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i L.
Answer the following three questions in relatior to ARTICLE by Clark Moeller

“Socially Responsible Investing”, at the 20th Annual conference of the
Educational Conference of Health, Welfare and Pension Plans, 1984, Write you

answers in English.

1. What are advantages of Socially Responsible Investment?
2. What are major factors that interfere with Socially Responsible Investment?

3. Summarize this article in one paragraph.

+++[Socially responsible investing (SRI)] involves power, money, conflict, but,
unfortunately, no sex. SRI has been getting a lot of press in the last several years
because it involves issues of social justice and often a David and Goliath drama.
I'll give you a brief overview of what's happening.

Unions are beginning to exercise their leverage as stock holders. Many churches
are deeply involved in using the power of their stock ownership to influence
companies to change their policies and procedures. Colleges are involved and now,
more and more individual investors are beginning to look at how their investments
match up with their sense of social justice. ‘

The issues these investors consider important cover wide issues such as apartheid
in South Africa, nuclear weapons manufacturing, worker safety, job protection,
environmental protection; or the dumping of unsafe or useless drugs in third world
markets.

Before 1 go further, I'll define SRI. There are two reasons for SR, four
approaches, and four steps to follow.

1. The first reason is the simple issue of consistency. Why capitalize and finance
a company whose practices or products you find socially irresponsible? Why
finance and capitalize a company who practices racial discrimination,
environmental degradation, or union busting. SRI is a relatively simple matter of
putting your money where your mouth is — getting your behavior consistent with
your ethical principles. On a personal level, acting in accordance with your beliefs

is an important part of being a whole person.



2. The second purpose for SRIis to change the behavior of a company.

As an investor you have FOUR APPROACHES for accomplishing these
objectives.

1. You can Divest the securities of companies whose practices you disagree with.

2. Second, you can selectively invest in companies that are doing a good job in
areas which you feel are socially important. |

3. Third, you can vote your proxies on resolutions of social concern. That is,
voting against management on issues where you feel they should change their
practice. -

4. And fourth, you can try to persuade management to change its practices by
engaging them in a dialogue or negotiation.

Frequently, institutional investors will employ all four strategies at once. They
will try to engage in a constructive dialogue with the company. They may target
companies for shareholders' resolutions whose practices they want to change and
they will vote their proxies accordingly. They may divest from companies which
they don't want to support and selectively invest in other companies.

Finally, there are FOUR: STEPS to responsible investing;

1. You need to define your criteria or principles about what SRI means to you.

2. You need the facts about a company so you can make fair and reasonable
judgments. |

3. You must make investments that are consistentwith your criteria and the facts,
and '

4. Fourth, you must monijtor your investments and the companies because
situations chan.ge over time.

There are three major factors interfering with socially responsible investing.
These can be summed up in the acronym BIC, BIC stands for brokers, indifference,
and consensus.

1. Most brokers and financial managers have a negative incentive to use SRI
criteria because it costs them money. Researching the information to make
intelligent decisions for socially responsible investments increases expenses

because time is money. Secorid, as criteria other than financial criteria are



introduced into the investing process, the broker or financial manager begins to
lose control and the client begins to exercise a greater degree of direction. And
third, in general, the investment community is very conservative and holds a
Milton Friedman business philosophy. _

2. However, the principal problem in developing an effective program of socially
responsible investing lies with the investors on campuses began to themselves.
Most investors are indifferent. Most investors don't think about their social
responsibilities and don't connect the power of their investment dollars with the
impact they are having on the com'munity.

3. And third, it is difficult among organizations to develop a consensus of SRI
priorities. | think this is a particular problem for unions. But it is not an impossible
problem to overcome.

Finally, you can make money as a responsible investor. The evidence supports
this position and so does simple logic. Last year, the Calvert Social Investment
Fund was the best performing in its classification. Certainly, that doesn't prove
the point, but it's an indication. As we all know, the best performing funds in one
year can be the worst performing funds the next year. That's certainly true for
funds which make no pretense of being socially concerned.

To date, the research that has evaluated the return on investment for a socially
responsible portfolio shows you pay no premium for your principles. The best
documented study was conducted for the California Employees' Pension Fund
three years ago by the Council of Economic Priorities of New York City.

Simple logic also argues that you can be a responsible investor and make money.
If you chose to divest the securities of U.S. companies with facilities in South
Africa, you would be divesting about 206 companies. That leaves 95 percent of
the publicly traded companies available for consideration of the 4000 securities in
the stock market. The investment manager who has difficulty in finding good
investments among 95 percent of the available securities is just plain lazy.

In summary, socially responsible investing is a viable strategy for making your
investment behavior consistent with your principles and promoting social justice.

And —you don't have to sacrifice a good return on your investment in the process.

(o) ‘ .
Clark Moeller, Socially Responsible Investing: You Still Can Make Money, from Vital Speeches of the Day 549 , 1984, pp.651-652.

Reproduced with permission of the author.
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MREND. ROFEXVE. Joseph B Stiglitz, Making Globalization Work, W. W.
Norton & Company, 2006, pp. 70-720—¥F8Td. BEMSHRLAEIN,

Countries often need time to develop, in order to compete with foreign companies; to get
this time, they may have to protect their nascent industries temporarily. The standard
argument for free trade is based on efficiency. More goods can be produced with given
resources if each country focuses on its own comparative advantage. But even more
important in determining the pace of growth in developing countries is how fast they
acquire the knowledge and technology of the advanced industrial countries. We saw in
the last chapter that developing countries not only lag in resources but also in technology;
for achieving sustained growth, closing the knowledge gap is more vital than improving
efficiency or increasing available capital. The question is: how best to learn? Some argue
that the best way—probably the only way—to learn how to produce steel is to produce steel,
as Korea did when it started a steel industry. At the time, its comparative advantage was
growing rice. But even if Korean farmers became the most efficient rice producers in the
world, their incomes would still be limited. The Korean government realized that if it was
to succeed in becoming developed, it had to transform its economy from agriculture to
industry.

If developing countries are to enter into such industries, those industries have to
be protected until they are strong enough to compete with established international giants.
Tariffs result in higher prices—high enough that the new industries can cover costs, invest
in research, and make the other investments that they need in order to be able eventually
to stand on their own feet. This is called the "infant industry argument” for protection. It
was a popular idea in Japan in the 1960s—and in the United States and Europe in the
nineteenth century. Most successful countries did in fact develop behind protectionist
barriers; critics of globalization accuse countries like Japan and the United States, which
have climbed the ladder of development, of wanting to kick the ladder away so that others
can't follow.

Advocates of free trade respond with two main criticisms of the infant industry
argument. First, they say, the appropriate response is not protection; if in the long run the
firm will be profitable, it can obtain a loan to tide it over the hard times. In the real world,
however, new firms have a difficult time getting capital. The United States government
has only partially overcome this problem by having a Small Business
Administration(SBA) that provides loans for small businesses.(The U.S. shipping and
logistics giant FedEx began with an SBA loan.) In developing countries, these problems
are even more acute.

-11-



Second, critics argue that, too often, protected infants never grow up, and demand to
be permanently insulated from outside competition.

More generally, special interests grab hold of any argument, including the infant
industry argument, to push protectionist measures in pursuit of higher profits~—which
impose enormous costs on the rest of the economy. In Bangladesh, protection of textile
producers puts apparel makers in jeopardy by raising the cost of raw materials. These
experiences are a warning for any country contemplating using protection as a basis for
encouraging new industries.

But the politics of different countries differ, and there is nothing inevitable in such
a political failure. East Asia did manage to wean its infants; the question is whether others
have political systems capable of doing the same.

One of the responses to the last criticism of the infant industry argument is to focus
on broad-based protection, a uniform tariff on, say, manufactured goods. This is the
approach of the infant economy (as opposed to the infant industry) argument for
protection. Without protection, a country whose static comparative advantage lies in, say,
agriculture risks stagnation; its comparative advantage will remain in agriculture, with
limited growth prospects. Broad-based industrial protection can lead to an increase in the
size of the industrial sector, which is, almost everywhere, the source of innovation; many
of these advances spill over into the rest of the economy; as do the benefits from the
development of institutions, like financial markets, that accompany the growth of an
industrial sector. Moreover, a large and growing industrial sector (and the tariffs on
manufactured goods) provides revenues with which the government can fund education,
infrastructure, and other ingredients necessary for broad ~based growth.

(Hi )

Joseph E. Stiglitz, Making Globalization Work, pp.70-72. Copyright © 2006 by Joseph E Stiglitz.

Used by permission of W. W. Norton & Company, Inc.

This section may not be reproduced, stored in a retrieval system, or transmitted in any form or by any
means without the prior written permission of the publisher.
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(1]

The Multinationals and American Policy

As Jacob Viner has pointed out, from the initial movement of
American capital and' corporations abroad the State Depart-
ment and the White House have sought to channel Anierican
foreign investment in a direction that would enhance the for-
eign policy objectives of the United States. With respect to
the foreign expansion of the multinational corporation,. these
objectives have been seen as maintaining America’s share of
world markets, securing a strong position in foreign economies,
spreading American economic and political. values, and con-
trolling access to vital raw materials, especially petroleum.

In the area of manufacturing, American multinationals have
exercised influence over the location of economic activities, in-
dustrial production, and technological development. They have
created an international division of labor between corporate
centers in the home economy, where decision, finance, and
research are located, and the branch-plant economies of the
global periphery. In a world in which - interaffiliate sales con-
stitute a very high fraction of world trade in both manufactur-
ing and commodities, - the multinationals exercise a strong
influence over the locus of manufacturing, the international
balance of payments, and, in general, the nature of the inter-
national division of labor. They determine in large measure the
distribution of gains in the world economy.

With respect to extractive industries, American multinationals
have largely controlled the industrial world’s access to petroleum
and many other raw materials. Through the instrumentality of
the MNC, the United States has sought to prevent its exclusion
both from world markets and from sources of raw materials,
to influence the policies of other states, and generally to enhance
its position in the world.

The resource multinationals have been of considerable eco-
nomic and political importance to the United States in a num-
‘ber of ways. American raw materials investments, in addition
to being important earners of foreign exchange, have insured
that American customers have had preference during periods
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of scarcity. During wartime, though with decreasing success,
the United States has sought through pressures on the MNCs
and host governments to keep raw material prices from rising,
Thus, through encouraging and exercising influence over the
natural resource multinationals, the United States government
has sought to achieve security of supply and to restrain price
increases. In the words of a report of the Council of the Amer-
icas, “Private foreign investment . . . assures access to supplies
of raw materials.” - '

In addition to the above, three aspects of the overseas expan-
sion of American multinational corporations have been of par-
ticular political importance. The first is the perceived role of
these corporations in the creation of a liberal international eco-
nomic and political order. One of the major rationales or justifi-
cations for American corporate expansionism and penetration of
other. economies is that they are the contemporary world’s fore-
most instruments of economic development. Through the trans-
fer of American technology and the free: enterprise tradition,
they are helping to create the democratic and pluralistic world
of the American liberal vision. They are the means to fulfill the
American ideological commitment to a peaceful and interde-
pendent world in which economic cooperation and growth would
supplant the clash of national rivalries.

A second aspect of the multinational corporation which has
been of particular political importance has been the role of the
international petroleum companies. Through their extensive de-
velopment of Middle Eastern and other foreign sources of oil,
these oil multinationals guaranteed the non-Communist world

a secure supply of relatively cheap energy. This energy fueled
Western Europe and Japan’s rapid industrial growth for several
decades. Relatively cheap oil from the Middle East and else-
where facilitated the growing interdependence of the world
economy. It may well be that rapid economic growth based on
‘this oil supply was as responsible for economic cooperation
and interdependence as economic interdependence was respon-
sible for growth.
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For the United States, the oil multinationals’ near-monopoly
of the non-Communist industrial world’s supply of energy and
their influence over Europe’s arid Japan’s oil was an important
source of unity. To encourage further expansion and make more
secure the position of the oil companies in producing areas,
particularly the Middle East, the United States, as we have
~seen; granted major tax concessions to the companies. This
situation meant that the United States acquired leverage over
policies it opposed. In 1956 the oil weapon was used with dra-
matic effect by the United States. To force British and French
‘withdrawal from the ill-fated Suez invasion, the United States
threatened to shut off their oil supply. This experience is one
the French have not forgotten. It is an important consideration
in their desire to be independent of the United States with
respect to their oil supply.
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[2]

Technology and the productivity slowdown

Technology in the broad sense—not just new kinds of hardware,
but also “soft” innovations like just-in-time inventory manage-
ment—is crucial to productivity growth. Indeed, since the semi-
nal work of MIT’s Rabert Solow in the 1950s, analysts of long-run
growth have been aware that long-run economic growth would
grind to a halt without continuous technological progress, and
-~ that such progress is the main source: of productivity increase.
~The technological story of the productivity slowdown holds
that this vital engine of growth ran out of steam, not because there
was anything wrong with the basic structure of our economy, but
simply because the technologies that were the basis of the postwar
boom had pretty much reached their limits. The StOry runs as
follows: Productivity grew rapidly after World War I through the .
elaboration of a set of ideas and techniques that had been around
for a long time, but that required a sustained period of political
and economic stability to be fully exploited. By the early 1970s,

most of the possibilities inherent in existing science and technol-
ogy had been explored, and so productivity growth fell off. In
effect, the productivity slowdown can be attributed to an exhaus-
tion of ideas. -

“But wait a second,” the reader may object, “haven’t the last
twenty years been a time of radical technological progress? What
about personal computers, fax machines, mobile phones, VCRs?
How can you claim that there was an exhaustion of ideas?”

This is a good point, but there is an answer. Economic histori-
ans have observed that it often takes a very long time before a new
technology begins to make a major impact on productivity and
living standards. For example, the crucial technological break-
through that launched the Industrial Revolution was arguably
Hargreaves's invention of the spinning jenny in 1764; yet the
wholesale industrialization of Britain did not begin until around
1810. and real wages did not begin to rise significantly until the
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1840s. Electric power was introduced in the 1880s, yet the histo-
rian Paul David has argued that it had litle positive impact on
productivity until the 1920s.

The reason for these long lags is that a technology often does
not have its full impact when it is used in isolation; it is only when
it becomes broadly applied and interacts with other technologies

that its true potential can be exploited. An automobile is a play-

thing of the rich when it is a rare itern; it becomes much more
when there is a network of paved roads, gas stations and repair
shops are universally available, and the biggest department stores
are in suburban malls rather than traditional downtowns. And
there is a circularity: the network of support and reinforcement
that makes a technology fully productive is both a cause and a
result of that technology’s widespread use. So a new technology,
no matter how marvelous, may have only superficial effects for
decades, then flower as it finally reaches critical mass,

We may therefore argue that the generation after the war bene.-
fited fromthe interactive exploitation of some key technologies
that had been in existence for a long time, indeed for the most part
since before the first world war, but which could not come fully

into their own during the long years of depression and war. Under
the aegis of the Pax Americana, old ideas could be put into their
fullest use, with dramatic effects on productivity. |

Think of the twinned growth of the oil and transportation in-
dustries: superhighways, supertankers, and giant, super-efficient
refineries did not involve any radical intellectual breakthroughs;
even jet aircraft had been possible in principle since the 1930s. It
was the implementation of known concepts, and the mutual rein-
forcement of growing linkages among these industries, that made
rapid productivity growth possible. The same may be said of the
nexus among private automobiles, refrigerators, and .supermar-
kets that sharply increased productivity in the retail sector. Much
of the productivity growth in manufacturing came from the re-
placement of the old-style multi-story, cramped factory—de-
signed to gllow a massive steam engine to power many machines,
and to allow a single railway spur to deliver raw materials and take
away shipments—with single-story, open-plan plants designed
around electric power and road transport. The ideas were not
revolutionary; their impact on productivity was.
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[3]

Global environmentalism

In principle, environmentalism is a place where the profes-
sional economist and the professional environmentalists
should be working together, yet over the past twenty-five
years no two fighting cocks have ever disliked each other
more. Even when they start out sympathetic to each other’s
aims, they can barely sit in the same room. The dislike is not
theoretical. Economists do . not deny the validity of environ-
mental concerns. A clean environment is seen as one of sev-
eral desirable economic outputs. Economists talk about
“Internalizing externalities.”’ By this they mean production
should be arranged so that those who buy goods are forced
to pay the full cost of producing those goods in- a manner
that does not pollute the environment. Given what looks like
theoretical agreement, why then the dislike?

While a clean environment is a desirable economic output
from the perspective of economic theory, it is just one among

lmany desirable economic outputs, and it has no overarching
claim to priority. Other economic outputs may be more valu-
able than a clean environment and worth having even if thege
mean a dirtier environment. This is common sense to econo-
mists but rank heresy to environmentalists.

Another part of the problem has to do with different beliefs
about the efficiency of rules and regulations versus incentives.
Economists believe that incentives work. If people are forced
to pay what are called “effluent charges” when they pollute,
they will pollute less, and if the charges are high enough, they
won’t pollute at all. States with bottle-deposit laws don’t have
discarded bottles littering their parks and highways. Con-
versely, economists don’t believe that prohibitions against -
polluting will work any more than they did in stopping peo-
ple from drinking during Prohibition. Alcohol taxes can be
collected, but “Thou shalt not drink” doesn’t work.

Environmentalists often believe that incentives don’t work.
Corporations and the rich will simply pay and go on pollut-
ing. More importantly, environmentalists are not just worried
about the efficiency of current environmental rules and regu-
lations. They want to persuade others tojoin them politieally.
For this purpose, thou-shalt-not laws play an important role
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in shaping beliefs and attracting supporters. Many environ-
mentalists can be persuaded to fight for laws requiring no oce-
anic pollution; few environmentalists can be persuaded to
fight for a 1 percent tax on ocean dumping.

Almost by the nature of their concerns, economists focus
on goods and services as the primary focus of attention, with
environmentalism as a secondary issue. Environmentalists see
the world exactly in reverse. A clean environment is primary;
more goods and services are secondary.

Economists, for example, see the generation of electricity as
a highly desirable output and note that however it is gener-
ated, some environmental problems arise. If coal is used, the -
problem is acid rain and backfilling open-pit mines. Nuclear
power leads to radiation dangers. Hydropower floods can-
yons and valleys. If oil or natural gas is used, a finite natural
resource is being depleted. If solar energy is used, there are_
some very toxic wastes produced (arsenic, for example) in the
process of making solar cells, and solar collectors are a re-

source-intensive technology that require enormous amounts
of space and copper. Every conceivable technique for produc-
ing electricity produces waste and every conceivable tech-
nique kills people, but the benefits that flow from electricity
are worth it. ' '

In contrast, environmentalists focus on acid rain, natural-
~ resource depletion, or radiation, and see more electricity as
secondary. Conservation, they believe, could lead to the use
of less electricity without any noticeable reduction in stan-
dards of living. But to the economist, that is impossible, un-
less people today are being inefficient and irrational in their
behavior—a possibility that environmentalists believe and
economists reject. .

From the point of view of the environmentalists, those hurt
by toxic wastes should always be compensated, even if those
responsible did not know that it was toxic at the time. Econo-
mists tend to see environmental losses as just one of a large
number of random elements that reduce personal incomes.
There is nothing special about environmental losses.
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