
ETIs: A Tool for Responsible

Pension Fund Investment

TED JACKSON

N
ext time you visit the United States, forget about Helms-

Burton, Whitewater, and the Moral Majority. Instead,

track down the ETI nearest you, and check it out.

Economically Targeted Investments are America’s bold but little-

known experiment in socially responsible capital allocation. And

they have become big business. Of the US$5 trillion in assets man-

aged by American pension funds, about US$30 billion are currently

placed in ETIs.

Promoted by organized labour, public-

sector pension plans, and state governments,

ETIs are pooling or syndication vehicles which

permit pension funds - taking on moderate

risk and the expectation of a reasonable re-

turn - to channel a small portion of their as-

sets into community development, affordable

housing, and small business.

Robert Reich, the activist Labor Secre-

tary in the first Clinton Administration, was

a strong proponent of ETIs, arguing they

produce competitive, risk-adjusted rates of

return and significant collateral benefits to

communities and workers in the form of in-

frastructure, job creation, housing, and en-

terprise development. Henry Cisneros,

Secretary of Housing and Urban Develop-

ment, has also been an advocate of tar-

geted pension investment as a way of

revitalizing inner-city neighbourhoods.

America’s powerful labour central, the AFL-CIO, has been a pio-

neer in ETIs. Thirty years ago it set up the Housing Investment

Trust, a pooling vehicle for secure investments in housing built by

union labour. In 1988, the AFL-CIO established another pooling ve-

hicle, the Building Investment Trust, for industrial and commercial

ventures. By the mid-1990s, the two trusts had mobilized over

US$1.2 billion for construction projects across the United States.

Public-employee pension funds have also been leaders in ETIs.

The California Public Employees Retirement System (CalPERS) has

invested heavily in the construction and financing of affordable hous-

ing and commercial facilities in under-served communities, as well

as in venture capital and businesses owned by women, minorities,

and disabled veterans. Housing for moderate and low-income fami-

lies, and those in minority neighbourhoods, as well as community

revitalization and minority business development, have been fi-

nanced by public pension funds in Pennsylvania, Massachusetts, and

New York City. Returns on these investments have been above av-

erage or average.

ETIs have also been implemented in the energy sector. For the past

decade, the Boilermakers National Pension Trust has invested in this

sector through its Co-Generation and Infrastructure Fund, which has

grown from US$50 million to over $300 mil-

lion. The fund’s projects have created union

jobs by financing the co-generation of elec-

tricity through coal, gas, geo-thermal, and

wind energy sources. (This fund can now in-

vest in Canadian as well as American pro-

jects). CalPERS has also made significant

investments in the energy sector, through a

special fund for publicly financed projects.

The American approach to ETIs in-

volves two basic elements: first, a pooling

vehicle or intermediary, operated by profes-

sional management, is created to receive

pension investments and then place those

funds in feasible, targeted projects. Exam-

ples of such intermediaries are the AFL-

CIO’s two Investment Trusts, the

Boilermakers’ Co-Generation Fund, Califor-

nia’s Community Mortgage Fund and

Bridge Housing Corporation, and New York City’s Community

Preservation Corporation. Second, government financing, usually in

the form of guarantees, is blended with pension funds and private fi-

nancing to spread risk and attract a critical mass of investors. A particu-

larly important ETI tool has been the loan guarantee program

associated with federal Community Development Block Grants.

In his on-going research on pension fund investment for the Ca-

nadian Labour Market and Productivity Centre, Kirk Falconer

points to Greystone Properties as a good example of a targeted

pooling vehicle in Canada. Sponsored by 28 jointly-trusteed pension

plans, and with assets now of $250 million, Greystone has become

L A B O U R & C A P I T A L

Our task is to generate a

wide range of such pooling

vehicles, manage them pro-

ductively & prudently, &

document their performance

in detail [to] undercut the

conservatism & elitism of

current practices, regula-

tions, & laws in pension-

fund investment.
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a major investor in affordable housing in Greater Vancouver. The

fund finances construction projects that provide jobs for union

members affiliated with the participating pension plans, as well as

providing mortgages for low-and middle-income residents. Over-

all, Greystone’s returns to its sponsors are above-average. There

is potential to expand and multiply this approach across the coun-

try, especially among the multi-employer and jointly-trusteed plans

prevalent in the construction trades.

At the same time, our provincial government pension plans

should be pushed vigorously toward ETIs. The country’s largest

fund, Ontario Teachers, already has placed 3.5% of its assets (or

$1.3 billion) in real estate. The real estate arm of the Ontario Munici-

pal Employees Retirement Systems is a major player, as well. In

Québec, the Caisse de dépôt et placement has substantial real estate

holdings, an active venture capital portfolio, and a $100-million fund

for high-tech small business. ETI programs can be built on this base.

Furthermore, federal and provincial governments will have to

step up and participate in these innovative partnerships. Equity and

debt financing, and especially loan guarantees, from government

will be crucial to putting together viable intermediaries and pro-

jects. And our regulators must learn about - and come to support -

ETIs as a legitimate approach to responsible pension management.

OBITUARY

Don McMillan 1940-1997

Less than 48 hours before Our

Community Futures newsletter

went to press, Don McMillan, gen-

eral manager of the Community

Futures Development Corporation

of Central (Vancouver) Island, sud-

denly passed away. We are saddened and shocked, and our

hearts go out to his wife Jane and to his family. At the CFDC,

we are numbly going about the job of picking up the pieces of

the organization - his organization. We are working through

our grief because we know the CFDC is his legacy, his contribu-

tion to Nanaimo, and his contribution to Canada.

Don McMillan was the driving force behind the Nanaimo

Community Employment Advisory Society more than 20 years

ago. As that tiny nonprofit organization evolved, the country fol-

lowed. NCEAS became Community Futures when his program

went national. Don’s dream became a reality, not just in

Nanaimo, but in Moose Jaw, in Thunder Bay, and in Moncton.

It is fitting that Our Community Futures is the last project

Don completed because he believed very strongly in the

themes that are reflected throughout the paper. His passion

was community economic development.

Don devoted his working life to helping the less fortunate

among us, and working with the unemployed. He approached

the issue with three clear philosophies. First, Don believed that

local problems are solved by local people working to find local

solutions. We know what’s best for Nanaimo, and we must

take control of our own destiny. Second, he believed that those

local solutions were just around the corner if only we could find

a way to co-operate more among ourselves. Finally, he be-

lieved in action. Progress is only possible if we act. He was al-

ways seeking the answer to the question “What next? What

else can we do?”

In life, his accomplishments were largely unrecognized.

With his passing, we have come to understand exactly what the

community has lost - a real friend and a real contributer. Don

McMillan was a good man with a good heart. We’ll miss him.

Godspeed.�

Tom Benjamin is a writer and consultant in Nanaimo, B.C. As

manager of the Nanaimo branch of the Canada Employment

Centre and as a private contractor, he worked in collaboration

with Don McMillan for over 15 years.
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As in the U.S., the task in Canada is to generate a wide range of

such pooling vehicles, manage them productively and prudently,

and document their performance in detail. Aggregated, long-term

data on high-performing pooling vehicles can undercut the conser-

vatism and elitism of current practices, regulations, and laws in Ca-

nadian pension-fund investment. This is a battle worth waging.

Of course, there is also opposition to ETIs. Among some profes-

sional fund managers, as well as ideologues on the political right, ETIs

are claimed to be politically targeted investments that would not other-

wise be made except in response to political direction or pressure. Fur-

thermore, these critics argue, ETIs damage pension fund yields.

Some ETIs fail, to be sure - but so, often spectacularly, do some

blue-chip companies. It is also true that some studies show lower

returns for some funds that engage in targeting. However, there is a

much larger and growing body of evidence that demonstrates that ETIs

not only meet social needs and create jobs, but also generate average

or above-average returns compared to standard benchmarks.

For Regina Markey, an AFL-CIO staffperson, economically tar-

geted investments constitute part of the “high road” to profitability

for American business. This road rejects short-term investment,

widespread layoffs and downsizing, community destabilization, the

de-skilling of workers, authoritarian labour relations, and unac-

countable corporate governance.

In contrast, the “high road” employs long-term investment

strategies, research and development, training, innovative work-

place practices, stakeholder involvement, the strengthening of com-

munities, and corporate accountability to shareholders. ETIs put

capital to work to rebuild communities, generate jobs, and encour-

age responsible capital allocation.

As Robert Reich reminds us, in his excellent political biography

Locked in the Cabinet, the rich and powerful dominate the deficit-

cutting process:

“There’s almost no way to redirect what’s left to the people

who need it most. Powerful interests will fight to the death

to keep their own money pots filled. There’s no National As-

sociation of the Working Poor. There’s no American Federa-

tion of the Penniless and Unemployed. The poor and jobless

don’t have political action committees. So as the budget

shrinks, they’ll end up bearing a disproportionate share of

the sacrifice.” (p. 170)

In this sense, advocating ETIs is a very political act. ETIs: pension

fund investment as if people - not just Wall Street and Bay Street -

really mattered.�

TED JACKSON is director of the Centre for the Study of Training,

Investment and Economic Restructuring (CSTIER), associate profes-

sor of Public Administration at Carleton University, and president

of E.T. Jackson and Associates, an international management con-

sulting firm. Thanks go to CSTIER’s Patrick Larbi for the research

he supplied for this article. For more information on ETIs, including

detailed references for this article, contact Ted at (tel) 613-520-

5792, (fax) 613-520-3561, (e-mail) cstier@carleton.ca.
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