Socially responsible investing

The Trustees of The Rotary Foundation adopted the following position paper regarding socially responsible investing.

The Rotary Foundation position paper on socially responsible investing (Decision 57, October 2004)
Socially responsible investing (SRI) is the practice of making investment decisions on the basis of both financial and social performance of a company. SRI imposes moral, ethical, and environmental constraints on the investment process. The Rotary Foundation’s investment program is not based on the principles of SRI for the following reasons:

•
Difficulty in agreeing on what constitutes SRI, given the different backgrounds and beliefs of our constituency

•
Marginal impact or benefit to society

•
Much smaller universe of investment options from which to choose, thereby potentially limiting our investment return objectives

•
Costly implementation of the program (the Foundation would be unable to use most of the current investment options or managers)

•
Additional resources required to monitor investment program to ensure compliance

Rotarians comprise a diverse group of individuals with different cultures and belief structures; therefore, it may be difficult to agree on a mandate for an investment manager to follow. Additionally, any mandate developed would be subject to  the investment manager’s interpretation, which may result in the intention of the Trustees not being strictly followed.

Investing the Foundation’s assets in accordance with SRI principles would result in increased investment management costs, while the increased benefit to society would be marginal. Costs will rise any time the Foundation places restrictions on the investment process. Investment managers would need to spend additional money on research in order to choose only socially responsible companies. These costs would ultimately flow through to the Foundation in the form of a higher fee structure. Monitoring investments would become more complex and time-consuming, making the process more costly. Not only would SRI implementation increase costs; it would reduce investment options. The universe of investment managers from which the Foundation has to choose would dramatically decrease. Also, the number of stocks in which the Foundation could invest would drop. These limitations on the investment process could potentially keep the Foundation from achieving targeted investment returns. While the Foundation has a substantial asset base, its investment transactions have almost no impact on a company’s stock price or the company itself. Therefore, there would be little, if any, benefit to society resulting from the Foundation adopting an SRI approach to investing.

While the Foundation does not believe it is cost effective or beneficial to invest all of its assets in accordance with the principles of SRI, it is not averse to retaining an investment manager dedicated to SRI to manage a portion of its assets, provided there is sufficient interest from Rotarians to do so.

The Foundation currently participates in a form of social responsibility in that it uses its current investment strategy to grow assets in an appropriate manner, and then uses those assets to invest in socially responsible causes throughout the world. The Foundation benefits society through “community” investment programs and other sponsored initiatives.

