institutional investors towards SRI approaches. However, to what extent 
would this be beneficial to the poor in the developing world, and what are the specific 
obstacles in this case? 
 
Potential SRI and Developing Countries 
 
As we have seen in section III above, despite the current scale of the SRI industry, very 
little of this investment is dedicated to pro-poor development issues. This seems rather 
strange. The strangeness is particularly evident on the retail side, where individual 
investors, in the UK for example, tend to cite ‘the poor of the third world’ as a major 
concern. Yet, the current practice of SRI unit trusts does not seem to cater for this 
demand in any significant way. It seems likely that this largely is due to the room for 
disagreement: depending on one’s perspective, a company’s activities in a developing 
country could be enriching and beneficial, or rapacious and exploitative. However, given 

Table 15: Relative Performance of SRI  
Indices ‘v’ the FTSE All Share 1990-1999 

Index Relative Performance 
The Charities Avoidance Index +0.08% 
The Environmental Damage Avoidance Index +1.61% 
The Responders Index +0.53% 
The Ethical Balanced Index +0.34% 
The Environmental Management Index -0.61% 
Source: EIRIS (1999) 
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the clear demand for retail funds to address these concerns, there does seem an obvious 
gap in the market. One possible solution would be to draw up - possibly in conjunction 
with INGOs and representatives of policy-makers and businesses in developed and 
developing countries – a set of guidelines (criteria) against which the performance of 
developed and developing country companies could be assessed. Once established, 
existing or newly formed SRI ‘ratings agencies’ could assess companies’ performance 
and assign a SRI ‘development’ rating. This would allow unit trusts set up on these 
principles to access relevant company information that would be nationally and 
internationally comparable. Furthermore, the existence of such a system would provide 
an incentive for new and dedicated trusts to be established, knowing that the retail 
demand existed and that front-loaded research costs would not be prohibitive. 
 
These reforms would also be of benefit to institutional investors, of course. However, 
specific obstacles also exist to the full engagement of these investors with the emerging 
and developing country asset class. Institutional investors generally have long-term 
liabilities, which require a reasonably consistent rate of return on their investments to 
meet: certainty is what is desired. In contrast to retail investors who often select a fund 
manager on the basis of her being in the top quartile of her peers in performance terms, 
institutional investors are wary of the risks that have to be taken in order to achieve that 
performance. Consequently, their concern is to not underperform rather than to 
outperform: thus one place above the median performance in the peer group would be 
optimal. An obvious problem then in relation to developing and emerging country 
investment for institutional investors is the historically greater levels of volatility, and 
therefore uncertainty and risk, which the asset class displays. Thus, even if they wished to 
increase their SRI allocations, they are likely to be put off doing this in a developing 
country context; instead looking for SRI exposure in the developed world. 
 
How could this be addressed? 
 
In an ideal world emerging and developing country investments would be very attractive 
for institutional investors. Low levels of correlation between the developed and 
developing worlds provides valuable opportunities for diversification of the portfolio. 
Furthermore, given demographic shifts in the developed world – particularly with the 
proportion of pensioners rising relative to those in work – pension funds will need to 
ensure a higher rate of return than has been the case in the past. This need is of course 
exacerbated by sharp falls in the value of many western pension funds, which have left 
many funds with a shortfall in their funding arrangements. Consequently, the inherent 
growth premium in the developing world, coupled with their undoubted diversification 
benefits, should make emerging and developing countries an attractive place for 
institutions to invest. That this has not already occurred must be in large part a 
consequence of the greater uncertainty, and thus volatility, in these markets. What is the 
source of this volatility? 
 
One explanation, particularly in equity markets, is the greater uncertainty associated with 
valuations. With a variety of risk premiums being applied in different markets at different 
times, and the level of these premiums often changing far more rapidly and significantly 
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than in the developed world, the discount rate that is commonly used as part of a 
discounted cash flow (DCF) model to determine the current value of companies also 
changes frequently. Any change in this rate inevitably causes a large change in the 
accepted valuations of the companies in question: thus ‘fair value’ is a far more uncertain 
concept in the developing world than is the case in the developed world. Given this 
context, the proportion of contrarian players in these markets is bound to be lower, as 
such players will have far less confidence that, once they have identified a stock trading 
at a discount, the rest of the market will also come to recognise this – thus raising the 
price of the stock and providing the contrarian player with his return. An equally likely 
occurrence in emerging markets, is that the fall in the stock – or stock market – will not 
be arrested by the activities of contrarians but will continue in a self-perpetuating fashion. 
The same is of course true in a bull market; this process creates an environment more 
conducive to momentum players who thrive on this level of volatility. Thus contrarian, 
long-term and institutional investors are, in effect, driven from these markets. 
 
In order to address this issue in the context of SRI, I would propose the following: 
 

• If the volatility that acts as a disincentive to institutional investors is related to the 
higher levels of uncertainty over valuations in these markets, more certainty must 
be provided. 

• One of the reasons why many commentators think that SRI indices have a 
tendency to outperform mainstream indices is the higher levels of research that 
goes into the companies. Thus SRI investors typically demand a greater level of 
information on the companies in question, information that is not restricted to a 
narrow financial focus, but encompasses the activities of the companies in a more 
holistic way. Consequently, firms identified as succeeding and likely to continue 
to do so, have been more thoroughly researched than their mainstream peers: this 
makes the positive assessment of investors more likely to be accurate. That is, a 
higher proportion of firms identified as likely to succeed actually will succeed. 

• Thus, assuming that widely acceptable pro-poor SRI guidelines could be 
formulated for companies in both the developed and developing worlds, 
companies attempting to access this market – and perhaps acquire a ‘development 
rating’ – would have to be open to research into their business practices. In the 
developed world this would ensure that companies espousing developmental 
principles were following them in practice. However, in developing countries the 
process could have more significant repercussions: 

• I would propose the establishment of specialist indices within developing 
countries or regions set up on principles of sustainable growth that benefits the 
poor. Companies wishing to list on the exchange would have to meet specific 
listing requirements relating to transparency, comparable accounting standards 
and so on. Furthermore, the process of acquiring a rating of the type described 
above would involve rigorous research into the companies’ business practices. 
The result of this would be that the companies listed on these exchanges would be 
thoroughly researched, with their positive and negative attributes more clearly 
understood than is often the case with developing country companies. As a result 
uncertainty would be lower; more consensus over fair value would exist; 
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contrarian and longer-term investors would have more confidence to buck market 
trends – volatility would therefore decrease. Given this changed environment, the 
obstacles to institutional investors increasing their investments in the developing 
world would be reduced. The influx of such investors into these markets would be 
expected to hasten this virtuous circle as more stability was brought, and the 
undoubted potential benefits of these markets released. Furthermore, if this was 
done in the context of SRI, tailored to development needs, institutional investors 
would be achieving diversification and risk/return benefits from such investments. 

• Once these markets had matured to some extent, it is possible to imagine IPOs 
being possible, with SRI-development oriented investors being able to directly 
contribute to both development and style of development. 

• The establishment of such indices would also be beneficial to retail funds 
accessing the same markets. 

• By providing a conduit for the funds of developmentally minded ethical investors 
in the developed world, indices of the type described would also address the 
liquidity problems associated with many developing country markets. 

 
 
 
 
 
 
 
 


