The copyright for “Social Investing” by D. McGill
is held by The McGraw-Hill Companies, Inc.

School
&Wﬂh"d‘;ﬂmm
RICHARD D. IRWIN, INC. Homewood, llinois 60430



The copyright for “Social Investing” by D. McGill
is held by The McGraw-Hill Companies, Inc.

© 1884 by the
Pemhﬂ‘gonmchﬁmnul
of the

Wharion School
University of Pennsylvania

Al Rights Reserved
FSBN 0-256-00170-3
Library of Congress Catalog Card No. B3-82624

Printed in i Linted Stafes of Amenca

123456TEO0OMP100BTESE



The copyright for “Social Investing” by D. McGill
is held by The McGraw-Hill Companies, Inc.

The AFL-CIO has a right and a duty to be concerned about the
rapid growth of pension funds and the impact of these funds on
the economy and on the i Il-being of union b
Pension funds are the nation's fastest growing source of capital.
This year alone they will probably invest $60 to $70 billion in
the economy—potentially one half of all the funds that will be
raised by American corporati from all outsid

There are about 500,000 private pension plans, 6,600 state and
local government pension plans, and 30 special federal workers’
retirement plans, which, in 1980, collectively held more than
$834 billion in assets. Of this amount, about $550 billion was in
private plans, $368 billion of it in plans negotiated by unions. Of
that amount, about $147 billion was in |mr|l ~trust mullmmp]nyor
plans and $221 billion in singl plans. Nonfed
public employee plans had more thnn $200 bllllon in assets,

These pension funds can be most simply defined as the de-
ferred wages of workers that belong to them. Yet, the true owners
do not exercise control over their property. Moreover, there is
considerable evidence that much of their pension money is in-
vested in ways that injure their own interests. The economic and

* General President, International Association of Bridge, Structural and Ornamental
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industrial policy of the United States is to an ever-increasing
degree being dictated by banks and insurance companies which
are investing the funds they control, including union pension
funds, in antiunion firms in the United States, and increasingly,
OVErseas.

For example, 10 large banks, in which U.S. Steel and Beth-
lehem Steel pension funds held $133 million in stock, loaned
overa hall' billion dollars to several Japanese steel companies for

and expansion of their facilities. In other words,
steelworkers' pension money was used in a way that has injured
American slnelwurkers and their industry.

1 can p ly attest to Not too long ago,
with a number of labor officials, | made a tour of “Condominium
Row,” a new apartment complex being built on Florida's Gold
Coast. We were all shocked to discover that 11 of the 12 struc-
tures were being buill nonunion, and all were financed with
union pension fund money.

These are two of many examples that have convinced the
AFL-CIO and its affiliates that union pension funds are being
used in ways that often work to the detriment of the workers who
own them. The labor movement can no longer watch these devel-
opments and do nothing. We have an obligation to insure that
our members' pension money is not used in ways that are harm-
ful to their own interests.

Committee on Investment of Pension Funds

Three years ago, the AFL-CIO ive council blished a
i ittee on the I of Union Pension Funds to study
the problem and to make lations on appropriate pen-

sion investment policies. | was named Committee Chairman,
In August 1980, on the committee's recommendation, the ex-

ecutive council unanimously adopted a broad set of pension

investment guidelines based on these four policy objectives:

1. Toi r': . b reid ‘alization includ-

Fort: ati

ing ing, maritime,
and other sectors necessary to mv‘ilalize the economy.
2. To advance social purposes such as workers’ housing and
health centers.
3. Tn irnprwe the ahility nl warkors to exercise their rights as
ina 1 fashion.
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4. To exclude from union pension plan investment portfolios
companies whose policies are hostile to workers’ rights.

Since there are cost, legal, nnd other difficult pwbiems which

h.a\re to hn the t ded and Lhe coun-
cil da ber of impl ion proposals directing the
AFL—CID to:

1. Take the initiative in working for the establish of a new

independent institution, partially supported by pension
funds and almed at the pmmotion of employment as part of a
of reindustriali
x Encuuragz 31-ealer pul-“ ipation of unian
1 to

funds in

a Urse increased participation in the AFL-CIO Mortgage In-
vestment Trust in order to increase the supply of housing for
workers and other socially useful projects where there is a
gnvnmmam guarantee of the investment.

4. ion fund to exercise shareholder
nghlx associated with the equity stocks held by individual
pension funds and to explore the possibility of coordinating
the exercise of such rights.

5. Establish an information system to advise its affiliated orga-
nizations which panies should be idered unworthy
of investment.

6. Establish a special training program to assure that those
responsible for determining pension fund investment policy
ha\ra the knowledge thay noad.

7 the of the Ind I Union De-
partment conoarnmg trade union representation in the man-
and d of ion funds.

Industrial Union Department

The Industrial Union Department (IUD) is one of eight AFL-CIO
trade and industrial groupings for unions with strong common
interests—in this case industrial unions. The IUD urged its affili-
ates to consider securing as much say as possible in the invest-
ment of collectively bargained benefit funds with joint adminis-
tration as the objective and, at the very least, obtaining full
information on fund operations.

The interim steps short of joint administration could take
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many forms. For example, the union could use collective bar-
ining to restrict trustee selection to neutral outsiders, or to
require that trustee selection be subject to a union veto. Alter-
mﬂvuly. the u.mon mlght insist on a voice in the selection of
fund s, :.‘ advisors, or other orga-

that p 1 services to the fund.

This rﬁpresents a significant policy change for AFL-CIO in-
dustrial unions which traditionally had negotiated levels of pen-
sion benefits but had left the operation and investment of
pension funds solely to management. In fact, some industrial
union leaders in the past had taken the position that involve-
ment in the investment of these funds would conflict with their
obligations as trade union officials.

Unions that have negotiated multiemployer plans are in a
better position than those with single-employer plans, since the
former have equal rep ion with Il Since mul-
tiemployer plans are wid d in the tion industry, it
is not surprising that buildlng trades unions have been in the
forefront of efforts to use pension funds to create jobs for mem-
bers and to insure that projects are built with union labor.

For example, the AFL-CIO Building and Construction Trades
Department has begun a program to place $500 million in pen-
sion fund money in job-creating investments. The department
will not make any investments itself, but will provide education

and guid for union pension fund trustees and plan admin-
istrators.

The dnparlmenl wIII hold a series cf ms]nna] pension invest-
ment “ex " to [ oppor-

tunities and to hear presentations from groups that are looking
for funding for construction projects. Both union and manage-
ment trustees will be invited, along with their legal counsel. We
believe this effort will significantly increase pension fund in-
vestment in union-built projects within ERISA's requirements
for prudent investment of plan assets.

Mortgage Investment Trust

The AFL-CIO Iy a profit Morigage Invest-
ment Trust IM]'I‘} Thls 15 a mmmgled trust fund I'or investment
of union funds in federally i d or | construction
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loans and morigages. [I accepts inwstmsnl.s only from AFL-CIO
Bfﬂllatu and qualifi ion, welfare, and

plans, Participating plans buy AFL-CIO MIT certifi-
cates, which represent a share of the trust's mortgage pool. It has
provided mostly short-term construction financing loans be-
cause participation certificates can be redeemed on 60 days'
notice.

The trust is now planning to establish a separate MIT fund to
provide long-term residential mortgages. This new fund will
invest in long-term government-insured and guaranteed real es-
tate mortgages and will provide a safe, diversified investment
vehicle to finance needed housing and other construction.

Public employ ion funds are ially active in seck-
ing socially responsible investments largely due to the efforts of
state governors. Although there are some major exceptions, pub-
lic employees are normally represented on the boards of trustees
of these funds, fi ly as rep ives of unions. Public
employee unions are | ingly bringing p on fund
managers to insure that public pension funds invest in ways
consi with the i of their k These unions
have emphasized using pension funds to hunld aifordahie hous-
ing for partici and to
menl.

The AFL-CIO would prefer that most of this stimulus for such
economic development be done through a national industrial
development authority which would mobilize public and pri-
vate pension funds to create jobs in areas affected by economic
dislocation. Such an institution should provide attractive inter-
est rates and loan guarantees. President Carter was moving in
this direction in 1980 when he appointed Lane Kirkland, Presi-
dent of the AFL-CIO, ami inr!ng Shapiro, lhl.n Chairman of the
Du Pont Cor i of a new E ic Revital-
ization Board, to mmmmund the structure and goals for this kind
of a development authority.

Such an authority would enable pension funds to voluntarily
and safely invest a portion of their funds in projects aimed at
rebuilding American industry. This is clearly in the best interest
of pension participants and workers, as well as the nation.
Though the present administration has no interest in such a
proposal, we believe it is only a matter of time until economic
realities and a friendlier administration will revive it.

pp P
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In addition to gaining a voice in choosi ion fund invest-
ments, the AFL-CIO feels that unions should help insure that
shareholder rights are exercised in the best interest of union
members, Traditionally, voting rights of stocks owned by pen-
sion funds have accrued to plan fiduciaries and investment man-

agers who are, to a iderable degree, conc 1 in a few
major banks and other financial institutions. We are concerned
that such control enhances the ic power of instituti

which are already too p ful to the disadvantage of both
union members and the general public.

For example, one recent study 0{ the la.rgesl shareholders of
the Fortune 500 « i | some i ing conflicts of
interests in the tekenvm' of Conoco by Du Pont. Thlrty four of the
top shareholders of Conoco were also principle shareholders of
Du Pont, holding 22.9 percent of Conoco and roughly 19 percent
of Du Pont. (The holdings of the 34 shareholders when added to
that of the Du Pont family amounted to 60 percent of the total for
the Du Pont Corporation.) In effect, these 34 shareholders in both
companies were voting to merge and to pay themselves $3 hil-
lion—an amount far in excess of what their Conoco shares cost
them and more than they would have been worth had there not
been a takeover by Du Pont.

Similarly, the U.S. Steel Corporation recently spent $6 billion
to outhid Mobil Oil to purchase control of the Marathon Oil
Corporation. This money, spent to purchase inflated stock, could
much better have been spent to modernize the steelmaking facili-
ties of U.S. Steel and to enhance the productivity and com-
petitiveness of the American steel industry.

Computer Tracking Project

Concern over these kinds of activities is one reason the AFL-CIO
has begun a computer tracking project, coordinated by the
AFL-CIO Department of Socml Security, which will nmilyz.e the
kholdings of the one hundred largest union-infl n-
sion funds in the nation. This information will be updated at
least twice a year and will be made available to affiliates for
holder rights, for izing drives, or for any

other purpose or activity for which the affiliate might find the
information useful. While it is not anticipated that the AFL-CIO
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would use the inf ion to initiate shareholder actions itself,
the a\rallabilily of the Infnfmath)n should greatly assist affiliated
ind 1g this . This project will rein-

force AFL-CIO cbjact!vss to insure that union pension fund
investments are used in the best interest of union members and
retirees.

These new AFL-CIO initiatives relating to the investment of
union pension funds have aroused some alarm. Despite what
some journalists and some banking and insurance executives
have said, the AFL-CIO is not advocating the imprudent invest-
ment of pension funds. The primary objective must be to make
retirement benefits secure for workers, But there are alternative
choices to be made well within the area of equally acceptable
investment risks. Broader social and economic criteria can be
used to achieve AFL-CIO policy objectives without sacrificing
the return on invested funds and perhaps even enhancing it.

Critics of union invol tin the i tment of union pen-
sion funds generally assume that those who manage the invest-
ments are doing so well for participants that any alternative
would be worse. That isn't so. A. G. Becker, Inc., a fund evalua-
tion service that monitors the performance of pension funds, has
consistently found that pension funds produce low rates of re-
turn. For the 15-year period 1966-80, the funds earned a median
annual return of 5.5 percent. Compare this with an annual return
of 6.8 perceni for Standard and Poor's Index of 500 stocks.
Obvi , if fund had blindly i ted the funds in a
CTOSS- section of slucks the return could have been higher than
they were t lection and analysis by these so-called ex-
perts.

Even this performance is deceptive since it was distorted by
the strong stock market of 1980, when oil stocks held in large
quantities by pension funds skyrocketed. For the 15-year period
ending in 1978, the annual rate of return on pension funds was
only 4.4 percent. In other words, participants would have been
as well off if their funds had been invested in passhook savings
accounts.

In view of this record, the warnings of these same investment
advisors that social investment will result in low rates of return
have little weight. The fact is that investments that include social
criteria may perform as well and even better than investments
that ignore such criteria. For example, the Dreyfus Third Century
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Mutual Fund, the leading institutional investor using social cri-
teria, has consistently outperformed the market. From January
1975 through September 1980, it grew 384 percent, compared
with 140 percent for Standard & Poor's 500,

At the same time, broader economic and social criteria may
well have a greater longArnnsn heneficial impact on union pen-

sion plan partici P for union t BCo-
nomic growth in their c ities, and the achi of
workers' rights elsewhere are benefits as tangible as money.
We believe ideration of these broader eriteria is permissi-
ble under a:usting law. If an investment ad.\r‘lsur conducts a
1 an appropriate fi al criteria, which
yields a group of equally prudent and

why should the trustees not examine the result in the light of
additional criteria to determine which might be more advan-
tageous to union members? Other things being equal, what could
be more appropriate, prudent, and in the interests of participants
than to invest in a project that would make jobs for union mem-
bers as contrasted with financing an antiunion employer with a
record of federal labor law viol or the subsidizing of for-
eign steel modernization, or the building of ships that handle
U.5. exports in foreign countries?

Not everyone will agree that these new pension investment
activities are a proper function of trade unions, but the AFL-CIO
believes that when workers’ own money is used against their
interests, there is no other choice. We need this new tool to more
effectively advance the economic well-being of workers. The safe
and prudent investment of pension funds to better the life and
conditions of this nation's working men and women is not only
proper but essential.
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