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Abstract

Companies do not stand apart from the rest of society. They are an integral and pervasive part of it. Given the size of the business sector and the financial means at its disposal, it has a substantial influence on the society within which it is imbedded. The other actors need therefore to apply the means at their disposal to ensure that the corporate sector plays no more than its role, and that it plays fair.

The ethical investment movement divides into two main currents. One seeks out companies which correspond to certain ethical norms and invests in them; the other engages the companies in continuing dialogue to influence their social and environmental behaviour.

Finally, this presentation offers one set of answers to the four questions specifically addressed to the members of the panel.

Companies are part of civil society

Companies are an integral part of civil society. A wide range of agents is affected by their activities; they consequently have a stake in what the company does. Sometimes it is a stake they choose and sometimes it is one thrust upon them willy-nilly. Various lists of stakeholders can be found in the literature; they normally include:

· employees

· shareholders

· other providers of funds

· customers 

· suppliers

· the local community

· the wider community

· government at various levels

· etc.

Any single individual can play several stakeholder roles at once: he or she may be an employee, a customer and a shareholder individually or through his or her pension fund; he or she may live downwind from the factory, smelling its effluvia and sweeping up its dust, but enjoying the local orchestra which the company supports and admiring the gardens planted in front of the company's offices. Wherever he or she lives, no matter how far away, he or she is feeling the results of the global warming to which the company's fuel consumption contributes.

Conversely, some stakeholders may wish to deny their role, even to themselves. Thus for instance there are shareholders for whom the company is merely a name in a stock market list. They have bought the share in the hopes it will provide an attractive yield, especially thanks to a short-term capital gain – or even more ethereally as an underlying asset for a derivative; they do not want to get involved in the company of which they are none the less owners for the time being.

Companies are furthermore part of civil society in that they influence the way society works and its very values, through:

· the products they produce: consider the cultural role of the automobile and the political battles between those who act in the light of the view that it is a symbol of individual freedom on the one hand and those who consider it simply as one among many means of transport on the other. Consider also the role of the media on shaping opinions and culture, to such an extent that in the shade of WTO a battle is under way over the need for a "cultural exception" to free trade 

· the arguments and methods corporations use to persuade the market that their products are desirable: they are a further way in which they influence culture at large. 

· their efforts to create social conditions favourable to their activities. The argument about the cultural exception avoids the full depth of the problem epitomised by the pensée unique defended by the university faculties of economics or business administration which corporations support, whether through financial grants or by polishing their prestige by hiring their graduates. 

· the influence they bring to bear on political authorities to establish a regulatory framework favourable to their activities; while it contributes to shaping the framework in which civil society functions, it is in itself one of the functions of civil society. 

Who will throw the first stone?

No one is perfect. Everyone makes mistakes; everyone has shortcomings. Indeed people may legitimately disagree about what counts as proper behaviour. Companies are human constructs. Those whose outlook is rooted in the individualism of the market will doubtless agree that social constructs are unlikely to be more perfect than the people who build them. It is therefore impossible to draw up a list of completely "clean" companies. As with people, one needs to congratulate them when they behave well and scold them when they don't. This involves keeping in regular touch with them. Active dialogue takes time.

How many things can you do at once?
 

People with savings to invest generally have other things to do as well. They have little choice therefore but to delegate some of the work to intermediaries. 

The easiest but also most complete form of delegation is to invest in ethical and/or green funds which will in turn invest in companies which meet certain standardised norms. These funds often choose their investments on the basis of a checklist of criteria. The list has to be fairly simple if the busy saver is to read it, but also in order to attract a wide enough range of savers, and therefore enough savings, to make the management of the fund financially viable.

Another solution is to join with others in a shareholder movement which on behalf of its members will engage companies in dialogue on their social and environmental conduct. This is what Actares does for instance. Movements like ours have however discovered that if we want 

· our members, 

· the companies with which we engage, 

· other active participants in civil society and 

· the general public 

– and we need all of them to be effective – to understand the principles we defend we cannot avoid being selective in our campaigns, choosing a small number of issues which are of public concern and topical. 

The four specific questions

Members of this panel were asked four specific questions. Here are the brief answers I propose:

What is the impact of ethical investment criteria on the behaviour of companies?

It depends.

Some companies try sincerely to meet them because they are convinced that they correspond to proper behaviour. Others make a show of meeting them because they see it as being in the interest of their image. Yet others make no effort at all.

However, in so far as they appeal to the public imagination they contain a latent threat of ultimate obligatory regulation. Some even unsympathetic companies will bend to the pressure in order to head off the threat. 

What is the impact of ethical or unethical behaviour on financial markets?

We shall take this question to refer to the share price or credit rating of the companies concerned.

A large number of studies have been made to try and determine whether there is a relationship between the ethical behaviour of companies and their stock market performance. They have normally focussed on baskets of ethical investments (e.g. ethical investment funds), but also of companies reputed to be especially nasty. The results are inconclusive: one cannot confidently assert that more ethical companies perform better or less well than others in this regard. 

On the other hand, dramatic scandals like ecological disasters certainly have a negative effect on share prices – for a while, until the disaster is forgotten. Disaster management is the object of study in business administration courses: it is a special topic within public relations!

How to assess a company's ethical performance?

There is a short answer and a long answer.

Short answer: check it against a checklist of norms. Any number of such lists is available. GRI is a particularly ambitious and valuable one. 

Companies which feel moderately concerned tend to try to show they meet the best-known of these lists, because that is the easiest way to respond to the expectations of the concerned public. One result is that the lists which have a head start in public awareness have the advantage, even if they have drawbacks or - even worse – biases, relative to others.

The danger with the checklist approach is that the indicator can be taken for the objective: there are many ways of polishing an indicator while continuing with one's unregenerate practices behind the glitter.

Long answer: get to know the firm intimately and understand its fundamental ethos. This is far and away the better method, but how to communicate the feeling which results to a distant and anonymous public? It certainly can't be conveyed through standardised indicators. Besides, financial advisers or intermediaries and large investors who follow this route run the risk of falling foul of the laws against insider trading – a paradox which deserves more attention than we can give it here.

What is the role of NGOs, trade unions, pension funds, governments in this process?

Government is the odd one out in this list. Government, including intergovernmental structures, has a distinct role: to establish and enforce the rules within which both the companies and the civil society organisations are allowed to function (Civil society of course has a role to play in formulating and indeed checking the enforcement of the law). Laws however can only set the outer limits to acceptable behaviour; within those limits there always remains an area where social norms determine acceptable behaviour.

Governments, like people, can play more than one role at a time. Governments can be shareholders. Actares has local authorities among its members.

To influence the social and environmental behaviour of enterprises, there is much to be said for broad coalitions of civil society organisations. Each type of organisation among those just mentioned has its particular angle and membership. Whenever their interests coincide, they can only gain in influence by working hand in hand. On the other hand, their interests will not always coincide, so there is nothing wrong with alliances which are tactical and shifting.

� Actares - Shareholders for a sustainable economy, is an association of direct or indirect shareholders which engages in dialogue with companies quoted on the Swiss stock exchange about the social and environmental impact of their activities. � HYPERLINK "http://www.actares.ch" ��www.actares.ch� 


� The list is presented in no particular order.


� For a fuller treatment of the question sketched in this section, see Jean-Michel Bonvin, Paul H. Dembinski, Edouard Dommen & François-Marie Monnet, Les fondements éthiques de l'investissement responsible, Genève, Observatoire de la finance, 2002. � HYPERLINK "http://www.obsfin.ch" ��www.obsfin.ch� 





