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The Blue Sector























CHAPTER 1


The Great Illusion








THERE IS A MYTH IN AMERICA THAT VICTORY ON THE great battlefield of capitalism is won by those willing to set ethics aside—by those willing to scorch the earth, put our safety at risk, and squeeze their employees in the name of profit.

Many of us absorb our first, formative business lesson on a grade school playground when we hear “Nice guys finish last.” This lesson is echoed over and over by mentors, colleagues, competitors, and even the financial authorities: “Either you can choose to do good or you can choose to make money.” Just consider the U.S. Securities and Exchange Commission (SEC), the official standard-bearer of good sense in American financial markets. The SEC requires any mutual fund that invests in ethical companies to disclose this fact—not because the fund deserves special recognition, but, to the contrary, because the SEC views ethical investing as a risk to investors.

But what if this cutthroat view of capitalism were really just a myth? What if we could prove—using hard, peer-reviewed data from financial markets—that responsible, progressive corporate leadership doesn’t just make a company nicer but makes its shareholders richer? What if progressive values were better, not only for employees, the environment, and our country but for investors and for a company’s financial bottom line?

That is precisely what we will describe: an ethical business strategy that we call the Blue Way. Conscientious, values-based leadership doesn’t just lead to a cleaner environment and more equal opportunity. It also produces greater innovation, prosperity, and success. While this business strategy may sound too good to be true, we believe it is a blueprint for a sweeping progressive revival in which every American can participate. The principles that guide progressive leaders are equally valuable to voters who want to win elections and to investors who want to beat the stock market.

This book marks the first time that anyone has set down the Blue Way in print as a guide for investors, business leaders, concerned citizens, and political organizers. But the Blue Way’s basic principles have been intuitively understood by a generation of the most successful, progressive entrepreneurs and CEOs. These visionaries—leaders of what we call “blue companies”—have had the courage to brush aside the conventional wisdom and follow an unpopular but ultimately more rewarding view of economic enterprise.

These blue company leaders have done the hard work for us. They are the ones who have generated the wealth of empirical evidence, from stock market performance data to personal stories and anecdotes, that illustrates the power of the Blue Way. They have put the principles of progressive leadership to the toughest possible test—the test of the free market—and passed with flying colors.
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What this chart shows is that not only have blue companies beaten the S&P 500 index, they have done so consistently and dramatically.* We’re pretty sure that these results will be just as surprising to most American progressives as to any archconservative ideologue. Progressives are used to hearing that their values and policies will help low-income Americans make it out of poverty, ensure equal protection under the law, or cut air and water pollution—not that they’ll help companies dramatically outperform the stock market. Meanwhile, the media machine regularly tars Democrats as “socialists” whose utopian economic views will strangle America’s great companies and send the stock market crashing. This smear campaign has had an impact not only on CEOs and the business press but also on plenty of ordinary progressives who have internalized the idea that their values are bad for business.

If the data above are not astonishing enough already, over the next several chapters we will show that being “blue” has been a better predictor of stock market success than traditional financial metrics, including a strong forward PE ratio and a good dividend yield. Even more striking, this phenomenon is widespread, spanning nearly every segment of the economy from consumer staples to telecommunications to utilities to financial services. Is this “freakonomics”? No, it is the traditional marketplace, where ethical companies are rewarded. The Blue Way is a wake-up call: progressives should be proud of their economic record. As we will discuss later, Democratic presidents have been better stewards of the economy over the last century than their Republican counterparts. “Blue” CEOs have on the whole administered better, more successful companies than their conservative counterparts. Core progressive values—equal opportunity, protection of fundamental human rights and freedoms, environmental sustainability, and fair treatment of all citizens regardless of race, gender, class, or orientation—are not only a better basis for running the American economy, they’re a better basis for running a business.

One of the great things about The Blue Way is that, thanks to the hard data available from financial markets, you don’t have to sit back and take our word for it. As you read on, you’ll see how anyone with a spreadsheet, Internet access, and a little patience can replicate our work and confirm just how financially successful the “Blue Sector” of consistently progressive companies has been.

Most investors will of course be intensely curious about the specific ways that socially responsible values contribute to corporate success. As we hunted for the distinctive qualities of Blue Sector companies that could plausibly explain their financial outperformance, we discovered that blue company leaders’ deeply held values tend to express themselves in what we call the Six Pillars of Progressive Leadership:



[image: image]A culture of innovation. Blue companies include many of America’s most innovative companies—not only technology and Internet firms but companies that set themselves apart from their sector by adopting particularly innovative business strategies.

[image: image]Organizational flexibility. Blue companies are more likely to experiment with flat, flexible, participatory organization structures that allow good ideas to flow freely from the roots of the organization to the top.

[image: image]Ecoefficiency. Blue companies have a strong record in improving the efficiency of their energy and natural resource consumption.

[image: image]Investment in employees’ well-being. The Blue Sector includes many of America’s most employee-friendly companies, with above-average benefits packages, profit sharing, and strong commitment to employee diversity.

[image: image]Constructive relationships with critics. Blue companies tend to respond productively to critics and advocacy groups, acknowledging problems and seeking a collaborative response.

[image: image]Long-term perspective. Blue company leaders display a long-term vision and refuse to get sidetracked or seduced by short-term considerations.



Later in The Blue Way, we will explore each of these pillars in greater detail, drawing on the strategies of CEOs who have employed them to maximum effect. We will also see how the lessons of these private-sector progressives are essential in reviving progressive politics.

In fact, politics will be front and center in this book. An investor who wants to get rich the blue way can’t just look at the social and environmental behavior of America’s biggest companies. Plenty of companies manage to put up a good PR smoke screen or do the minimum necessary to pass various social screens. Those companies have not really internalized socially responsible values, and they don’t enjoy the financial benefits that flow from genuine progressive leadership.

Instead, investors need to look critically at companies’ demonstrable political behavior. CEOs show their true colors when it comes time to make personal and corporate political contributions. Blue Sector corporations all support Democratic candidates with the majority of their political spending—a practice that flies directly in the face of one of America’s most cherished prejudices.


Getting the Blues


The two of us stumbled onto this insight from different sides. For his part, Joe Andrew saw the Blue Sector years before he understood what he was seeing. In 1999, Joe was elected the national chair of the Democratic National Committee (DNC). A successful corporate lawyer and entrepreneur, Joe now turned his attention to being the CEO of the party. One of the national chair’s roles is to raise money for the Democrats and oversee how it is spent. As a result, Joe was constantly on the move, visiting CEOs from many of the big companies in America. Joe was no stranger to corporate boardrooms, but what he found surprised even him.

Some of the CEOs were receptive to his requests. Some turned Joe down flat. At first, Joe wondered whether he was a sore loser, because he repeatedly got the feeling that the receptive companies were better than the ones that turned him down flat—not just in terms of their values but in terms of their financial success. As time went by, Joe became sure that it wasn’t just him: these companies really did tend to be more successful, both in terms of market performance and business ethics.

Of course, as Joe got to know corporate America, he also realized the scale of the Republican fund-raising advantage. Today nearly five times as many of America’s richest companies support Republicans as Democrats. More than twice as much corporate money is donated to Republicans than to Democrats. And that’s just formal federal political contributions from the companies’ political action committees and their senior leadership—it doesn’t count the deep, hidden aquifer of corporate capital that nourishes conservative lobbyists, think tanks, university programs, and media. Joe’s term as chair of the DNC ended in February 2001, just as George W. Bush began demonstrating the full power of this corporate-fueled Republican machine.

A few years later, Joe was introduced to a young entrepreneur who had also noticed that progressive companies were thriving: Daniel de Faro Adamson. Whereas Joe had observed the Blue Sector from the political side, Daniel came at it from the world of private equity and investment management. Joe had a general impression from observing progressive CEOs in action; Daniel had the numbers to back it up. Joe understood the power of private-sector capital and possessed insights to revitalize the Democratic Party. Daniel, a veteran of Wall Street and McKinsey & Company, understood the potential for progressive investors to beat the market by putting their money into pro-Democratic companies.

Today, we’re writing this book to invite every progressive American to consciously take part in the great untold story of the U.S. economy, as well as for every business leader, Democrat or Republican, who would like to use ethical management principles to deliver shareholder value. The Blue Sector has remained unidentified for years. When socially responsible investment became popular, analysts and investors began examining companies’ environmental and human rights records but continued to avert their eyes from companies’ politics—perhaps feeling that there is something messy or sinister about politics in general. As a result, we believe they missed out on the primary factor that distinguishes companies that have a good “socially responsible” public relations spin from those that benefit from real progressive leadership. We believe, in short, that the analysts and investors missed out on the chance to make the world a better place while also making money.

We are also writing for a new generation of progressive organizations and activists that are unafraid of corporate America. They understand that responsible, progressive corporations are not just a source of political funds but the cornerstone of a thriving, fair, and sustainable economy; they also know that capital is the mother of invention, in politics as in business. Blue CEOs have plenty of lessons for like-minded leaders in the nonprofit and government spheres. The traits that make progressives great in the private sector can also contribute to an energetic revival of progressive politics.

The progressive movement needs to reverse the three fundamental advantages that American conservatives have enjoyed for the last few decades. First, the Republicans have the majority of America’s big corporations on their side, with all the power, money, and organization that implies. Second, they’ve channeled their flood of corporate contributions into a highly developed political capital market, which sustains their successful political organizations and fuels a steady succession of promising start-ups. Finally, the conservative movement has outplayed progressives in the game of infrastructure building, setting up a formidable network of right-wing media outlets, think tanks, grassroots mobilization outfits, leadership training institutes, political advocacy groups, and so on.

This thriving political infrastructure—and in particular the sophisticated financial infrastructure that pipes money to all the other bits of the machine—is the seminal reason that the Republicans have been able to shift American politics so far to the right. Their success in institution building has gained them more power than the results of any single election. Despite periodic setbacks like Bill Clinton’s victories and the meltdown of the GOP Congress in 2006, the conservative machine will keep coming back stronger unless we can cut off the fuel that sustains it: corporate capital.

The Blue Sector hits the conservative money machine in its ideological foundations by disproving the myth that the new Republicans are the natural party of business. Unfortunately, like most people, corporate bosses would prefer to tune out uncomfortable truths about the need to change their ways. Despite our backgrounds, on the spectrum of people with the power to get CEOs to sit up and pay attention, “a couple of Democrats writing a book” fall somewhere between “the shoeshine guy” and “the intern who makes the coffee.” We need to get our message out to the people who can really concentrate minds in corporate America. These people are more influential than members of Congress, or the EPA, the SEC, or even the Wall Street Journal editorial board. We’re writing to investors and consumers.

If progressive Americans concentrate their support behind the Blue Sector—through their consumer decisions, through shareholder proxy votes, through choosing to invest in progressive companies—we’ll be able to divert the largest river of capital that feeds the conservative pool. For that diversion to benefit the progressive movement, though, we need to match the other two conservative advantages: we need to build our own political capital market and a new generation of political infrastructure that adopts the best lessons from the Blue Sector. In the final chapters of this book, we will describe what we’ve got right now on the Democratic side, and offer a blueprint for all that we still need to develop.

The Blue Way is not just a moneymaking guide. It is also a progressive call to arms. We want to open Americans’ eyes to the impact of corporate money on politics. We want to highlight the success of the Blue Sector and demolish the myths that keep American business locked into the Republican camp. At the same time, we want to bring the best lessons from the Blue Sector into progressive politics. The Republican model has faltered, and the progressive movement is searching for a new way forward. There is no better time to pull back the curtain on the powerful but flawed illusions that sustain the conservative money machine. There is no better time to build a new foundation for the progressive movement.









CHAPTER 2

Seeing Red




EVERY TRULY SUCCESSFUL REVOLUTION BECOMES invisible. Whether it’s a new technology, a new form of government, or a transformation in lifestyle, after a few years people take it for granted. This kind of revolution is like a tinted window—it colors everything we see, but usually we don’t even notice the tint.

The Republican politicization of corporate America is no exception. Over the years, even progressives began tacitly assuming that corporations would have a certain level of Republican bias. As a result, when most Americans hear that on the whole Republicans get more money from business, they shrug. They don’t really understand the scale of the money gap between America’s political parties, and they certainly don’t connect it to their own economic decisions.

If we’re going to reverse the trend, progressive consumers and investors need to shed their rose-tinted glasses, see the extraordinary extent to which Republicans dominate the business landscape, and learn to distinguish “red” companies from “blue” companies.




Myth: Basically, the money I spend or invest is politically neutral.





Few investors, and still fewer consumers, think of their money as political. To the extent that they think about it at all, many assume that the money they put into America’s biggest companies “all comes out in the wash” politically. After all, even if Republicans are perceived as the more business-friendly party, surely big corporations contribute to both sides. When either political party could win the next election, it wouldn’t make sense for companies to put all their eggs in one basket. In any case, what impact can an individual purchase or investment have?

Ironically, while ignoring the political impact of their money, more and more Americans have become concerned with its social and environmental impact. Shoppers have shown a growing demand for organic, fair-trade, and ecofriendly products. Socially responsible investment has boomed over the last thirty-five years. Progressives in particular have demanded that their mutual fund or 401(k) investment dollars go to companies that match their values. Accordingly, there has been a boom in funds that invest only in companies that meet basic progressive criteria: environmental sustainability, fair treatment of all employees, diversity in the workforce and leadership, and respect for human rights.

Of course, a socially and environmentally irresponsible American government can do vastly more harm than an irresponsible company. But because of the myth that investment is politically neutral, not even progressive mutual funds ask whether their “responsible” companies contribute money to an irresponsible political party or government. As a result, their portfolios end up reflecting the bias of the market as a whole.

The bottom line? Progressives may feel good about their decisions to invest in socially responsible funds, but they have unwittingly become owners of the very companies that send millions of dollars to Republican candidates.




Reality: Because of the strong political bias of America’s top companies, most consumers and investors—even “socially responsible” investors—end up indirectly pouring money into the Republican Party.





In late October 2006, ABC Radio accidentally let slip an internal memo that demonstrated the political power and bias of corporate America. At least ninety major corporations had quietly insisted that they didn’t want their ads run on any programming associated with Air America Radio, the ground-breaking progressive talk radio network.1 These companies are not apolitical or concerned about their partisan reputation; most of them happily run ads during ABC’s conservative shows. The blacklist was aimed very deliberately at the financially troubled flagship of progressive radio. The ninety companies that shunned Air America represent a broad range of national and multinational firms, from Nestlé and Hormel to Bank of America and FedEx. The overwhelming majority of these companies have one obvious trait in common: they are net contributors to the Republican Party.

Big business wasn’t always such an activist, partisan force in American politics. In the wake of the Great Depression, corporate America settled into four decades of off-and-on cooperation with liberal reformers and labor unions. Back in the 1950s and 1960s, businessmen simply didn’t behave like a political interest group. Many CEOs established and participated in nonpartisan policy institutes like the Committee for Economic Development, which accepted the need for constructive government interventions in the economy.2 Even business organizations that were hostile to government regulation, such as the U.S. Chamber of Commerce, were reluctant to engage in direct politicking. They didn’t want to become too explicitly partisan.

Today, the U.S. Chamber of Commerce—a body that supposedly represents all American business—is the second largest overt donor to Republican causes. It has become so partisan that even some corporate lobbying groups like the Business Roundtable have distanced themselves from it, claiming to prefer a strategy that is “more measured, less antagonistic, and less confrontational.”3 During the 2004 presidential race, the Chamber poured more than $5.6 million into conservative “527 groups,” tax-exempt organizations that are meant in theory to address issues without explicitly advocating the election or defeat of specific candidates.4 (Under current campaign finance law, 527 groups can still receive unlimited contributions—whether they are long-standing single-issue groups like the National Abortion Rights Action League (NARAL) or the National Rifle Association (NRA), or groups like the anti–John Kerry Swift Boat Veterans, whose only “issue” is intimately related to a specific candidate.) Overall, the Chamber is the top source of conservative lobbying money and the second largest funder of pro-Republican 527 groups.5

After the Red Shift

The glaring partisanship of the Chamber of Commerce is just the most obvious sign that corporate America has lost its political compass. The full scale of the problem becomes clear if we look at the political giving of the companies in the Standard & Poor’s 500 Composite Stock Price Index (more commonly known as the S&P 500). These five hundred companies make up more than 70 percent of the total market value of all stocks traded in the United States. They’re a good proxy for the U.S. stock market in general. And collectively, their political bias is unmistakable.6

Political Donations of S&P 500 Companies

[image: image]

If you add up all their political spending over the last five congressional election cycles (going back to the last three years of Bill Clinton’s presidency), only 16 percent of S&P 500 companies have supported the Democrats with the majority of their contributions. By contrast, 380 companies (76 percent) have sent most of their contributions to the Republican Party. These companies include not just the “usual suspects” that have hit the headlines for their cozy relationship with the Bush administration (e.g., Enron), but a roster of household names that send more than 80 percent of their political contributions to the GOP. The companies with the strongest pro-Republican slant include:
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This exceptional level of collaboration has yielded striking financial benefits for the Republicans. Over the last decade, the top executive officers and corporate political action committees (PACs) of S&P 500 companies have poured roughly $316 million into American politics. More than two thirds of that money went to the Republican Party.7

Nearly the same ratio holds true when you step outside the S&P 500 and look at the contributions of all business-related PACs in the United States.8

Not all corporations donate equally, and the real megadonors don’t have a political slant so much as a political consensus. Consider the fifty companies whose PACs and top executives donated the most money to political campaigns over the past decade—from Home Depot’s relatively modest $1.6 million to AT&T’s extravagant $11 million. Collectively, they spent $165 million, almost half of all the formal corporate contributions from the S&P 500. And all fifty sent the majority of their money to the Republican Party and its candidates.9 Not one favored the Democrats in their profligate political spending.

Corporate Political Contributions of S&P 500 Companies
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Political Contributions of Corporate PACs
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If we had ranked them by the percentage of their contributions rather than by the size of their contributions, it would be obvious that only thirteen of these megadonors are even within 10 percent of being politically neutral. Twenty favor the Republicans, with between 60 percent and 69 percent of their political spending, and the remaining seventeen companies have given between 70 percent and 94 percent of their multimillion dollar contributions to the Republican party.

[image: image]

Of course, corporate America’s political spending goes far beyond overt contributions to political parties. Big corporations and the foundations attached to them have put millions of dollars directly into conservative advocacy groups, university programs, and think tanks. (The Wal-Mart Foundation, for example, has consistently supported conservative educational groups with its grant program.)10 And the real money is in lobbying. In 2004, lobbyists spent $2.16 billion to influence government decisions, up from $1.45 billion in 1999.11 Federal lobbying was not always a wildly partisan activity—smart corporate lobbyists used to want friends on both sides of the aisle—but the twelve-year-long Republican control of Congress saw the rise (and fall) of the most ideological lobbying machine in American history.

When the Republicans first took both houses of Congress in 1994, they were determined to dominate lobbying dollars as thoroughly as they dominated corporate PAC contributions. Their highly effective campaign was known as the “K Street Project,” named after the epicenter of Washington’s lobbying industry.12 Republican lawmakers led by former Representative Tom DeLay and former Senator Rick Santorum and strategists led by the anti-tax ideologue Grover Norquist informed lobbyists that the price of access to Congress was wholehearted support of the Republican Party. They built a database of individual lobbyists, focusing on their political contributions and party allegiance, and bullied K Street firms to sack Democrats and promote Republicans. Ultra-partisan lobbyists like the now-infamous Jack Abramoff put added pressure on their colleagues to hew to the GOP line.

Organizations that ignored this ultimatum were explicitly penalized, as when the Motion Picture Association of America had $1.5 billion in tax breaks written out of a pending bill, allegedly for the offense of hiring Dan Glickman, a former Clinton administration secretary of agriculture, as head of its lobbying effort.13 The Republicans held up the MPAA example to intimidate other lobbyists and corporations who were seen as disloyal. In the 2004 election cycle, for instance, BlueCross BlueShield Association dared to contribute more to Democrats than to Republicans. BlueCross is (ironically) a deep red association, which had reliably sent its money to the GOP for the previous three cycles. The Republicans erupted in outrage and publicly threatened to punish BlueCross for its effrontery. Grover Norquist, head of the K Street Project, fumed, “This is inexplicable. Are they jealous of Dan Glickman?”14 In the 2006 election cycle, a chastened BlueCross returned to the fold, sending 56 percent of its PAC contributions to Republican candidates.15 With that sort of browbeating by the majority party, it’s a wonder that any of America’s big companies stuck with the Democrats.

Thanks to the sticks and carrots doled out by DeLay, Norquist, and company, K Street became populated not by corporate lobbyists who happened to be Republican but by ideological conservatives who could be counted on to support a right-wing social and economic agenda while raising even more money for Republican candidates. These loyal lobbyists and the corporate interests behind them were given extraordinary influence over the lawmaking process, actually writing key energy and pharmaceutical legislation. At the same time, lobbyists were also expected to take on roles as fund-raisers and ideological enforcers.

The close embrace was bound to lead to corruption, especially after the Republicans fought against tightening the rules on gifts from lobbyists to legislators. One by one many of the main participants in the Republican corporate-political machine fell to scandal—companies like Enron (with its roughly $2 million annual lobbying budget),16 members of Congress like DeLay, influence peddlers like Abramoff. Yet conservative lawmakers quashed any serious attempt to reform the lobbying system until November 7, 2006, when the persistent sleaze claimed another well-deserved casualty: the Republican Congress. It remains to be seen if the discredited right-wing lobbying machine will fall apart along with its congressional masters or survive on the strength of billions of corporate dollars.

Investing in the Right

Wall Street has generally marched to the same drummer as the rest of corporate America. Between 1994 and 2004, the securities and investment industry consistently sent between 52 and 58 percent of its political donations to the Republicans.17 In the 2004 election cycle, that amounted to more than $48 million.

This helps explain one reason why the Bush administration pushed so hard (if ultimately in vain) for Social Security privatization—that is, for moving retirement benefits money out of a government trust fund and into private money management. Big government programs don’t provide campaign contributions to the Republican Party; private mutual funds do.18 And thanks to the “red shift” in American business, even investment funds that don’t contribute directly to Republicans contribute indirectly through the companies in their portfolios.

Just look at where the ten biggest U.S.-based large-cap funds are putting most of their money. In our survey of the top 25 holdings in these mutual funds, we found that 79 percent were companies that favored the Republicans, 6 percent favored the Democrats and 16 percent were neutral—a distribution even more politically skewed than the market as a whole. (Percentages are rounded to the nearest percent.)

Top 25 Holdings of 10 Largest U.S. Large-Cap Mutual Funds
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Top 25 Holdings of 10 Largest SRI Mutual Funds
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Sadly and surprisingly, the same is currently true in the socially responsible investment industry. We ran the same survey for ten of the largest large-cap socially responsible funds in the U.S. Of their top 25 holdings, 77 percent leaned Republican, 13 percent leaned Democrat, and 11 percent were neutral.

Additionally, even many billion-dollar socially responsible funds have achieved a great deal by refusing to invest in major polluters or companies with a poor human rights record abroad. But by averting their eyes from the politics of the companies in their portfolio, even the big progressive funds have ended up dominated by strongly red companies, including:
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How on earth has corporate America gotten so skewed that even “progressive” mutual funds end up sending money to the Republican Party? It would make perfect sense if Republicans really were better for business or if pro-Republican companies tended to outperform the market, but as we will see, that’s just not true.

Rather, conservative ideologues have sold corporate America a bill of goods—beginning with a little-known memorandum that inspired key right-wing institutions and presciently called for corporate America to get political. It took the conservatives more than three decades to mobilize money behind their ideology, win over corporate America, and move on to conquer Washington. Coincidentally, over the exact same period, progressives have been developing the tool kit of socially responsible investment—investment tools that not only make the world a better place but also offer us a chance to puncture the Republican machine’s fuel tank.

The Red Herring and the Manifesto

No one knew it at the time, but two movements that would transform Wall Street were launched within weeks of each other in August 1971. The first movement wanted to mobilize American business behind socially responsible ideals. The second wanted to mobilize American business behind a conservative political machine. Both movements began with simple, relatively short documents: a prospectus and a memorandum. But in those dry-sounding texts were the seeds of two opposing revolutions in corporate America.

On August 10, 1971, two United Methodist ministers named Jack Corbett and Luther Tyson printed their “red herring”—their first prospectus for a new kind of mutual fund. The red herring takes its nickname from SEC-mandated red-ink warnings all over a prospectus’s first page, cautioning investors about the risks they’re taking. In this case, Tyson recalled, their red herring included “due warning that Pax World Management Corp. has had no previous experience in managing a fund. What a way to get started.”19

Despite their complete lack of investment management experience, Corbett and Tyson were launching their fund because they had a novel vision that no professional money manager would touch: a socially responsible mutual fund. Pax World Funds was the first mutual fund to judge companies not only by their financial prospects but also by their compliance with several social screens. Did the companies make money from the Vietnam War? Did they have fair employment policies? Were they environmentally responsible?

The conventional wisdom in the investment world was that picking a portfolio based on social responsibility was a surefire way to lose money. It was all very well for religious investors to avoid “sin stocks” like tobacco, alcohol, and gambling. That sort of thing had been going on for centuries. But to extend that principle and create an institution that systematically excluded socially irresponsible companies, rewarded ethical ones, and transformed borderline cases—that was utopian stuff, bad for business.

Corbett and Tyson had spent a year or two modeling their portfolio, and they were sure the conventional wisdom was wrong. But they couldn’t find any fund managers who would join their risky experiment in ethical investing, so they turned to a handful of acquaintances with expertise in economics, business, and securities law. Together, they launched Pax World Funds.

Meanwhile, in one of those great historical coincidences, in Richmond, Virginia, a corporate lawyer and future Supreme Court justice named Lewis Powell was writing a very different manifesto for American business. His 6,000-word memorandum “Attack on American Free Enterprise System” was circulated secretly on August 23 by the U.S. Chamber of Commerce. Like Corbett and Tyson, Powell was stirred to action by some of the changes of 1960s America—student alienation and radicalism; widespread dissatisfaction with big corporations; and the rise of the modern equal rights, environmentalist, and consumer advocacy movements. But whereas the founders of Pax tried to reform American business in response to these new pressures, Powell called for business to mobilize and fight back on the battlefield of American politics: “Business must learn the lesson, long ago learned by labor and other self-interest groups. This is the lesson that political power is necessary; that such power must be assiduously cultivated; and that when necessary, it must be used aggressively and with determination—without embarrassment and without the reluctance which has been so characteristic of American business.”20

Usually an understated, moderate man, Powell couched his distress call in the fervid language of life-and-death struggle: “Business and the enterprise system are in deep trouble, and the hour is late.” The deadliest threat to capitalism, he argued, came not from communists but from the proliferating critics in respectable American institutions: college professors, journalists, intellectuals, lawyers, and politicians. Powell’s response, in a nutshell, was “Look at the other side—at Ralph Nader, at the ACLU, at organized labor. We can do everything they’re doing, in the media, the courts, and politics. But American business has the resources to do it bigger and better.”

Powell’s solution was relentlessly tactical. Step by step, he told the U.S. Chamber of Commerce how to turn the tables on the dangerous detractors of American corporations. He proposed new institutions, such as a “faculty of scholars” who would propagate business-friendly opinions and a “staff of lawyers” who would attempt to shift American law through carefully chosen court cases. He advocated “constant surveillance” of textbooks and television for an anticorporate slant. He demanded equal time for conservative speakers in both universities and the media and called on the Chamber to fund conservative mass-market books and television programming. Above all, Powell called on businessmen to engage boldly in politics, without any “reluctance to penalize politically” candidates whose views were unsympathetic to business. The whole project would be expensive, requiring “the scale of financing available only through joint effort.”

Powell was himself a Democrat and a moderate on many social issues (including abortion and affirmative action), but his vision for corporate America sparked the thirty-year campaign that culminated in Republican control of every branch of government.

At first, the U.S. Chamber of Commerce didn’t know quite what to do with his ambitious scheme. Remember, at that time it wasn’t a partisan clearinghouse. Within two years, however, Powell’s manifesto had directly instigated the creation of a new style of politically aggressive think tank (the Heritage Foundation) and a relentlessly antiregulation legal institute (the Pacific Legal Foundation).21 Both would inspire many imitators and have a huge impact on American law and policy.

On a broader level, the Powell Memorandum marked the point at which business became politically aggressive for the first time since the Great Depression. It is impossible to weigh the extent to which Powell directly inspired that movement. Few business leaders openly cited his memorandum, but more and more began acting according to Powell’s dictum: “In the final analysis, the payoff—short of revolution—is what government does.”

For example, in 1973 the National Association of Manufacturers moved its headquarters from New York to Washington, explaining, “The thing that affects business most today is government. The interrelationship of business with business is no longer so important as the interrelationship of business with government.”22 At around the same time, the CEOs of America’s biggest companies formed the elite Business Roundtable to lobby against regulation.

The lobbyist became the symbol of this new era of corporate political clout, as an unprecedented surge of corporate money poured into influencing Congress. In 1971, only 175 American companies had registered lobbyists in Washington. A decade later, that number had grown to 2,445.23 Today there are nearly 3,500 registered lobbying organizations and over 41,000 individual lobbyists.24

Contradictory Revolutions

The most remarkable thing about the conservative-corporate machine envisioned by Lewis Powell and the socially responsible investment institutions pioneered by Corbett and Tyson is not that they both revolutionized Wall Street but that they did so at the same time. These groundbreaking, seemingly incompatible trends were born in the same month in 1971, grew steadily throughout the next two decades, and surged into prominence by the turn of the millennium.

Pax World Funds trounced the conventional wisdom, proving both popular and financially successful. A host of other socially responsible investment funds joined the market in the 1980s. Most employed similar social screens; some focused on shareholder advocacy, trying to transform irresponsible companies from within. Between 1995 and 2005, the amount of money in socially responsible investment vehicles rose from $639 billion to $2.29 trillion.25 In 1995, there were 55 socially screened funds on the Pax model—a remarkable increase over a quarter century. Ten years later, there were 201.26

Meanwhile, a circle of conservative billionaire financiers jointly turned Powell’s manifesto into reality. They built a robust financial infrastructure to support dozens of newly launched think tanks, legal institutes, and media outlets. They purchased respectability for outlandish dogmas from the fringe of the Republican Party: tax cutting was the solution to all economic problems, massive deficits were good fiscal policy, most federal government regulations were unconstitutional, and environmentalism was “nonviolent terrorism.” Conservative ideologues deftly used their newfound money and political clout to co-opt the growing army of corporate lobbyists, culminating in the K Street Project. Religious and cultural conservatives (whose creed would have been alien to the socially moderate, consistently prochoice Powell) piggybacked to power on this corporate-funded political machine. Moderate Republicans and responsible business voices were sidelined; the money was on the side of the radicals.

Today, both revolutions can boast of success. Roughly one in every ten dollars under professional management in the United States goes into socially responsible investment. In the decade since 1995, socially responsible mutual funds grew at approximately 30 percent per year—more than three times the growth rate for the U.S. investment industry as a whole. Pax World Funds currently has $1.6 billion in assets under management, and other progressive fund families such as Calvert Group and Domini Social Investments are even larger.27

At the same time, as we have seen, most companies in the S&P 500 now support the Republican Party, which has successfully leveraged business dollars to expand its control. A tidal wave of corporate money has backed the steady advance of right-wing ideologues through both houses of Congress, the White House, and the Supreme Court. The ultimate result, for the long years under George W. Bush, was a government that was neither socially nor environmentally responsible.

How could two contradictory revolutions succeed in corporate America at the same time? Sadly, there has been a crucial failure of vision in the “corporate social responsibility” revolution. Progressive investors have turned a blind eye to the collaboration between conservative politics and big business despite its negative effects. As a result, socially responsible investment today is in danger of becoming a “red herring” in the worst sense—a misleading distraction from a critical problem.

Beyond the Red Herring

This isn’t to say that socially responsible investment isn’t a good idea. It’s a great idea—one that needs to be applied to a much wider range of corporate behavior. Just as Corbett and Tyson realized that they couldn’t limit their vision to screening out “sin stocks,” today we have to look beyond the obvious social and environmental impacts and judge companies on their political impact as well.

If progressive funds applied the same screen to the Republican Party that they applied to the companies in their portfolio, that party would never pass muster. Imagine judging the George W. Bush administration on categories such as environmental sustainability, fair labor practices, consumer protection, and community impact. Yet these funds, and their mostly unsuspecting investors, continue to support companies that pour money into the Republican Party.

Joseph F. Keefe, current president and CEO of Pax World Management Corp. (the investment advisory company behind Pax World Funds), issued a paper in fall 2006 that forcefully challenged this blind spot of the socially responsible investment world: “To talk about investing in sustainability, when the same companies the SRI industry congratulates for publishing sustainability reports are engaged in political efforts—through their lobbying, PAC and soft-money contributions—to weaken environmental standards, is to perpetuate a disconnect that undermines the effectiveness of SRI.”28 He went on to argue that SRI funds need to understand that their real constituency is a political one: blue investors, who “would like to see their investment decisions as well as their voting patterns help advance a progressive agenda.”

Many socially responsible investors, especially big institutions, might respond that they have a duty to be politically neutral in their investment decisions. For some, that’s true. But if 77 percent of the top companies in your portfolio are donating heavily to the Republican Party, your investment dollars are already partisan. Being politically neutral is not the same as being politically blind. A truly neutral portfolio would have a rough balance between companies that donate to Republicans and companies that donate to Democrats, instead of just accepting the bias of the S&P 500.

In the end, many progressive investors aren’t really afraid of being partisan with their investment dollars. They’re afraid of losing money by screening out financially successful but politically irresponsible companies. It’s a reheated version of the same conventional wisdom that forced Corbett and Tyson to launch their own fund back in 1971. Too many people still buy into the idea that responsible companies are likely to be financially unsuccessful.

The relative success of socially responsible investment should have debunked this myth long ago. Socially screened portfolios have on the whole generated returns similar to major indexes, and some have done a bit better. In 2004, the management consultancy McKinsey & Company found that over ten years, a socially responsible investment portfolio had “generated returns of 8 to 14 percent…[which is] comparable to capital market returns.”29 An academic study in 2003 analyzed the results of fifty-two previous studies of corporate social responsibility and found a positive relationship between a company’s social performance and its financial performance.30 Other studies claim to have found a positive link between greater responsibility and higher profits, most promisingly in the area of ecoefficiency.31 Being socially responsible clearly does not cripple companies.

But neither does it seem to give them a huge advantage—at least not in the ways in which the big progressive funds have measured “social responsibility.” Of the biggest ten large-cap SRI mutual funds, only three outperformed the S&P 500 over the last five years.32 The latest research by Professor David Vogel of the Haas School of Business (in his critically praised book The Market for Virtue) suggests that social responsibility is a neutral factor.33 On the whole, it is not a strong predictor of which companies will fail and which will outperform the market.

What about being politically responsible? Until the November 2006 elections, Republicans dominated every branch of American government for six years, and you would expect companies that “back the winner” to be more successful. We’ve all seen headlines about big oil companies and government contractors gaining special benefits from being close to the center of power. Political contributions are supposedly all about getting access—and what good is it for a company to have access to a party that doesn’t control any branch of government? Wouldn’t investors be shooting themselves in the foot by limiting themselves to the few companies that favor the Democrats?

Like Corbett and Tyson, we put the conventional wisdom to the test by modeling a politically responsible portfolio. We created a “Blue Index” of all the companies in the S&P 500 index that were socially responsible and had supported the Democrats over the last five election cycles. We had expected these companies to be successful, but the extent of their success surprised even us.

If you had invested $100 in the 500 current constituents of the S&P 500 on June 1, 2002, after five years you would have had $210—a decent enough return. On the other hand, if you had put the same amount into the 76 current constituents of the Blue Index, your investment would have more than tripled to $357. A $100 investment in the 380 “red” companies would have yielded only $172, below the market rate of return. Over the past five years, the Blue Index has outperformed the market by 12.98 percent annually and has outperformed red S&P 500 companies by 17.52 percent.34

[image: image]

If we look at their ten-year record, the numbers are even more striking. Your $100 investment in the current constituents of the Blue Index from June 1, 1997, onward would have grown almost twentyfold, to a whopping $1,963—compared to $470 for the current constituents of the S&P 500 and $322 for the current red companies over the same period.

The Blue Sector’s record speaks for itself. Progressive investors do not need to choose between making money and making a difference, both socially and politically. Being blue puts companies in the black.

Completing the Revolution

The success of the Blue Sector undermines some of the most widespread fictions about business and politics in America: that there is an inevitable trade-off between conscience and profit; that hardheaded, right-wing policies are best for big business; or that progressives are bleeding hearts who don’t know how to make money.

The simple truth is that there is no good reason for Republicans to dominate corporate America as they do. Rather, the preponderance of “red” companies is another sign that too many CEOs have been mesmerized by the siren call of short-term advantage—a tune the Republicans have been happy to sing as they cut taxes, gut regulatory agencies, and promote wasteful consumption of energy and resources. Some businesses and corporate barons certainly benefit from these policies in the short term. Overall, though, most Americans (including most businesses) and the economy as a whole suffer when the government is feeble or pursues irresponsible, unsustainable policies.

Lewis Powell and the millionaires who followed his blueprint were convinced that their political machine was necessary to save capitalism. Ironically, the abuses of that machine have done more to damage the credibility of corporate America than to save it. As discussed in the last chapter, the short-term vision of Republican companies and politicians produced burdensome financial policing and a plunge in corporate America’s public reputation—a 2006 World Economic Forum Survey showed a 19 percent drop in Americans who “trusted” corporations over the previous two years.35 In 2006, Americans overwhelmingly voted to restore balance to our country’s politics. It’s past time to restore balance to American business as well.

The first step is to complete the socially responsible investment revolution begun by Corbett and Tyson. Conscientious investors and funds should begin screening out politically irresponsible companies as well as environmental and social offenders. By investing in the Blue Sector, investors can support a progressive agenda and beat the market at the same time. Similarly, by favoring blue companies in their shopping decisions, progressive consumers not only make a small positive political impact but also ultimately do themselves a favor. We all gain when an economically responsible government is in power. We all gain from a model of business that respects the environment and employees’ well-being.

In our next chapter, we look at the Blue Sector in more detail. What kind of companies pass the blue test? Why have they been so successful? By examining the traits that thriving blue companies have in common, we can identify principles to help revive progressive politics as a whole.
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