Trends in Socially Responsible Investing:  Implications for Ford Motor Company

Background

Socially responsible investing (SRI) has gained ground steadily throughout the 1990s and captured mainstream attention more dramatically over the past several years (and even months).  Faced with rising societal expectations and a need to restore investor confidence (especially in wake of Enron), companies must respond to new demands related to corporate responsibility, accountability, and transparency.  More investors are beginning to look beyond traditional financial performance and consider broader issues of social and environmental concern (including climate change), corporate governance, ethical behavior, and auditing/accounting practices.

Historically, investors concerned with these issues have influenced companies in three ways.  With screening, shareholders select stocks and shares in unit trusts, investment trusts, or other portfolios based on companies' social or environmental performance.  Under shareholder activism, shareholders advocate issues and seek to improve a company's behavior through dialogue and pressure (e.g., resolutions at annual meetings).  And in cause-based investing, investors finance specific causes or activities.

A select example of recent events point to a potentially large-scale widening in investment considerations and the expansion of the ways in which investors affect change or incorporate opportunities and risks:

· Dow Jones, NASDAQ, and FTSE have launched indices based on environmental and social performance.

· In 2001, shareholder resolutions regarding social and environmental issues surged to a 9-year high.  The diversity of resolutions has also increased, including board diversity, labor standards, climate change, and human rights.

· In 2002, France is requiring all public companies to include in their annual reports "information on the way they take into account the social and environmental impact of their decisions."  In 2001, Belgium, Germany, and Sweden passed or considered legislation requiring public pension fund trustees or their fund money managers to disclose how sustainable business practices are accounted for in making investment decisions - following an example set by the UK, which passed similar legislation in 2000.
· London-based Morley Fund Management announced it would require large UK companies to publish environmental reports.  Fund managers such as Barclays Global Investors and State Street Global Advisors have made commitments to boost their capacity to analyze the social and environmental performance of companies.  400 members of the Association of British Insurers (ABI) have asked companies to disclose external social, ethical, and environmental risks and the policies for managing those risks.  ABI invests $1.5 trillion USD in the UK stock market, roughly a quarter of its value.

· Univesities Superannuation Scheme (USS), the corporate trustee of one of the largest private sector pension funds in the UK (assets exceed $27 billion USD), released a discussion paper titled "Climate Change – A Risk Management Challenge for Institutional Investors" in which the urgency of addressing climate change is stressed and an action plan for institutional investors is laid out.

The Project

There is a belief inside Ford that the current equity available through SRI channels is too small to warrant significant attention, given the size of the company.  However, this perspective is narrow, short-term, and ignores the emerging convergence between traditional investors and SRI criteria.  To help change perceptions inside the company, deeper understanding regarding the pace of change, expansion of SRI, and the movement towards mainstream investing is required.

This project invites a team of students to explore the trends in greater detail and provide a current snapshot of the changes that are taking place, a sense of the speed at which they are occurring, and an analysis of the immediate and long-term implications for Ford.  We are open to the direction and scope that the students think would have the most value.  The final deliverable would be a report and presentation to Ford management, including Corporate Governance, Investor Relations, and Government Affairs.

