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Floating green finance
A significant opportunity exists for New
Zealand businesses to tap the growing
pool of funds looking to invest in our 1.5
degree future, writes EY’s Pip Best

Pip Best.
Photo / Brett Phibbs/

PhibbsVisuals

W hile our climate change
conversation is stuck in
a bind about limits to
economic growth in cer-

tain regions, internationally main-
stream institutional investors have
started rapidly moving forward.

Large global investors are looking
to invest in high-growth businesses
that will deliver financial returns as
well as align to a zero-carbon future,
in an effort to limit temperature in-
creases to 1.5 degrees. This is good
news for businesses aligning their
strategy to a low-emissions future.

This significant societal and
economic change we are starting to
witness stems from multiple sources.
First and foremost, the awareness of
millennials and schoolchildren about
the looming environmental crisis has
reached fever pitch.

Not only is there increased aware-
ness about the science behind clim-
ate change, this activism is impacting
on consumer preferences, such as the
increasing demand for plant-based
food alternatives.

On top of societal pressures, busi-
nesses are starting to experience the
financial impacts of climate change.
For example, insurance companies’
payouts related to extreme weather
events are increasing, which will
eventually result in upward pressure
on insurance premiums.

Another source of concern is the
increasing risk of climate litigation.
Internationally, shareholder resolu-
tions related to climate change are
starting to pile up. These actions are
intertwinedwith rectifying poor clim-
ate risk management and limiting
behind-the-scenes lobbying by indus-
try groups that seek to thwart mean-
ingful action by business and govern-
ment on climate change.

Aware of these pressures, rather
than waiting for regulation, insti-
tutional investors are starting to take
matters into their own hands. One
recent example of this is the Net Zero
Asset Owners Alliance, who have
pledged to align US$2.4 trillion
(NZ$3.78 trillion) in assets to a 1.5
degree future by decarbonising their
investment portfolios by 2050. This

additional capital will increase the
focus on seekingout investments that
are “1.5 degree-aligned”. These sig-
nificant sums of money will likely
increase as other asset owners to look
to diversify, and grow, their exposure
to “green assets”.

Meanwhile, emerging regulatory
standards about what constitutes a
“green asset” will impose further rig-
our on the sector. The European
Union is leading the charge on this.

It has established a classification
system for sustainable activities
which make a substantial contri-
bution to climate change mitigation
or adaptation. Referred to as EU Tax-
onomy, this screening framework
will cover sectors such as agriculture,
transport, tourism and property — all
extremely important sectors in the
New Zealand context. With the im-
plementation of these new rules for
investing in other jurisdictions, New
Zealand companies seeking finance
from these regions will face increas-
ing pressure to meet the standards.
Importantly, these classification sys-
tems make the step from subjective
to objective about what constitutes
being green, in an aim to address
greenwashing concerns.

On thebackof these typesof devel-
opments we are seeing emerging ex-
amples of innovative products that
not only deliver a strong financial
return, but also seek to mitigate or
counter the physical impacts of clim-
ate change. There are products that
are squarely aimed at commercial
investors requiring investment grade
financial returns. Examples are
emerging in the agriculture space. For
example, in Australia, investors are
trading water rights with an aim to
improve environmental water flows
during normal weather (green bene-

fits) and then provide a counter-
cyclical financial return to farmers to
offset the impact of drought during
low rainfall years. These types of
innovative mechanisms are the fu-
ture, and bold New Zealand busi-
nesses and financial service
providerswho are investigating these
“impact” projects will open their
doors to green investors.

For New Zealand the opportunity
is significant. To meet our global
emissions targets, we are going to
have to work harder other than some
other countries. The action of the
Ardern Coalition Government on
emissions reductions will need to be
supplemented, and led, by the actions
of the private sector. Many countries
can make steep reductions in green-
house gas emissions through decar-
bonising their energy grid. This is not
a viable option for New Zealand, so
innovation and across all sectors is
vital.

It’s time to do more on climate
change. The tide has turned, and the
smart money is flowing to those
countries and companies that act
meaningfully now. The focus on clim-
ate change presents an opportunity
for innovative, green businesses to
access capital and offers a route for
investors to achieve investment
grade returns and reduce their risk
to climate change. That sounds like
a groundswell to me.
● PipBest is ClimateChangeand
Sustainability ServicesDirector at EY.
Theviewsexpressed in this article are
theviewsof theauthor, not Ernst&
Young. This article provides general
information, doesnot constitute advice
and shouldnot be reliedonas such.
Professional advice shouldbe sought
prior to anyactionbeing taken in
relianceonanyof the information.

PipBest co-authored the
SustainableFinanceForum’s
Financing theFuture interim
reportwhichwill be launched
todaybyClimateChangeMinister
JamesShaw.The forum is the first
project launchedbyThe
AotearoaCircle, recognising the
critical roleof finance toachieve,
andaccelerate, the transition to
a sustainable economy, and the
need for a financial systemthat
is fit for that purpose

New Zealand’s sustainable
finance products so far:
Thereare threemain financial
productsbeingused to finance
greenassetsor projects inNZ.
One is thegreenbond, adebt
financing instrument.
Thesehavebeenusedby the
AucklandCouncil for its electric
train fleet project andbyproperty
companyArgosy for its green
buildingportfolio amongothers.
Sustainable linked loansare
another formof finance, a loan
betweenaborrowerand lender
for agreenproject; themore
successful youarewith the
project’s sustainable aims, the
lower the interest rate. Synlait
used this instrument, agreeinga
four year $50mEnvironmental,
Social andGovernance (ESG)
linked loanwithANZ.
“Greenbondsmadeup the
majorityof issuances todate, but
sustainable linked loansare
increasingbecauseof the
flexibility,” says EY’s PipBest.
Agreen loan financesor
refinances specific projects or
assets. This is part ofContact
Energy’sGreenBorrowing
Programme inNewZealand, says
Best.
Whilegreenbondshavemadeup
thebulk of the sustainable
financemarket between2012and
2018, sustainable linked loansare
on the rise.
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WITH THE #1
INSTITUTIONAL
BANK
across New Zealand*, Australia* & Asia#

In business, you’re only as strong as the people you
surround yourself with. Partner with a bank that can
take you further.

anz.co.nz/institutional
*In the Peter Lee Associates Large Corporate & Institutional Relationship Banking surveys,
New Zealand and Australia, ANZ Bank New Zealand Limited was Rated No.1 for Relationship
Strength Index in the 2010 through to 2019 surveys and Australia and New Zealand Banking
Group Limited was Rated No.1 for Relationship Strength Index in the 2014 through to
2019 surveys. #No.1 Overall Relationship Quality in the Greenwich Associates Asian Large
Corporate Banking studies, 2017-18. ANZ Bank New Zealand Limited.
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‘We expect industry to play its part’

F inance Minister Grant
Robertson recently signed
New Zealand up to the
44-strong Coalition of

FinanceMinisters for Climate Action.
He says the coalition recognises

that meeting climate goals requires
not just environmental policies, but
also “climate-fiscal” policies like con-
sidering climate change in annual
national budgets.

“New Zealand is already well
down the track in this respect with
the Wellbeing Budget taking into
account broader measures of suc-
cess than economic growth,” he says.

Robertson is looking forward to
studying the Sustainable Finance Fo-
rum’s interim report Financing the
Future which is being launched
today.

The SFF report — and an
accompanying opinion by law firm
Chapman Tripp — steers company
directors in the direction of facing up
to the challenge that climate
imperatives pose to their businesses;
to consider the impact of climate
change in their decision-making, and,
to disclose such related financial
risks to investors.

“The work the forum is doing very
much aligns with our Wellbeing ap-
proach, which forms the basis of our
budget planning and decision-
making,” Robertson adds.

“New Zealand needs a financial
system that serves the needs of its
people over the long term, while also
nurturing a growing economy.

“That is why we now consider,
natural, human and social capitals as
well as financial capital in our
Budget.”

Asked by the Herald if he favours
explicit reporting by company direc-
tors on risks to their businesses from
climate change, Robertson replies: “It
would be useful to assist Govern-
ment planning to get a clear picture
of climate change risks across the
business sector, so I would welcome
that information being publicly avail-
able.”

While the New Zealand invest-
ment tally is relatively light when it
comes to the issuance of green and
sustainable bonds — just $1.6 billion
in 2019 todate ($1b in 2018 and$107m
in 2017) — the overall market is
growing.

Robertson says theGovernment is
doing its bit by encouraging inno-
vation to help meet the country’s
emissions targets.

But he stresses “we also expect the
industry to play its part”.

He points to Budget 2019 which
included a $219 million sustainable
land use package to support
transitions, and multimillion-dollar
investments in energy and agricul-
tural emissions research, including
the Global Research Alliance.

The Sustainable Food & Fibre
Futures fund was established in
October 2018,with funding of around
$40m per year until 2021/22.

In addition to that, the Govern-
ment has three funds that do re-
search into climate change: the New
Zealand Agricultural Greenhouse
Gas Research Centre, the Sustainable
Land Management and Climate
Change Research Programme and
the Global Research Alliance onAgri-
cultural Greenhouse Gases.

Robertson says hydrogen, as a
low-emissions technology to replace
fossil fuels, would fit within the NZ
Green Investment Fund’smandate to
accelerate investment to reduce
emissions. “The NZGIF is watching
hydrogen closely, but it’s still pre-
commercial and small-scale”.

Paul Newfield, who is head of
Australia and New Zealand at Morri-
son & Co, says the biggest challenge
on a New Zealand basis is the reason-
ably shallow capital pools.

“In Australia, you’ve got however
much it is now, $3 trillion or some-
thing, in the superannuation industry
and that capital tends to bevery long-
term in nature,” Newfield says.

“What that allows them to do —
and us as the managers of their
capital — is to really focus on out-
comes that come 10 or 20 years out.

“Therefore issues like carbon
pricing and climate change and
broader sustainability issues become
front and centre for you . . . rather
than something you just do to be
good citizens.”

Newfield — a member of the SFF
Leadership Group — says the finance
industry now needs to say clearly it
wants change to happen.

The Government needs to deliver
price signals which sustain through
electoral cycles, including with
KiwiSaver.

And importantly the finance in-
dustry needs to show leadership.

“Part of that is changing our own
behaviours and incentives.

“I think part of it is creating pro-
ducts — even if they’re small scale to
start with — to give people invest-
ment options that focus on
sustainability, so that those products
are sitting there waiting as demand
grows.”

Sustainable Finance

Sustainable
Finance
Fran
O’Sullivan
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Sustainable finance
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system
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Government and regulators

T heAotearoaCircle, aprivate-
public partnership seeking
action on transformational
change to reverse the de-

cline of New Zealand’s natural
resources, has made its first sig-
nificant call to arms to New Zealand’s
finance industry.

The Circle’s first project, the
Sustainable Finance Forum (SFF), has
just published Financing the Future,
an interim report on the need for a
sustainable finance system which
will involve a new mindset of taking
a long-term view for social, environ-
mental and economic wellbeing, pro-
tecting natural resources for future
generations.

Financing The Future will lead to
a Roadmap for Action next July on
how to shift New Zealand to a
sustainable financial system which
will create opportunities for the
country, and at the same time,
strategically positionNewZealand for
continued access to international
markets. The roadmap will include
specific recommendations on re-
shaping the current financial policy,
regulatory and market framework.

“A key shift that is playing out right
now in Aotearoa is the recognition
that, in some cases, climate change
presents material financial risks and
opportunities to businesses. This is
changing the conversationon climate
change away from a moral or ethical
imperative, to a business imperative,”
says Vicky Robertson, CEO of the
Ministry for the Environment and co-
chair of the Aotearoa Circle.

This shift is driving a redirection
of capital flows towards low-
emissions investments and oppor-
tunities, but the speed of that
redirection needs to be accelerated,
she says.

“We need to change howwe value
nature. We depend on nature for our
livelihoods and our incomes but we
don’t treat it like that when we come
to make decisions. The financial sec-
tor can and should play a leadership
role in driving the integration of
nature into the heart of decision-
making, in line with global best prac-
tice.”

The interim report recommends
key players in the finance system
should be drawing on theMāori tradi-
tions of stewardship of the land and

of natural assets which is passed on
to future generations. “We need to
align with the principles of
kaitiakitanga and value, protect, and
preserve these natural and social
resources because we need them to
provide for future generations.”

The Sustainable Finance Forum is
seeking feedback from the broad
business community and beyond on
its findings and recommendations
until the end of February.

The report authors have drawn on

themost relevant and up to date local
and international literature, best prac-
tice examples on what others are
doing, as well as conducting a series
of direct interviewswith leaders from
Māori groups, social enterprises, in-
vestors, financial advisors, banks,
other financial institutions, corporate
leaders, regulators, Government, and
academia — a total of 100 surveyed.

With the report, the forum is
hoping to set the clock ticking.

“We feel this immense urgency.

We have run out of time to obfuscate
over why we should delay further,”
says Sir Robert Fenwick, co-chair of
the Aotearoa Circle.

“We are hugely excited that the
first report has been announced; it’s
the beginning of the process,” he says.

“It will take organisations and lead-
ership teams and boards to do things
differently, that’s the next challenge.
The paper is all well and good, but
now we need to execute it. It will
require organisations to change.”

Those companies developing new
resilient and low-emissions goods
and services may see significant op-
portunities fromclimate change, adds
Robertson.

“The work of the Sustainable
Finance Forum asks how should in-
vestors, lenders and asset owners do
this. The interim report outlines
potential pathways to assist in that
change and looks to continue the
conversation with all the participants
in the system and broader
stakeholders as we work towards a
roadmap to put the New Zealand
financial system on a sustainable
footing,” says Whineray.

And the interim report is giving
New Zealand’s financial community
a deadline. It would like to see a
sustainable financial system in place
by 2030 which would help deliver a
“critical sustainability agenda and
transition to a low emissions, re-
source efficient and inclusive econ-
omy.”

Work to be done
There is much work to be done. The
current NZ financial system is not
sustainable, equitable or fair, accord-
ing to the those surveyed for the
Financing the Future report. And the
country’s current use of natural and
social resources is not sustainable, it
says.

If New Zealand is to meet UN
Sustainable Development Goals
(SDG) targets and the Paris Agree-
ment (which limits climate change to
1.5 degrees of global warming), it
requires a sustainable finance system
which redirects public and private
capital “on a massive scale” over a
relatively short period of time, says
the report.

The current financial markets in
New Zealand and abroad are still
largely misaligned with climate
change and other sustainability
imperatives. There is a capital
misallocation due to market short-
termism, the linking of pricing and
performance to financial outcomes
only and there is a lack of information
and awareness across financial
markets, the report finds.

Pressure is growing for organisa-
tions to deliver not only financial
returns, but also to maintain their
social licence to operate and serve a
social purpose over the long-term.

Sustainable
Finance
Gill South

Scaling positive impact investments
Building scale in positive impact
investments is imperative to achieving
New Zealand’s targets for the UN
Sustainable Development Goals and
the Paris Agreement, according to the
Financing the Future report.

The main features of impact
investing are that they are intended to
generate positive, measurable, social
and environmental impact alongside a
financial return and “additionality,” —
other benefits beyond what would
otherwise have occurred.

“One of the big myths about impact
investing is that you need to sacrifice
financial return. There is significant
evidence showing this is not the case,”
says Pip Best, EY director of Climate
Change and Sustainability Services.

A recent study by the Responsible

Investment Association of Australasia
found a solid base of impact investing
activity in New Zealand.

An increasing number of dedicated
fundswith strongdemandacross inves-
tor groups, present a significant oppor-
tunity for the financial sector, the report
says. To date, the majority of impact
investments have been unlisted,
illiquid and small in scale with a limited
focus on additionality.

To increase this focus, the report
says the Government will need to
champion innovative financing
structures and introduce fiscal
measures to improve the risk/return
profile and provide grounds for
leveraging private funds.

These include public-private
partnerships and outcome-payment

contracts, structures used by the public
sector to fund projects aimed at reduc-
ing a social problem. Guarantees and
credit enhancements, where govern-
ments, private sector or NGOs provide
some form of capital protection to de-
risk an investment or provide a tax
incentive to improve the return and
make it commercially appealing, are
another possible measure.

Outcome-payment contracts can
provide financial efficiencies for gov-
ernments says Best, co-author of the
Financing the Future report.

“Rather than pay a set fee for the
delivery of social programmes, govern-
ments pay based on the level of success
of the programme,” Best says.

“By providing this type of demand
for impact investments products, we

should see capability improve as busi-
nesses and entrepreneurs see the op-
portunity to enter the space.”

Government-funded investment
vehicles, such as Government-backed
green funds are being used to attract
finance to untraditional sustainable
projects, says the report. New Zealand
has the $100m Green Investment Fund
and the $241m Endeavour Fund which
finance researchprojects aimedat tack-
ling long-term issues. It’s a good start
but tiny in comparison to theAustralian
government’s Clean Energy Finance
Corporation with $10 billion in funding.

Central banks around the world are
becoming involved in asset purchasing
programmes to drive demand for
sustainable investment. The Reserve
Bank recently bought US$100m in

green bonds and other opportunities
exist in this area. Non-government help
could come from a number of sources.

● The social enterprise sector is a
diverse and growing sector of 3500, but
the sectorhasnodefined legal structure
which makes it difficult for them to
access mainstream capital.

● Microfinance could be another
source for positive impact new pro-
ducts. An emerging sector, it tends to
provide small scale loans at low rates
to groups who have trouble accessing
traditional financial services.

● Positive impact funds are another
potential source.

● KiwiSaver default providers
could be required to have some per-
centage on positive impact funds.

— Gill South

“Ultimately a change to a sustain-
able financial system requires the
decisions being made by the actors
in that system to change,” says NZ
Super Fund CEO Matt Whineray, co-
chair of the forum.
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Aotearoa Circle co-chairs Karen Silk
(top) and Vicky Robertson.

Social and planetary
boundaries

Sustainable Finance Forum InterimReport 2019 /Herald graphic
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Directors and trustees, along with
senior management, are in a unique
position to either create this change
or be a barrier to this, notes the report.

“Business and investment deci-
sion-making is still primarily made in
favour of short-term financial returns
and our stakeholder interviews
supported this view and identified
that boards are not leading — often
requiring significant drive from man-
agement to embrace sustainability.”

Our financial system is facing the
same issues as other business sectors
and society more broadly, says
Whineray.

“Howdoweproperly consider and
account for the long-term impacts of
our activities on our climate, our
natural environment and our social
fabric? At the NZ Super Fund, we
believe these issues are material to
the long-term health of our
investments and we’re working to
incorporate them into our invest-
ment framework,” he says.

What needs to happen next?
Three big changes need to be made,
the interim report recommends.
There must be a changing of mind-
sets, an aligning of the financial sys-
tem (greening finance), and a
mobilising of capital (financing
green). The changes the Sustainable
Finance Forum (SFF)would like to see
will require a transformation in lead-
ership style and culture across public
and private sectors.

Westpac General Manager for the

Experience Hub, Karen Silk, who co-
chairs the forum, says the biggest
thing that needs to happen is one of
mindset and behaviour. “That’s the
biggest change. And that’s all about
leadership.

“Leaders have to lead, not manage
to the minimum. That’s how you get
transformation,” she says.

To really see that shift, in the way
capital gets allocated to create benefit
for a broader group than just the
shareholder, this kind of leadership
is going to be necessary.

“Weonly get one co-ordinated shot
at this. Everyone has a role to play,”
says Silk.

Short-term financial goals are no
longer “business as usual,” — the fin-
ancial system’s aim should be to
serve the long-term needs of society,
the environment and the economy
and to align capital flows accordingly,
the report authors say.

Financing the Future calls for fin-
ancing mechanisms and organisa-
tions that exist to fundnon-traditional
projects and services which are
required to meet climate and
sustainability goals, fostering more
innovative products.

“We need to systemically align the
New Zealand financial system with
the task of meeting our 21st century
sustainability challenges and in the
process produce better outcomes for
all New Zealanders,” says Silk.

As part of this, the SFF would like
to see a mobilising and a reorienting
of capital, with mechanisms to direct
capital to projects that have good
environmental and or social impact.

“This includes new capital for
sustainable products and services
and shifting capital to ensure we
transition to a low-carbon and resili-
ent economy, contribute to our
sustainable commitments,” says the
report.

What sustainable finance system
looks like
Asustainable financial systemshould
serve and deliver upon the vision of
a sustainable economy and be
assessed in terms of both financial
and non-financial performance and
outcomes, including those aligned
with climate and sustainability goals.

It will also require identifying the
interventions that will deliver the
biggest impact.

The SFF has also identified three
priority areas it believeswill drive the
greatest impact. These are: clarifying
fiduciary duties, improving the avail-
ability and quality of environmental
and social data, and pricing natural
and social capital, known as
externalities.

So-called “negative externalities”,
such as the cost of pollution, destruc-
tion of biodiversity, increasing in-
equality or a changing climate will
eventually come to be reflected in
asset prices, whether through chang-
ing markets, regulation, social up-
heaval or increasing the cost of
inputs, says Whineray.

“That’s why failing to properly con-
sider and mitigate all risks associated
with a business’s activities is simply
bad leadership, and will increasingly
impact on its licence to operate,” he
says.

The Financing the Future report
recommends studying Kate
Raworth’s “doughnut economics” to
help visualise what a sustainable
economy looks like (see adjoining
graphic).

She advocates the need to re-
frame the current economicmodel of
endless growth at any cost. “The aim
of economic activity should be meet-
ing the needs of all within the means
of the planet. Instead of economies
that need to grow, whether or not
they make us thrive, we need
economies that make us thrive,
whetheror not theygrow. Thismeans
changing our picture of what the
economy is and how it works.”

New Zealand’s weak points
Every country looking at changing
their approach to the economy for
this newworld has their own barriers
to deal with in meeting big interna-
tional targets. Canada, for instance, is
heavily reliant on the oil and natural
gas industries, so has a strong lobby
to deal with when looking at
regulating emissions.

Financing the Future points out
New Zealand’s particular weak points
on the world scale — which include
its exploitation of its waterways and
other natural resources over the
years.

In 2017, the OECD described NZ’s
growth model as largely relying on
“exploiting natural resources with en-
vironmental resources beginning to
show ‘environmental limits’.”

Climate change will exacerbate
this decline in quality and availability.

A large part of our economic suc-
cess has been created using natural
and social capital such as water,
energy and labour. Historically this
has created substantial benefits for
society with few side effects.

“We need to rethink the way we
define economic success to ensure
that it delivers sustainable
intergenerational development and
wellbeing,” the report says.

Though New Zealand’s tourism
branding has been “clean and green”,
the latest statistics are nothing to be
proud of, with nitrogen levels in our

The forum
The forum is the first project
launchedbyTheAotearoaCircle,
recognising the critical roleof
finance toachieve, and
accelerate, the transition toa
sustainable economy, and the
need for a financial systemthat
is fit for that purpose.

It brings together keyplayers
inNZ’s financial system—
includingMāori leadership,
representatives frombanks,
insurancecompanies, industry,
professional services, civil
society, academia, and
government— toexplorehow to
re-designNZ’s current financial
systemtomeet the challengesas
well as capture theopportunities.

Theaim is toproducea
Roadmap forActiononhow to
shiftNewZealand toa
sustainable financial system—
fromonewhich focusesprimarily
on (often short-term) financial
wealth creation, toone that
supports long-termsocial,
environmental, andeconomic
wellbeingandprosperity for all
NewZealanders, protecting
natural resources for future
generations. At the same time,
thiswill strategically position
NewZealand for continued
access to internationalmarkets.

Kaitiakitanga is the
overarching theme—considering
the role the financial sectorplays
in theguardianshipofpeople and
thenatural environment,
recognising thepast, present and
futuregenerations.

The forum’s interim report
setsoutwhyNZneeds to shift,
urgently, to a sustainable
economy.

Key statistics
12
members of the Leadership
Group

33
Members of the Technical
Working Group

50+
Stakeholders interviewed

50
Stakeholders surveyed

95%

Said current financial system
not sustainable or fair

Feedback on this Report:
The reportwill be testedwith civil
society,Māori and Iwi, public, and
private sectors. The feedback
surveycanbeaccessedat
www.theaotearoacircle.nz
TheSustainableFinanceForum
aims to finalise its report anda
Roadmap forActionby theend
of July 2020.
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Financing the future
continued from D5

Potential pathways for achieving a sustainable financial system

Sustainable Finance Forum InterimReport 2019 /Herald graphic

Decision-making is largelydrivenbyshort-termfinancial performance—oftenat theexpense
of social andenvironmental outcomes.A fundamental change to thebusiness leadershipand
culture isneeded to focuson long-termvaluecreation for all stakeholders.

Thepurposeandcultureofbusiness supports
intergenerationalwellbeingandsustainable
developmentanddecision-making reflects this.

Rewardorganisations
that lead through
long-termpurpose

Fiduciaryduty isunderstood to require
considerationandmanagementof environmen-
tal andsocial risks, opportunities, and
‘real-world’ impacts.

Clarifyfiduciaryduties

Peopleare rewardedaccording todemonstrable
progress toward theorganisation’s long-term
purpose, including sustainableoutcomesand
material issues facingorganisations.

Linkperformance
managementand
sustainableoutcomes

Sustainability integrated intofinancialmarket
regulation.Central tomandatesoffinancial
marketpolicy-makers, aswell asCrownor
government-backed fundsandfinancial entities.

Developacoordinated
whole-of-government
andwhole-of-market
strategy

Societyand thefinancial sectorunderstand
howfinancial decisionscan impact
environmental andsocial outcomes.

Integrate sustainability
intoall levelsof
educationwithinsociety
andthefinancial system

Environmental andsocial dataanddisclosures
areas robust andaccessible asfinancial
disclosuresandare integrated intofinancial
decisionmaking.

Improveaccuracyand
access toenvironmental
andsocialdataand
reporting
Priceexternalities,
expandfinancialmodels
to incorporateenviron-
mental&socialoutcomes

Environmental andsocial impacts arepriced
and included inouraccounting, valuationand
capital adequacymodels andprovideaprice
signal to realign theallocationof capital.

Pricing structures reduceexposure to systemic
risks (suchasclimatechange). Theirpotential
impacton thefinancial sector is closely
monitoredand transitionplansare inplace.

Risk-based insurance
pricing.Monitorclimate
changeandother risks in
financial sector

Internationally recognised, locallyapplicable
sustainability standard to reducegreenwashing
andacceleratecapital intogenuine
environmental andsocial purposeprojects.

Definitions needtobe
internationallyaligned&
fit-for-purpose for
sustainable investments

Investment is scaled intoprojects and
enterpriseswhichdeliverpositive social and
environmental outcomes (including
addressingclimatechange)

Scale-up investment in
positive impactprojects
andassets

Suitableandaccessiblefinancial products are
available toall. Consumersarebetterprotected
againstunethical behaviour.

Scaleupmicro-finance
andsocialenterprise,
adoptmeasures to
address inequality

Existingfiduciarydutiesdonotexplicitly requireenvironmental andsocial factors tobe
consideredandare sometimes interpretedasprohibiting this. Thescopeoffiduciary
dutyneeds tobe reviewedandclarified, alongwithamove fromshareholder focus to
stakeholder focus.

Heavily linking remuneration toannualfinancial performanceand targetshashistorically
drivenacultureof short-termismat theexpenseof long-termvaluecreation.
Performancemanagementneeds to support the long-termstrategyof anorganisation to
drivebehaviourchange.
Sustainability isnotwell integratedacrossNewZealand’sfinancialmarket regulationand it is
not explicit in themandatesofmost government-backed funds. Better strategic coordination,
oversight, and incorporation inmandatesand regulationwill provide supportive regulatory
structureaswell as alignmentofpublicfinanceandpublicly funded investment.

Long-term
purpose&
leadership

Priorities Getting to thepoint

Su
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n
ab
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em

Pathways Desiredoutcomes

Legal
obligations

Performance
management
and
remuneration
System
architecture

Low levelsof awarenessonsustainabilityandcapabilityexist acrossallfinancial system
participants, fromconsumers todirectors. ProvidingallNewZealanderswitheducationof
sustainability concepts, suchasESGriskmanagement.Responsible investmentwill bekey for
shiftingbehaviour, andcapital, towardpositive social andenvironmental outcomes.

Havingaccurateandcomparabledataand reporting is akeyelement invaluingassets and
investments. Environmental andsocial dataandreportingneeds improvedaccuracy,
comparabilityandavailability tobecome integral tofinancial decisionmaking.

Theglobalfinancial system isbuilt onmodels, norms, and rules thatdonot reflect the full cost
of businessor respond tochanging societal expectations.Valuingenvironmental andsocial
impactswould improve theaccuracyofvaluations, accountingandcapital adequacymodels
and reduceexternalities.

Environmental andsocial riskshave thepotential to cause—orbea lead indicator - ofmarket
disruption. Bymonitoring these risks closely, and thoughtfully implementing transitionplans,
regulators and theprivate sector can increase the resilienceof thefinancial systemandreduce
economic shocks.

Sustainability
education

Pricing
environmental
andsocial
outcomes
Market
stability

Defining
sustainability

Greenwashing is a concern sharedbyallfinancial systemactors.Developingacredibleand
objective sustainability ‘language’,which links to international standards, is necessary to
facilitate theeffectiveandgenuineflowofcapital topositiveoutcomes.This includesdefining
‘green’ and ‘sustainable’ investment.

Onlya small percentageof capital is allocated topositive impact investments inNewZealand.
Weneed to scaleup, anddiversify, the supplyofpositive impact investmentproducts and
services, and improve investibilityandaccess, including through theuseof innovative
financingmodels.
Ourfinancial system is contributing togrowing inequality. Scalingupservices
targetingunder-servedgroupsand improvingdiversityandconsumerprotection
will improve inclusion.

Scaling
positive
impact

Inclusiveness

Dataand
reporting

2
0

3
0

Sir Robert Fenwick

waters increasing more than in any
otherOECDmember country, accord-
ing to Financing the Future. Water
contamination from the agricultural
industry and urban stormwater run-
off are a concern — 82 per cent of the
rivers in pastoral farming areas are
not suitable for swimming.

“For a country that relies on a pure
New Zealand reputation for tourism
andprimary industries,we are risking
not just our reputation but our future
financial wellbeing,” the report says.

Our record on inequality will also
need to be addressed in a new
sustainable finance environment.

Distribution of wealth is very un-
even inNewZealandwith 20 per cent
of households holding 70 per cent of
the wealth, according to the report.
The results of a Global Director Sur-
vey conducted in 2018, showed in-
equality and poverty ranks among
the top concerns of New Zealand
directors.

Gender equality is another a prob-
lem in New Zealand, which ranked
33rd out of 35 countries for the num-
ber of women in senior management.

The country’s income inequality
gap has impacted GDP by more than
15 per cent, due to flow-on effects of
inequality in New Zealand’s educa-
tion system. High levels of inequality
are linked to health issues, crimi-
nality, declining social trust and
economic instability, says Financing
the Future.

The inequality in New Zealand has
a detrimental effect on social capital
and this is a problem for the health
and wealth of future generations,
says Fenwick. “The business com-
munity needs to rethink its current
consumption of social capital. In
many placeswe findwaste and dupli-
cation of effort and resources.”

The report says bridging wealth,
race, education and genders gaps in
the New Zealand is not only a matter

of fairness, but central to sustainable
and inclusive economic growth.

“We cannot afford to wait decades
to achieve incremental progress
when a comprehensive response to
inequality can help New Zealand
switch to a higher value, more pro-
ductive, and fairer economy today,”
the report says.

New Zealand’s relatively small
capital market is another feature the
country’s leaders have to contend
with. This makes the New Zealand
banking system the main funding
source for New Zealand firms. Our
capital market also relies heavily on
international investment and foreign
ownership.

There is growing international de-
mand for sustainable investments,
and for New Zealand to be an attract-
ive investment destination for in-
vestors, its supply of sustainable
investments will increase in import-
ance.

Meanwhile, the fact that New Zea-
land’s commercial sector is domin-
ated by SMEs (97 per cent), and the
fact that any (initial) regulatory or
disclosure burden will fall only on

publicly-listed entities, would mean a
large chunk of the corporate sector
would not be captured by the disclos-
ure requirements.

Business leaders in New Zealand
have made a wave of voluntary
commitments with respect to climate
change in particular, such as the
Climate Leaders Coalition in New
Zealand but voluntary commitments,
which include broader sustainability
in the financial sector, have not been
adopted here so readily. For example,
for investment managers, the UN’s
Principles for Responsible Invest-
ment (PRI) now have over 2000
signatories globally with US$90
trillion assets under management.
Some New Zealand investment
managers are signatories but the Re-
sponsible Lending and Responsible
Insurance principles have had a
patchy uptake in New Zealand, the
report noted.

Good questions to ask
The report seeks feedback from New
Zealand businesses and civil society
on a number of pertinent questions:

● Companies who disclose non-

financial perform are doing so by self-
selecting their reporting indicators
and theway they are calculated. Non-
financial disclosures are generally
incomparable so what measures can
be taken to improve the
comparability of data, the report asks.
Should non-financial data be inte-
grated into existing accounting stand-
ards?

● The GRI (Global Reporting In-
itiative) Standards provide a standard
methodology for reporting key ESG
metrics, which are internationally
recognised. Should New Zealand
mandate the adoption of these stand-
ards?

● Does fiduciary duty in NewZea-
land legislation require consideration
and management of ESG factors?

● How should businesses and in-
vestors be rewarded through serving
a broader social purpose and positive
social and environmental outcomes?
Through leadership or regulation?

● Sustainability is not well inte-
grated across New Zealand’s financial
market regulation. Should the
mandates of financial market policy
makers and regulators and public
financial entities be revised to make
sustainability outcomes explicitly
part of their purpose, objectives and
performance metrics? Or require
them to promote and contribute to
a sustainable economy and
sustainable financial system?

What happens if busineses do
nothing?
Decisions and action need to start
today, is themessage from the Aotea-
roa Circle. Sir Jonathon Porritt, a
founding member of the circle, says
there is no excuse to be sitting on the
sidelines.

There is a global values shift
among consumers, society and the
emerging voice of younger genera-
tions, which business leaders cannot
escape. Identifying sectors and busi-
nesses that properly understand their

impact on the wider world will have
strategic advantages over their com-
petitors that do not, says Whineray.
For a long-term investor they present
as more attractive investment oppor-
tunities, which will drive value into
the future. Doing this isn’t easy, but
the fact that incorporating these con-
siderations is harder, doesn’t make
them any less impactful on invest-
ment returns.

Stakeholders are increasingly con-
cerned about the sustainability of the
products and the services they con-
sume, as well as the organisations
they work for. They are lookingmore
closely at the companies operating in
their communities and how their
money is being spent or invested on
their behalf.

Financially itwill notwork forNew
Zealand to bury its head in the sand
— with 70 per cent of New Zealand’s
export earnings directly reliant on
natural capital, but water quality de-
grading across the country. Action
needs to be taken now, says the
report.

Silk is hoping a broad range of
players will read the report and re-
spond with more direction.

“It’s going to take a lot of collabora-
tion with Government, regulators, it’s
going to require the banks, the
insurers, the fund managers, in-
vestors, companies, directors, and
consumers to all engage and collab-
orate and work together.”

“If we want commitment and en-
gagement to get the execution right,
we need people to have had the
opportunity to express their view.”

This consulting process is an op-
portunity for people to get engaged
and express their view so that when
we come out with the final report, is
this something they will be prepared
to back, Silk says.

Fenwick adds: “People need to
decide do something significant
tomorrow and the next day and the
next day.”
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Using the Te AoMāori worldview

The New Zealand
business

community would
dowell to learn

from local iwi about
taking a longer-term

view.
Debbie Birch

TheMāori experience and approach is ‘a natural resource we are lucky enough to have access to’

T he Sustainable Finance Fo-
rum’s report recommends
that New Zealand’s finance
sector — with a new man-

date to act with wider interests in
mind — would benefit from incorpor-
ating the Te Ao Māori worldview
when transforming to a more
sustainable model.

“A broader discussion with iwi/
Māori on the design of a more
sustainable model of finance for New
Zealand and of Te Tiriti o Waitangi/
Māori values will be important and
useful,” it says.

“The Māori experience and ap-
proach to life and business, you could
argue, is a natural resource the New
Zealand finance sector and business
community are lucky enough to have
access to, unlike other countries
around the world,” says Debbie Birch,
a leader on the Aotearoa Circle’s
Sustainable Finance Forum and a
company director with expertise in
Māori economic development.

“The New Zealand business com-
munity would do well to learn from
local iwi about taking a longer-term
view with no ‘externalities’ or
exclusions,” she adds.

Within Te Ao Māori there is a
strong legacy for protecting cultural
heritage and making decisions for
future generations. With significant
brand risks to New Zealand if
exploitative practices continue, the
Financing the Future report
recommends a sustainable finance
system could build a legacy of
enhanced social, cultural and en-
vironmental capital over the long
term.

“Our role is to take something finite
andmake it infinite for future genera-
tions,” says the report. Financial capi-
tal is a necessary vehicle to deliver
that legacy, but it is not the overall
objective, it adds. Framing the use of
land, resources, finance and other
economic units as generative rather
than extractive is something that
aligns with the Māori view of stew-
ardship for the future

In traditional economic theory,
impacts to the environment, com-
munity and culture are classified as
external to economic activity and
excluded from GDP while in the
Māori and iwi world view, these
factors are core to fiduciary responsi-
bilities.

The Te Ao Māori perspective is

about there being one system —
where everyone, including the busi-
ness community, is viewed as belong-
ing to the same community.

When the sustainable financial
system is anchored in the Te Ao
Māori way, business and finance are
understood to operate within social
and environmental system con-
straints and dependencies, says the
report.

The financial system serves the
real economy and enables this
sustainable economic model.

Within Te Ao Māori culture, there
are a number of special relationships
that resemble what the Western
world would call fiduciary
obligations.

Māori believe in the responsibility

of looking after ancestral lands,
mountains, rivers and other physical
and cultural assets as well as children
and future generations.

The thinking in Māori culture is
that trust and confidence is in the
current generation to do what is best
for future generations who are not in
a position to influence today’s
decisions.

Māori businesses are character-
ised by having a collective focus,
motivation is the natural environ-
ment and people-focused rather than
profit-focused and there is an inclus-
ive or holistic philosophy, says Birch.

“For the growing numbers of
young people concerned about their
future, this far more inclusive way of
running businesses is likely to spark

their enthusiasm about joining the
workforce and building companies
which will make a difference for
future generations to come,” she says.

The responsibilities of Māori busi-
nesses are to protect the “taonga tuku
iho” (cultural heritage) for future gen-
erations, to incorporate, or certainly
not compromise, tribal and hapu
tikanga and other cultural values.

Māori businesses, which are
typically collectively owned, are also
seen to be responsible for the socio-
economic and cultural wellbeing of
the beneficiaries. “There is an obli-
gation to achieve not only optimal
and sustainable asset growth and
financial returns for the beneficial
owners, but to assume some re-
sponsibility for socio-economic as
well as cultural wellbeing.

Meanwhile, the measurement of
success is not solely equity value or
net profit but more practical benefits
reaching owners or beneficiaries.
Benefits may be education grants, or
health and wellbeing initiatives.

According to IWIinvestor, the
Māori-owned investment and finan-
cial advisory service, Māori com-
panies commonly favour very long-
term goals, sustainable returns, are
risk adverse with decisions around
natural resources and protecting tao-
nga tuku iho for future generations.

The fundamentals also include re-
spected leadership in cultural and
business matters, beneficial owners
having a sense of pride and identity
with the business and a level of good
communication and engagement,
says Birch.

— Gill South

Sustainable Finance ForumReport
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Sustainable finance
for a shared future
What vehicles will drive us to the green economy asks James Shaw

Increasingly,
governments and

institutional investors are
reorienting towards

green bonds because of
their international

obligations.

I n a makeshift conference hall,
down the corridor from the rooms
where negotiators were thrashing
out the Paris Agreement in late

2015, I attended a press conference
fronted by Michael Bloomberg, former
Mayor of New York, and Mark Carney,
Governor of the Bank of England.

Although the language they used
was as dry as dust, what they said —
and the sense of alarmwith which they
said it — startled me. They estimated
that, globally, billions—perhaps trillions
— of dollars of unquantified and undis-
closed risk was sitting on corporate
balance sheets, invisible to directors
and shareholders alike.

This ranged from the insurance
costs of physical losses caused by sea-
level rise and increasingly frequent and
intense floods, fires, droughts and
storms, to stranded asset risk in fossil-
fuel companies whichmight find them-
selves having to leave their oil fields
untapped.

These risks could incur massive
losses both for the firms involved and
their investors, bankers and insurers.

This was something directors and
shareholders might want to know
about, they said.

And so they launched the Taskforce
on Climate-related Financial
Disclosures (TCFD), a framework for
measuring and reporting climate-
related risks. Bloomberg and Carney
believed that once this informationwas
madeavailable, then capitalwould flow
away from the “brown economy” and

toward the “green economy”.
MarkCarneyhas said that heviewed

climate-related risks as the single
biggest threat to the UK economy
(although he now has, shall we say,
“other things” on his mind).

Our own Reserve Bank Governor,
AdrianOrr, has voiced similar concerns
and has started asking questions of
bank boards about how their approach
to climate-related risk.

TheNewZealand InsuranceCouncil,
in its submission on the Productivity
Commission’s LowEmissions Economy
report, suggested that directors’ fidu-

ciary duty in existing corporate law
should already cover these risks, given
howmaterial they seem to be. But they
also proposed that, given that almost
no companies in New Zealand were
reporting on these risks, a compulsory
regime may be required — a proposal
the Productivity Commission has re-
commended to the Government.

All this suggests that New Zealand
companies may be on the verge of

measuring and reporting on climate
change matters, not just as a matter of
“corporate social responsibility”, but of
responsibility to shareholders.

But if Bloomberg and Carney are
right, and markets respond to better
information by flowing away from the
‘brown economy’, what is the ‘green
economy’ it is flowing towards? And
what are the vehicles by which it gets
there?

‘Green bonds’ are an enormous and
growing market worldwide. They gen-
erally go into projects that were going
to happen anyway, but can be certified
as low-carbon investments attractive to
thosewishing toput theirmoneywhere
their values are.

Increasingly, governments and insti-
tutional investors are reorienting to-
wards green bonds because of their
international obligations: Article 2(c) of
the Paris Agreement which commits
countries to, “Making finance flows con-
sistent with a pathway towards low
greenhouse gas emissions and climate-
resilient development.”

Green bonds are only just emerging
in New Zealand, the highest profile so
far being Auckland City Council’s
oversubscribed $350 million issue to
raise capital for electric trains and cycle
ways in 2018 and 2019. That’s a decent
chunk of money for our trains and
bikes. More active green finance
includes funds that seek out projects
that specifically reduce emissions. This
requires a level of specialist expertise
that most New Zealand fund managers

don’t have in-house.
This was part of my reasoning in

setting up Green Investment Finance
Ltd, a publicly-owned but fully com-
mercial specialist fund with the explicit
objective of shifting capital towards the
low-carbon economy of the future.

Green Investment Finance will act
as a kind of icebreaker on behalf of the
private sector funds. At $100million, it’s
too small to change the world by itself
and so needs to “crowd-in” private
finance.

That’s a growing field too, particu-
larly with a new wave of ethical
KiwiSaver funds on the scene. Some of
these are a direct response to Mindful
Money — an NZ non-profit service,
which helps investors find low-
emissions investment options, includ-
ing for KiwiSaver.

We’ve also got the Climate Leaders
Coalition — a New Zealand private
sector group that is working to reduce
emissions, including public disclosure

of climate related risks.
The Climate Leaders Coalition is a

group of about 130 companies that
covers a quarter of private sector GDP
and 60 per cent of New Zealand’s total
greenhouse gas emissions profile.

This represents incredible leverage
for the transition to the low-carbon
economy. As the group develops, its
members should be able to offer an
enormous array of opportunities for
green investors to participate in.

Another group, the Sustainable
Finance Forum, aims to develop a
roadmap for sustainable finance inNew
Zealand and has an interim report due
imminently.

There’s a lot more to do, but globally
and here in New Zealand, in private
enterprise and in central and local
government, we are starting to shift our
economy, and society, to a brighter,
kinder, more sustainable future.
● JamesShaw isAssociateMinister of
FinanceandMinister ofClimateChange
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My ‘human’ test of
Future Finance

Financial capital is a necessary vehicle to deliver the legacywe
want — but it’s not the overall objective, saysMark Peterson

A s a parent of two Gen-Z
teenagers, I think a lot
about their futures — as
their Dad, and as someone

involved in a sector who can lead
change.

When we imagine a truly
sustainable finance system, there is
a simple ‘human’ test for me that’s
perfectly expressed in the quote from
Ngāi Tahu on Page 14 of the
Sustainable Finance Forum (SFF)
2019 Interim Report: Mō tātou, ā, mō
kā uri ā muri ake nei.

We should always be asking our-
selves as business leaders — how will
myactions anddecisions todaymake
apositivedifference tomorrow “forus
and our children after us”?

This judgement of future genera-
tions — central to the Māori world
view and kaitiakitanga — is a very
powerful lens when we front-up to
the risks and seize the opportunities
within the finance sector, more
broadly for our country, and
ultimately for the sustainability of
resources globally and the health of
the planet.

The eyes that I’m looking through
are those of my children, Matt and
Georgie. How can I do my best by
them?

The value of transparency
Our businesses today are not just
concerned about losing customers or
capital, they’re also concerned about
losing access to raw materials and
products, and that New Zealand’s
international brand advantage may
be eroded.

In our submission to the Financial
Markets Authority this month on
Green Bonds and Other Responsible
Investment Products we lent our sup-
port to initiatives to provide greater
clarity around the conduct and dis-
closure practices for green, ethical
and responsible investment pro-
ducts. We said that we considered
these products to be crucial to New
Zealand’s ability to maintain its inter-
national standing through respon-
sible investment practices.

As a small domestic market,
unlocking access to investment will
provide broader benefits for all New
Zealanders through the development
of a productive and sustainable econ-
omy. Environmental, Social &
Governance (ESG) reporting is a foun-
dation for the development of green,
ethical and responsible investment
products — by enabling investors to
make informed investment decisions
based on these criteria.

Our recent report ESG Reporting
Uptake in S&P/NZX 50 Index & Inves-
tor Perspective 2019 examines the
most recent annual reports and
sustainability reports of New Zea-
land’s largest listed companies.

The report shows that New Zea-
land companies with a high exposure
to offshore investors and customers
are increasingly moving to disclose
and discuss their approach to
sustainability and how they are man-
aging ESG risks — and opportunities.

We see the global push for greater
transparency on non-financial per-
formance as a showcase opportunity
for New Zealand businesses and
brands. A vital role for New Zealand’s
Exchange is to ensure capital can be
invested with confidence into com-
panies that provide opportunities for
sustainable growth.

We know investors today want to
feel comfortable about where they

put their money and that there’s a
good fit with their personal values.
That’s a huge opportunity for New
Zealand businesses — who already
have very strong stories — to promote
their stewardship of natural
resources, how they look after the
wellbeing of their people and how
they are responding and innovating
around customers’ needs.

The ability of businesses to pros-
per over the long-term is materially
reliant on a broader confidence— and
deeper understanding — that comes
from quality reporting on how you
are executing your strategy, how you
are managing operational activity
and the behaviours that you hold
dear in your company.

Of the companies in the S&P/NZX
50at the endofMay2019, 42 reported
on social metrics such as employee
gender diversity but only 28 acknow-
ledged climate change. Most com-
panies did not use a recognised
framework or structure for their ESG
reporting — 17 used the Global
Reporting Initiative and five followed
the Integrated Reporting framework.

This is not just about risk manage-
ment, meeting fiduciary obligations,
or a compliance exercise. ESG is at
its core about recognising what’s im-
portant to your customers, owners
and other stakerholders — and
embedding this in your purpose and

strategy. This is when it can become
a genuine point of differentiation and
also a mechanism for shifting behavi-
our.

The growing importance of non-
financial reporting has been well
signposted. EY’s institutional investor
survey Tomorrow’s Investment
Rules 2.0 released in 2015 showed
both an increasing focus and reliance
on ESG analysis — with 80 per cent
at that time saying they considered
mandatory Board oversight of non-
financial performance reporting “es-
sential” or “important”.

But intangible value assessment
and sustainability ratings are
inherently complex. A lot of busi-
nesses have been scratching their
heads, wondering how to tackle ESG
reporting. How do they ensure that
markets have an informed view of
the capital profile of their company,
appropriately pricing social and en-
vironmental dimensions?

ESG toolbox for issuers
At NZX we published our first
Sustainability Report in 2018 — while
also recognising the wider need for
support, particularly among smaller
cap companies listed on the New
Zealand market. This was achieved
as part of introducing the NZX Cor-
porate Governance Code, which was
the product of more than 18 months
of consultation, 90 submissions and
direct conversations with local
issuers.

One of the key aims of the Code
was to promote issuer disclosure of
environmental, social and govern-
ance factors, considering material ex-
posure to sustainability risks and
other key risks—andexplainingplans
tomanage these andhowoperational
or non-financial targets can be
measured. This aspect of the Code
was supported by a new Environ-
mental, Social & Governance Guid-
ance Note — and was welcomed as
providing an essential toolbox for
companies addressing this new level
of scrutiny and changing expec-
tations

In bringing non-financial reporting
under the NZX Corporate Govern-
ance Code, this guidance note helps

issuers better understand thebenefits
of ESG reporting and the global
reporting regimes available. The fo-
cus was on: linking issuers with
resources; highlighting available glo-
bal frameworks; and communicating
strategies for identifying and manag-
ing materially significant ESG oppor-
tunities and risks to stakeholders and
investors.

Growth of green bonds
Another element of future finance
that complements transparent
sustainability reporting is green fin-
ancial products, such as green
Exchange Traded Funds (ETFs) and
green bonds — responding to the
growing international trend towards
sustainable investment and investors
who are more conscious of where
they put their money.

Many exchanges worldwide have
been involved in the promotion and
accreditation of new products, where
proceeds are used to finance or
refinanceclimate-friendlyor environ-
mental projects.

Wewelcomed our first green bond
to be listed on the NZX Debt Market
in June 2018, supporting our strategic
commitment to grow our country’s
environmental markets. This listing
by Auckland Council was a key mile-
stone as we work more broadly to
develop New Zealand’s greenmarket.
Proceeds from the offer of $200
million of unsubordinated, fixed-rate
bonds were earmarked for Auck-
land’s low-emission public transport
solutions.

In November last year Salt Invest-
ment Funds also listed New Zealand’s
first-ever carbon fund, trading under
the ticker code “CO2”. The Fund
attracted interest from a diverse
group of retail and institutional in-
vestors: seeking to invest in the future
price of carbon as a commodity; with
a financial risk exposed to a higher
price on carbon; or wanting to con-
tribute to slowing climate change.

Global issuance of green bonds has
quadrupled since 2014 and set a
record US$100 billion for the first half
of 2019. However, in New Zealand
while the green debtmarket has risen
year-on-year it remains small and
under-utilised — despite an abund-
ance of potential issuers and strong
investor interest.

We are supporting the develop-
ment of appropriate disclosure and
conduct settings, for the develop-
ment of green and responsible invest-
ment products. These products could
create an international competitive
advantage for NewZealand, given the
potential to use the proceeds in re-
newable energy, green buildings,
waste management, sustainable
water management and land-use (in-
cluding sustainable forestry and agri-
culture), clean transportation and
biodiversity conservation and clim-
ate change adaptation.

As we say in the SFF 2019 Interim
Report: financial capital is anecessary
vehicle to deliver the legacy we want
— but it’s not the overall objective.

It would be easy — as with other
sustainability challenges — to see the
massive redirection of public and
private capital, we need in such a
short period of time, as too hard. Or
we can look at it through the eyes
of our children, and their children —
so that we leave the world in a better
state than when it was handed to us
— “taking something finite and make
it infinite for future generations”.

Global
action
on ESG
NZX is amemberof theUN
Sustainable StockExchange
initiative, apeer-to-peer learning
platform for exploringhow
exchanges, in collaborationwith
investors, regulators, and
companies, canenhance
corporate transparency—and
ultimatelyperformance—onESG
issuesandencourage sustainable
investment.

Aspart of theWorld
Federationof Exchanges (WFE),
our teamatNZXhasalsobeen
contributing to a set of
SustainabilityPrinciples,which
identify theprimaryways in
whichexchanges cancontribute
toadvancing the sustainable
financeagenda.

ManyWFEmembers are
alreadyactive across several of
thePrinciples—encouragingor
requiring their listedcompanies
todisclose relevant
Environmental, Social&
Governance (ESG) information,
providingmechanisms for raising
capital to finance sustainable
outcomes, andeducatingmarket
participants about the
importanceof ESG issues.

Exchangesarealsopotentially
impactedby shifts in investment
preferences, andNZXhasbeen
involved in exploringhow to
address sustainability in the
context of commodity
derivativesmarkets—with the
potential to createnewrisk
mitigation tools and incorporate
sustainability elements into
existing contracts.
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Businesses urged to

Wewill come
to realise that
what we are
doing today

is not
adequate,

and that we
have to
listen a

great deal more
attentively to what I
now see as a ‘howl of

inter-generational rage’
from young people

crying out at our
inadequacy. Wewill

all, as individuals, have
to dig deeper into

ourselves — and find
our inner Greta.
If we don’t find

our inner Greta, a
generation of

Gretas will find us’

Sir Jonathon Porritt

Sir Jonathon Porritt
is advocating for a
new reality: This is a
time to tell the truth
— unpalatable,
painful and difficult
though it might be,’
he tellsGill South

B ritish sustainability thought
leader, Sir Jonathon Porritt,
has sounded the call that it’s
now time to act on climate

change with 2020 a key year for
businesses to make decisions to be-
come more financially sustainable.

By the end of 2020, it will be five
years since the 2015 Paris Agreement.

“2020 is the single most important
year in terms of getting to grips with
this challenge,” Sir Jonathon warns.

Though 78 UN countries had set
net zero carbon targets by 2050, these
were too late. Targets for 2030 are a
much better yardstick for New Zea-
land businesses, he says.

“This thinkingaboutwhatyoumay
be able to deliver for your organisa-
tion by 2050 is a waste of space.” It
is better to get used to a scale of
ambition by 2030 and see what can
be done to make that happen.

Porritt issuedhiswarning toAotea-
roa Circle business leaders — includ-
ing from Air New Zealand, Fonterra,
Mercury, Tourism New Zealand and
Westpac — as well as government
officials, at a breakfast earlier this
month.

Porritt describes a growing feeling
of “anticipatory grief”, something
which many individuals are begin-
ning to feel more and more deeply
today, even though New Zealand has
been relatively sheltered from some
of the extreme consequences of clim-
ate change. “This is the kind of grief
that knows something is going to be
inevitable in the future.”

In that context, he emphasises the
difference between what might be
described as “accelerating climate
change”, where things are getting
worse year by year, and “runaway
climate change”, where things con-
tinue to get worse so rapidly that
there’s nothing that can be done to
actually stop that process.

“We have to own this grief — not
deny it in thehope that itwill go away.
It takes many forms, but we have an
obligation to ourselves to own this
truth,” he says.

He believes New Zealand busi-
nesses have a vital role to play to help
heal some of the damage inflicted by

New Zealanders on their precious
environment.

All sources of natural wealth — soil,
native forests, biodiversity, the
oceans, rivers and lakes — need to be
managed in completely different
ways in the coming years.

And in this transformation, fair-
ness needs to be at the heart of it.

Porritt is advocating for a new
reality with both the business com-
munity and government having to
think differently about how best to
achieve a genuinely sustainable
transformation in a capitalist econ-
omy.

He says there are five capitals —
natural, social, human, manufactured
and financial capital — and progress
today depends almost entirely on
converting natural capital into
manmade capital, the consequences
of which can now be seen to be
disastrous.

Financial capital must now be
underpinned by maintaining our
stocks of natural capital on a safe and
genuinely sustainable basis, Porritt
says. “We have mismanaged them
and exploited them without much
thought. It’s time now to think about
how to manage these assets for long
termvalue creation rather than short-
term profit maximisation.

“It seems an easy challenge, but it
requires a big change of heart for
anyone involved in wealth creation.
They need to be following a different
mandate than the one that they are

currently bound by.”
Porritt says it is clear that all the

climate research presented to politi-
cians in the last 12 months has dis-
pelled forever any lingering illusion
that there is plenty of time to deal
with this gathering problem.

“The problem is with us right now,
and we have to deal with it over the
course of the next 10 years.”

The Intergovernmental Panel on
Climate Change (IPCC) 2018 report
indicated that it would be very dif-
ficult for countries to transform their
economies in such a way that they
can stay below an average tempera-
ture increase of 1.5 degrees C by the
end of the century.

Porritt says it is important for New
Zealand’s business community and
citizens to understand that two big
areas of science — climate change
and threats to biodiversity — were
now merging in compelling ways.

At the same time, IPCC reports
have made clear that climate and
the natural world are inseparably
linked.

He calls on businesses to be honest
about what it needs from the govern-
ment in its handling of the climate
change crisis, urging it to domore that
it might otherwise be inclined to do.

“This is a time to tell the truth —
unpalatable, painful and difficult
though it might be,” he says. Especi-
ally when it comes to contemplating
the prospects of living in a world
ravaged by the consequences of clim-
ate change, with floods, drought, and
wildfires — all are a part of this picture.

The Aotearoa Circle is pushing
hard to ensure this transformation is
seen as a top priority by all business
leaders.

Porritt says there has been a huge
amount of new energy injected into
the world of finance and capital
markets over the last year, with some
genuinely transformative thinking
helping to reshape people’s views of
both risk and opportunity.

“For these momentous times, all
boards of directors need to be very
aware about the responsibility on
them to think about climate risk in
a genuinely strategic way.”

The sort of rage felt by young
people, such as that voiced by young
Swedish activist Greta Thunberg, is
going to becomemore andmore part
of their lives, Porritt predicts:

“This rage
makes it
impossible for
adults to sit on
the sidelines,”
he added. “We
will come to
realise that what
we are doing
today is not ade-
quate, and that we
have to listen a

great deal more attentively to what
I now see as a ‘howl of inter-
generational rage’ fromyoung people
crying out at our inadequacy.

“We will all, as individuals, have to
digdeeper intoourselvesand findour
inner Greta. If we don’t find our ‘inner
Greta’, a generation of Gretas will find
us.”

Politicians are being faced by
young people and end up so “utterly
exposed” at their completely true and
authentic anger, he says. Change is
coming whether we like it or not and
it is wise to be right at the front of
the change process.

Sustainable Finance

Sir JonathonPorritt is a leading
British environmentalist and
writer. Porritt foundedForumfor
theFuture in 1996, a sustainable
development charityoffering
adviceon sustainability planning
tomultinational companies
including IkeaandUnilever.
Forumfor theFuturehashelped
NewZealandbusinesses suchas
AirNewZealand, Fonterra and
Vectorwith their own
sustainability strategies.He
provides international support to
theAotearoaCircle.
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find their ‘inner Greta’
Get stuck into the science, leaders told
B ritish environmentalist and

founding Aotearoa Circle
member, Sir Jonathon
Porritt is calling on New Zea-

land business leaders to dig deep and
truly understand the science of clim-
ate change and how it will affect their
organisations.

Historically, most companies have
seen climate change as something
more people were getting worried
about but wouldn’t really directly
affect their business model or their
revenue projections but in the past
five years, that has changed pretty
markedly, he says.

“If you listen to the school strikes
for instance, these young people now
out on the streets saying you are not
looking after our interests here. One
of the things, particularly Greta
Thunberg has said, is, “Look don’t
listen to me, you need to listen to the

scientists, you need to really under-
stand what the scientists are telling
you.”

So when the next Intergovern-
mental Panel on Climate Change
(IPCC) report comes out, don’t think
of it as “just another report,” says
Porritt.

“You have to get stuck into that
science and understand it. And
understand how quickly it could dis-
rupt all our expectations of future
business models.”

Business people are often very
busy, preoccupied with short-term
issues, firefighting of one kind, meet-
ing expectations from shareholders,
government and customers, he said.

“What we are asking now is that
business leaders have got to dig in a
bit here, to understand what that
science is and build a body of re-
sponse to it that will be more in line

with the nature of that scientific re-
search.”

The Aotearoa Circle’s Sustainable
Finance Forum is encouraging
boards of directors and leadership
teams to step up and take action on
the challenges ahead: “It’s for them to
understand climate risk and then
base their action planning and their
future growth expectations on a
proper perception of risk, rather than
letting somebody else do it on their
behalf,” Porritt says.

While business leaders have a
good idea of financial risk, he says
they need to understand the whole
area of non-financial risk in the
changing environment.

In the past decade the area of non-
financial risk, such as climate risk and
transition risk, have become more
important to boards of directors and
to their audit committees.

“What we are looking at now is
accelerating the competence that
they have to manage climate-related
risks. Some of that risk will be to their
existing assets, so extreme weather
events disrupting manufacturing or
their supply chains,” says the British
environmentalist. Transition risk is
where they may not be reading the
signals properly, such as changes in
government policy or regulation.

The investment community is
now asking that boards of directors
have carbon literacy, adds Porritt.
Just simply saying this is not a rele-
vant issue, when it’s material to your
future success is not good enough.

“You have to get literate in the
worldof climate riskand that requires
some big changes.”

Businesses should be seeking guid-
ance and a structure from the Gov-
ernment as well as listening to their

investors and consumers on tackling
climate change challenges.

It’s only the Government that can
change the rules of the game, and
companies can then carry out their
activities as responsibly as possible
within those different rules, he said.
“It has to start with Government and
it doesn’t matter how progressive
companies are. If you are operating
within a dysfunctional system you’ll
still end up with dysfunctional out-
comes,” he cautions. “To those who
feel they are behind on their ap-
proach to operating sustainably,
there is time to catch up.

“I’m pretty confident if govern-
ments can step up and frame the
market in the right way to encourage
the best corporate behaviours, I don’t
see why that shouldn’t drive an ac-
celerated process of change in the
corporate world.”

Sustainable Finance

Sustainable finance growing in worst-polluting country
Emily Chasa
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Being an impact investor in China isn’t as
lonely as it used to be.

Tao Zhang is bullish on sustainability in
China—especially when it comes to livestock
emissions. The founder of US-China impact
investing consortium Dao Ventures has spent
much of the past year looking to accelerate
investment in more environmentally-friendly
plant-based or lab-grown meat for Chinese
consumers through a new company, Dao
Foods.

Climate change activists are worried that
China’s increasing appetite for meat is further
straining natural resources and causing meth-
ane emissions to soar. Yet Zhang and a new
crop of impact investors believe that this, and
China’s many other environmental and social
concerns, can be solved with capital.

“China lacks water and natural resources,
so this is something thatneeds tohappen,” says
Zhang, who splits his time between Beijing and
Washington, DC. “China’s a big consumer mar-
ket, so we’re always thinking about ways to
make Chinese consumers part of the solution.”

Being an impact investor in China isn’t as
lonely as it used to be, says Zhang, whose firm
has made or facilitated more than US$200m
(NZ$315m) in China-focused environmental
and social investments over the past decade.
They include projects to develop clean refrig-
eration technology and to convert agricultural
waste into cooking charcoal.

Impact investing, a trend that’s growing
worldwide, seeks to address societal concerns
while still trying to make a market-rate return.
In China, the most populated and polluting
country on the planet, there’s the extra benefit

that solving local challenges will make a
significant dent in global efforts to lower
carbon emissions or build sustainable agricul-
ture.

The Chinese government’s ambitious en-
vironmental goals are creating some of these
opportunities. It’s targeting the sale of 2million
alternative-fuel vehicles in 2020 to combat
pollution. The People’s Bank of China is push-
ing incentives for green finance. The central
bank said in June it would broaden the range
of collateral it accepts in its medium-term
lending operations to include debt
instruments tied to the green economy.

This support may help explain why high-
net-worth Chinese investors topped a UBS
Group AG global survey assessing interest in
sustainable investing last year. “Investors see
the Chinese government moving faster with
environmental policies, and they see the op-
portunity,” says Rina Kupferschmid-Rojas,
group head of sustainable finance at UBS in
Society, a cross-divisional initiative of the bank
focused on sustainable finance.

About 60 per cent of Chinese investorswith
at least US$1m in investable assets said they
have already incorporated holdings focused
on environmental, social, and governance
(ESG) issues into their portfolios, the survey
found. Seventy-four percent of wealthy Chin-
ese investors — comparedwith just 32 per cent
of their US and UK counterparts — also expect
sustainable investing to be the new norm in
the next decade.

Kupferschmid-Rojas offers further explana-
tion for the findings: Chinese millionaires and
billionaires are more likely to be younger, self-
made, and female — traits that are common
among investors hoping to get both social and

financial returns, she says. More than 9 per
cent of the world’s ultra high-net-worth
women are based in China and Hong Kong,
according to researcher Wealth-X, represent-
ing about US$400 billion in wealth.

To be sure, while there is plenty of momen-
tum for sustainable investing in China, it’s still
early days. China lacks the pension funds that
propelled impact investing in other regions.
Jason Lui, head of equity and derivative
strategy at BNP Paribas in Hong Kong, says
investors focusing on value and long-term
strategies such as impact investing in China,
an historically short-term-orientedmarket, are
“just getting going.”

But he adds that the country is starting to
look like oneof themore stable places to invest
in Asia.

The regulatory and legal framework that
supports ESG investing still needs to be
strengthened to make Chinese ESG data more
reliable and impact investing less difficult, says
Luo Nan, chief China representative of the
United Nations-backed Principles for Respon-
sible Investment.

There’s some expectation that will happen.
The Shanghai and Shenzhen exchanges joined
the Sustainable Stock Exchanges Initiative,
which aims to improve ESG reporting. And in
2020 the China Securities Regulatory Com-
mission will require listed companies to dis-
close ESG risks in their operations.

Meanwhile, investment firms are hurrying
to meet sudden demand for impact strategies.

“There is a huge uptick in interest in both
Hong Kong and mainland China,” says Amit
Bouri, chief executive officer of Global Impact
Investing Network, a nonprofit in New York
that promotes impact investing. “A number of

private banks are rushing product into the
market.”

Beijing-based brokerage China Galaxy Se-
curities Co which has in recent years been
underwriting green bonds andproviding other
funding to environmental companies, says it’s
looking to push its green strategy further.

The firm plans to start an ESG rating system
for listed companies and will recommend
those with higher scores to investors. Charles
Yu, director for institutional investor services
at China Galaxy, says it’s betting that local
managers in China have a better chance of
avoiding ESG “land mines” such as
Changsheng Bio-Technology Co’s vaccine
scandal last year. “Following ESG principles
can actually generate higher returns here than
in developed countries where there are fewer
land mines,” he says.

China’s already the top target for clean-
energy investment globally, with more than
US$100b deployed into the sector last year,
according to BloombergNEF. Impact investors,
who mostly focus on early-stage venture
capital or loans, have potential opportunities
not just in sustainable food and clean energy
but also in transportation, recycling, health
care, senior care, and education in China, says
Bin Li, founder of US-China Social Innovation
Consulting in San Francisco.

Indeed, with China in the Year of the Pig,
a symbol of good fortune, there appears to be
a plethora of ways to give back. “There’s an
old saying in China that if you make it
financially, you should help other people,”
says Zhang. “People are definitely starting to
think about how to leverage their wealth to
do something meaningful for society.”

© Bloomberg
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Investing in a better world
The Sustainable
Finance Forum is
focused on the
tangible aspects of
the system it seeks
to change, says
Matt Whineray

While you
might not
be doing
anything
about the
impacts of

climate
change on

your
business’s
long term

prospects or
care about

the
providence

of your
supply
chain,

investors
are starting
to price that

inaction.
Matt Whineray
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I n the past 12 months the NZ
Super Fund received contri-
butions of $1 billion from the
Crown to invest in smoothing

out the increasing future costs of
providing universal superannuation.
For every dollar we invest, we ask
ourselves: what is the risk associated
with this investment and how does
that risk impact on value? The Fund
is forecast to continue to grow in size
through the end of this century — so
we care about how these risks play
out over the long term.

Some risks are apparent — the debt
levels of the business, its cash flow
projections, thepoint in the economic
cycle, etcetera.

Other risks are less so, “how will
this energy company’s business
model need to shift to adapt to a
changing climate?”, “what is the regu-
latory threat this social media com-
pany faces if it does not protect its
customers from online harm?”, “what
are the goodwill risks associated with
a retail business failing to ensure its
supply chain is free from modern
slavery?”.

The fact that accounting for these
more intangible risks in assessing the
value of a businesses is difficult
doesn’t make the risks any less
impactful on investment returns.

That’s why the Sustainable
Finance Forum is focused on the
tangible aspects of the system it seeks
to change. We want to ensure capital
flows (investing and lending), risk
management activities (insurance)
and financial processes (disclosures,
valuation, oversight) assimilate “in-
tangible” environmental and social
factors as a means to promote sust-
ainable economic growth and long-
term stability of the financial system.

At the Super Fund, we believe
environmental, social and govern-
ance (ESG) factors are material to
long-term returns and actively incor-
porate them into our investment
framework. Sustainable finance is no
longer a niche topic, it’s increasingly
at the heart of investment allocation
decisions.

We’re actively looking at how to
price in the cost of pollution, damage
to biodiversity, increasing inequality
or a changing climate into what we
pay for an asset. This is part of a
growing trend across the investment
world to see what economists call
“negative externalities” as material to
the value of a business, and the
underlying economic foundations
are shifting to accommodate it.

For example, at a global level the
Task Force on Climate-related Finan-
cial Disclosures (TCFD) continues to
gather momentum in the drive for
businesses to provide more informa-
tion so investors can better assess
climate risk. The UK has gone further
than most, mandating disclosure
requirements for large companies
and asset owners by 2022.

In September the Principles for
Responsible Banking were launched
by the United Nations Environment
Programme Finance Initiative in New
York. They cover 130 banks from 49
countries, representing more than
US$47 trillion (NZ$74t) in assets, in-
cluding domestic banks Westpac,
BNZ and ANZ. The principles are
intended to align a bank’s strategy
with society’s goals as expressed by
the Sustainable Development Goals
and the Paris Agreement.

The EU is introducing stronger

reporting requirements regarding
sustainable finance with a strong fo-
cus on taxonomy, while the Austra-
lian Prudential Regulation Authority
has stated climate risk is foreseeable,
material and actionable, which is
backed up by a growing body of legal
opinion stating directors have a duty
to take this risk into account.

Back home we’re seeing school
kids leading with climate strikes and
government following with introduc-
tion of the Zero Carbon Bill and
extension of the ETS to agriculture.
There’s an increasing consumer focus
on responsible investing in
KiwiSaver, while ESG reporting was
recently incorporated into the NZX
corporate governance code.

The financial world now has a
clearer view on how pollution and
biodiversity destruction, social dislo-
cation and inequality and a changing
climate impact asset prices, whether
through changing markets, regula-
tion, social upheaval or increasing the
cost of inputs.

Given these changes, boards and

executives will fail in their duties if
they do not consider and mitigate
ESG risks in their operations, due to
their impact on a business’s licence-
to-operate and long-termvalue.While
you might not be doing anything
about the impacts of climate change
on your business’s long-term
prospects or care about the provi-
dence of your supply chain, investors
are starting to price that inaction and
exposure into their valuations,
lenders are thinking about these
issues in their credit decisions,
insurers are considering them in their
risk allocation choices, consumers
are factoring it into their spending
decisions and regulators are
increasingly focused on the
associated risks to the system.

That’s why the focus is on the
actors in the system: ultimately it is
decisions inside individual busi-
nesses that drive good outcomes and
long-term value.

Our goal is to build a financial
system that intentionally plays a role
in supporting transition to a low

emissions, resource efficient, just and
inclusive economy where long-term
wellbeing is incorporated into de-
cision making in an informed and
transparentmanner. To do thatwe’ve
asked the following questions:
● How do we improve quality and
accessibility of data required to
understand and mitigate challenges
associated with social and environ-
mental issues?
● How do we improve consistency
and transparency of reporting of risk
associated with these issues and the
mitigating actions that people take in
order to address them?
● How do we improve awareness
and understanding of the issues and
opportunities and educate all system
stakeholders — users, providers,
intermediaries, influencers?
● Is there aneedandhowwouldyou
create stronger links between pricing
and performance and achieving long
term outcomes and overcome short-
termism inherent in the current sys-
tem?
● What policy and regulatory levers

are required if you want to reorient
where capital actually flows; to
internalise externalities and societal
costs?
● Should financial advice be
required to consider ethics and
sustainability?
● Would it be appropriate to incor-
porate a sustainability focus into the
role of regulators and what would
that look like?

Answering these questions is key
to building trust and confidence of
participants in the system to under-
stand its purpose and their roles and
responsibilities within it.

The outcome should be greater
systemic resilience and agility
through the incorporation of environ-
mental, social risks andopportunities,
with capital that is aligned accord-
ingly. We hope the forum’s final
roadmap report delivers that, so
finance can play its role in helping
build a better society.
● MattWhineray is CEOof theNZ
SuperFundandco-chair of the
SustainableFinanceForum
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Investing in
a sustainable
future.
We’re helping create a greener
New Zealand by lending $1.6 billion
to Kiwi businesses tackling climate
change. And we’re just getting started.

westpac.co.nz/sustainable-finance

Westpac New Zealand Limited.
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Let’s keep the conversation broad
Wemust play our
part as a nation
without causing too
much damage to
our economy, says
Paul Goldsmith

We should put a lot of
effort to ensuring our

economic growth does
not come at the expense

of our core equities ...
natural capital, social

capital, or indeed
institutional capital.

Paul Goldsmith
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N ational governments are
well known for emphasis-
ing economic growth. This
is simply in recognition of

the fact that the economy is about
people. It’s about you, me, our fam-
ilies, our neighbourhoods.

To me, the point of a strong econ-
omy is to enable New Zealanders to
do the most basic things in life well.

It improves our chances of finding
satisfying and good paying work — so
that we can look after ourselves and
our families. The most fundamental
task each of us have.

Work itself, in its countless vari-
eties, brings the opportunity to make
a contribution to our world and the
people in it — whether we’re provid-
ing someone with a new hip, a new
app, or a cup of coffee with a smile.

And if we do well, we can afford
to have some fun in our leisure time,
and maybe if we have some energy
left do something in the neighbour-
hood, on the barbecue for the school
committee, or whatever. That, to me,
is the good life to which we aspire.

As well as generating work and
opportunities, good economic man-
agement and a strong economy
enables the country to have better
public services that improve our lives
— quality education, access to world

class healthcare, decent transport
infrastructure so we can get home on
time, the reassurance of superannu-
ation when we’re old.

And there are times in everyone’s
life when we need help; at certain
times of their lives some people can’t
look after themselves and their fam-
ilies; the stronger our economy is, the
more we can help.

So, in that sense, our core, long-
term economic challenge is the same
that it has always been — to maintain
and improve our international
competitiveness. So our small and

remote country can continue to do
well in a competitive world.

At the same time, of course, we
recognise that money isn’t every-
thing.

New Zealanders are equally inter-
ested in preserving and enhancing
what is special about this country —
the quality of our environment, our
social cohesion, our relatively high
trust, low corruption traditions, our
commitment to the rule of law, free-
dom and tolerance of different views,
our senseof security—all these things
are incredibly important and should

never be taken for granted.
For all our imperfections and dis-

appointments, we have much to be
proud about in all these areas.

So we should, and we do, put a lot
of effort to ensuring that our econom-
ic growth does not come at the ex-
pense of our core equities — whether
they are natural capital, social capital,
or indeed institutional capital.

That effort in the environmental
space, for example, has come through
regulation and through huge invest-
ment in science and conservation,
but increasingly it is also driven by
consumer demand. We haven’t
always got it right and there’s much
more to do.

In addition, we have the economic
challenge of meeting our unfolding
international commitments to
address climate change. Our task is
to play our part as a nation in making
progress without causing too much
damage to our economy and our
living standards.

Sustainable finance, in the New
Zealand context, therefore must be
about engaging the financial system
and capital markets in the task of
acknowledging and funding solutions
to the specific climate change chal-
lenge as well as the ongoing environ-
mental and social imperatives, while
never taking our eye off our long-
standing task to improve our interna-
tional competitiveness.

It’s great to see initiatives, such as
the Aotearoa Circle’s Sustainable
Finance Forum,where public-spirited
men and women have put their
minds to these challenges and are
making practical suggestions for how
we might progress.

I look forward to engaging with
them in the months to come.
● PaulGoldsmith isNational’s finance
spokesperson.
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‘The task isn’t insurmountable’
Warehouse founder has invested inmany early stage “sustainable” companies

continued on D16

We’re all
going to be
liable with

what we do
in terms of
our impact

on the
environment.

Sir Stephen Tindall

Photo / Brett Phibbs/
PhibbsVisual

S ir Stephen Tindall says New
Zealand businesses face an
enormous task adapting to the
climate-change imperatives

that are now upon us.
“But it’s not insurmountable pro-

videdwe all pull together,” Tindall says.
“Mypersonal view is thatwe’re all going
to be liable with what we do in terms
of our impact on the environment.”

The Warehouse founder, who has
invested in many early stage
“sustainable” companies through his
K1W1 investmentvehicle, reckons there
are very few New Zealand companies
which won’t be impacted.

And he has sounded a warning to
directors to build climate change
imperatives firmly into their thinking,
their policies and into risk mitigation.

If a climate change matter affects a
company’s ability to trade, he says, and
directors had not taken that risk on
board and done something about it,
their company could suffer.

“There might be vulnerable organ-
isations that maybe have to start think-
ing about where their sites are in terms
of low-lying areas that you know that
they maybe hadn’t factored in 10 years
ago.”

Tindall has canvassed the sectors
that will need to effect transformative
change through new technologies and
processes to reduce their emissions
profile and is particularly excited by the
prospect of hydrogen.

“I’m looking to invest in anything
that looks like hydrogen,” he says.

“I’m in the first one in Taranaki,
called Hiringa Energy, which is a wind-
to-hydrogen play and the by-product
will be ammonia for the fertiliser indus-
try.

“But I think there’s some even bigger,
really big opportunities.”

His research has shown Japan and
Korea are looking at importing green
hydrogen andAustralia is already look-
ing at the potential export opportunity

“They’re looking at a massive wind
farm in Western Australia and supply-
ing green hydrogen to Japan. They are
also looking at hydrogen export pro-
jects in South Australia and Queens-
land,” Tindall says. “I’m aware of big
demand from Korea and Japan and I
think if we all work together on this it
is actually achievable.”

A sustainable electricity generation
source is key.

Says Tindall: “There’s a small one
being developed down in Taupo out of
geothermal. But then you’ve got wind,
hydro and solar. I think the reason
Korea’s so interested is they don’t get
a lot ofwind, andwind’s actually a good
cost-effective conversion.”

Asked how sustainable finance
comes into developing this opportunity
Tindall replies, “clearly we need a few
billion to do it properly and there are
some big heavy hitters around the
place.

“You’ve got ACC and NZ Super and
clearly you’ve got the Government and
then you’ve got other smaller players
like me who are keen.”

Other players like Infratil and the
main electricity generators are also
likely to show interest as demand from
a hydrogen economy grows over the
next 20 years.

The Government is charting theway
towards a more renewable energy sys-
temwith the launch of a national vision
for hydrogen by Energy and Resources
Minister Megan Woods in September.

“Reducing carbon emissions from
our energy use is one of the key ways
we can fight the long-term challenge of
climate change,” Woods said as she
launched A Vision for Hydrogen in New
Zealand — laying out out the role hy-
drogen can play in NewZealand’s econ-
omy, and what we can do to accelerate
its use.

Woods considers green hydrogen
one of the potential tools that will help
assist New Zealand to reduce global
emissions. “With hydrogen, we have
opportunities to create new jobs, con-
vert heavy transport away from fossil
fuels, enhance our security of electric-

ity supply and even generate sig-
nificant export revenue.

“For a country blessed with abun-
dant renewable energy, the ability to
convert our clean electricity into green
hydrogen which can fetch a premium
on global markets is a major economic
opportunity.”

Woods says there has already been
international interest in hydrogen
sourced from New Zealand, saying last
year NZ signed a world-first memor-
andum of co-operation with Japan to
encourage bilateral collaboration on
hydrogen initiatives.

“We’re already seeing significant in-
vestment in hydrogen locally, with pro-
jects like the joint venture between
Ballance Agri-Nutrients and Hiringa En-
ergy to produce commercial-scale
green hydrogen in Taranaki and
Tuaropaki Trust’s partnership with
Japanese multinational Obayashi Cor-
poration to construct a pilot hydrogen
production facility using geothermal
electricity near Taupo.

She says the Government paper was
part of a renewable energy strategy
work programme which is also looking
to address barriers to investment in
new renewable energy as New Zealand
works to reach 100 per cent renewable
electricity by 2035 and to transition to
a clean, green and carbon-neutral econ-
omy by 2050.

“This Green Paper discusses how
hydrogen could fit into New Zealand’s
wider energy and transport system.
The paper builds on existing work,
identifying the possible applications,
benefits and barriers to the uptake of
hydrogen in our energy, transport and
export sectors. It explores the role that
hydrogen could play in different
pathways to decarbonisation, and en-
ergy resilience.”

Hiringa Energy co-founder Cathy
Clennett has written to Transport Min-
ister Phil Twyford proposing an oppor-
tunity to help meet the Government’s
transport and climate-change
objectives through supporting the de-

velopment of a national hydrogen
supply chain (and associated refuelling
network).

“We have an opportunity to lead the
world in how we support the role
hydrogen can play in decarbonising
New Zealand’s transport and industrial
sectors,” the Clennett letter says.

Hiringa says someof the settings and
incentive structures, particularly in re-
lation to the transport system, will need
adjusting to deliver benefits for New
Zealand. Among them: providing
incentives for early adopters of fuel cell
electric vehicles (FCEVs) during the
initial stages of commercialisation; set-
ting targets for fuel cell vehicles along-
side other zero-emission solutions and
establishing government procurement
schemes for zero-emission vehicles
where range, payload and utilisation
are key performance drivers.

Tindall says having a national plan
is key. He points to a five-country
discussion on hydrogen that Prime
Minister Jacinda Ardern was drawn
into after announcing NZ would end oil
and gas exploration after 2030.

“So there’s an eagerness around the
world for it to happen,” he says. “If we
did say, ‘Well, look, this is a really big
prize worth going for’, I have heard that
our refineries are very keen to get into
green hydrogen. They produce a lot of
hydrogen alreadywhich is used in their
operation, but I know they’re very keen
to go green as well, which would be a
great thing.

“So, I think there is a big opportunity
by, say, 2040 for us to really cut down
heavily on fossil fuels. You knowwe’ve
already got it in terms of electricity, so
we’re up at about 82 per cent of
renewables for electricity, but when
you look at the reality of that I’m told
only 40 per cent of our energy comes
from electricity; the other 60 per cent
comes from other things.”

Tindall is enthusiastic about green
hydrogen use within New Zealand
pointing to ferries, buses, trucks, trains
and tanker fleets as examples, as well
as industrial heat.

“I was in Southland the other day
and we passed that enormous dairy
company at Edendale Mataura and
honestly the size of the coal burner and
some of the trucks I saw coming from
the local coal mine means that we are
still burning a lot of fossil fuels — more
thanprobably theaverageKiwi realises.

“The opportunity with hydrogen is
to replace those and as we know, it’s
totally clean — you’ve only got water
as an emission.

“I probably still see EVs for the
smaller cars. But as you know, you’re
seeing Hyundai and Toyota at the
moment promoting hydrogen cars on
television during the Rugby World
Cup.”

Tindall is confident hydrogen use in

‘An investment in having calculated faith in people’
Fran O’Sullivan

Investor Sir StephenTindall says
integrity is keywhen it comes to
makingearly stage investments
throughhisK1W1vehicle into
sustainably-orientedcompanies.

“Youprettymuchhave to relyon
the integrityof thepeople,” says
Tindall. “So if you takeLanzaTech, I
was the first commercial investor and
I did some researchonSeanSimpson
and I listened tohimand I readup
about it—andat theendof theday
I guess it is an investment inhaving
calculated faith inpeople.”

That initial investment in
LanzaTech,which is developinga
system forproducingethanol fromthe
carbonmonoxide inwaste fluegases,
ledon tonewopportunities inother

typesofwaste-to-valuepropositions.
“Outof LanzaTech there’s beena

coupleofquite goodoneswe’ve
invested”, Tindall says, citingAvertana,
whichextracts titaniumdioxideand
aluminiumoutof steelmill slag.

Another investment is intoMint
Innovation— “youminee-wasteand
pull thegoldout.”

“We’ve just investedquiteheavily
in awater company thatuses a
chemical reaction to actually take the
solidsoutofwater. So, you’re actually
able tobasically take thenastiesout
ofwater and return it to clearwater
from industrial processes.

“Thereareanumberof them—and
someof themare todowithdeep
scienceand someof themare todo
withpractical stuff.”

K1W1hasbuilt a substantial

portfolio investing in some20
companiesdevelopingproducts and
processes in the sustainable and
emissionsmitigation space.Among
thecompanies are SolarCity, a solar
energy services companywhichhas
developedanovel SolarZeroproduct
that allowshomeowners tohave solar
installedwithnoupfront cost and
WellingtonDriveTechnologieswhich
hasdevelopeda rangeof energy
efficient electricmotors for the
commercial refrigeration industry.
Then there is SunfedFoods,which is
producingmeat substitutes fromplant
proteins, andHot LimeLabswhich is
developingaCO2 capture system for
biomassboilers to supply commercial
greenhousegrowerswith lowcost,
renewableCO2andHiringaEnergy
which is developingagenerationand

infrastructurenetworkdedicated to
the supplyof hydrogen inNew
Zealand.

Other companies in theK1W1
portfolio includeArcActive;Geo40;
3Rm,CoGo,AquaFortus,Hydroxsys,
Lanaco,WoodEngineering
Technology,HumbleBee, Ligar
Polymers, Anzode IncandEcoLogics.

“Thegood thing is if it’s only your
money, thenyou’renot risking
anybodyelse’s andyoucanhavea
crackat these things,” saysTindall. “So
I’mabit fortunate in thatway. I think
forpeoplewhoare running fundson
behalf of other people’smoney, it’s a
little harder.”

Once theearly stagecompanies are
producing results, other larger
investorsmaycomeonboard.

“ If you takeLanzaTech—we’vegot

bigger andbigger— thecompany is
worthover abilliondollarsnow,” said
Tindall.

“We’vehadMitsui andanumberof
otherbig companies come inas
investors. In factwe’vehada really big
oneoutof Scandinavia come in last
month forUS$85million (NZ$134m).

“Youknow,oncepeople catchon
they think this is a really good thing.
Anda lot of themare investing, not
just because they think there’s good
financial returns, but theyknowyou’ve
got to invest in sustainability.

“LanzaTech’s first commercial plant
is actually inChina. The secondone’s
going tobe inGhent, Belgium; the third
one’s going tobe in India. So, theyare
geographically spread. Because it’s a
good technology, it doesn’t seemto
be inhibitedbypolitics.”
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‘No such thing as waste’
Biotech innovator LanzaTech is focused on turning the global carbon crisis into a feedstock opportunity

It doesn’t actually reallymatter
whether you believe in global

warming or not, because the science is
so clear that it is going to happen.

Sean Simpson

LanzaTech co-founder Sean Simpson speaks at the Infinz conference.

T he Intergovernmental Panel
on Climate Change (IPCC),
made up of thousands of
scientists from around the

world, reported last year that the best
path to limiting the worst predictions
of climate change is to reduce human
carbon emissions by 45 per cent by
2030.

“If we reduce emissions sharply,
consequences for people and their
livelihoods will still be challenging,
but potentially more manageable for
those who are most vulnerable,” said
Hoesung Lee, chair of the IPCC.

The co-founder and chief scientific
officer of LanzaTech, Dr Sean
Simpson, is focused on turning the
global carbon crisis into a feedstock
opportunity.

Speaking at the recent Infinz con-
ference, Simpon said we have to
effectively halve our emission rate if
we are to avoid extremely high food
prices, unpredictable farming, sea
level rise and massive global popu-
lation displacement.

“And it doesn’t actually really mat-
ter whether you believe in global
warming or not, because the science
is so clear that it is going to happen
— the question is what are we going
to do about it?,” he says.

He said if food shortages, popula-
tion displacement, and entering the
sixth mass extinction doesn’t scare
you, then an article in journal Nature
Plants that predicts beer prices will
go up as a result of global warming
should. “We’ll be paying more for
worse beer,” he jokes.

While renewable energy — such as
wind, hydro and solar — are helping
to reduce emissions, we still require
high-density transport fuels, which
require carbon.

There is already amature industry
producing sustainable fuels from
plants such as sugarcane or corn. But
the amount of fuel that can be pro-
duced from plants is only a small
fraction of the over 90million barrels
of oil we consume each day. Pro-
duction is also not easily expandable
due to the geographic limitations on
crop production and the fact that the
price of sugar is highly volatile. It also
consumes significantwater resources
and requires carbon-intensive indus-
trial farming.

Simpson says by usingwaste gases
instead of food, LanzaTech’s fermen-
tation technology is providing a
sustainable, low-cost, low-carbon fuel
production process with no impact
on the availability of food or land.

LanzaTech, which began in New
Zealand in 2005, is using microbial
technology that converts industrial
pollution into fuel. This can be from
gases produced as an inevitable con-
sequence of certain industrial pro-
cesses like steel making, or generated
by processing municipal solid waste
or agricultural resources.

Simpson likens the carbon
recycling technology to retrofitting a
breweryon to anemission source like
a steel mill or landfill site, but instead
of using sugars and yeast to make
beer, pollution is converted by bac-
teria to fuels and chemicals.

“We see ourselves in an ideal posi-
tion. We enable a circular economy
and we enable the recycling of car-
bon,” he says.

“We want to be a company that
allows steel industries to exist and to
perpetuate and to be part of a circular
carbon solution.

“At LanzaTech we can recycle car-
bon from agriculture, from industry
and from society to make the fuels

and chemicals that we need that
today are only produced from oil.”

Following a successful trial creat-
ing ethanol at New Zealand’s Glen-
brook steel mill in 2008, LanzaTech
demonstrated the technology using
live emissions from a steel mill in
China in 2008.

It shifted its head office to Chicago
in 2014, and now has its first commer-
cial plant operating in Jingtang Steel
Mill in northeastern China. It has
announced new projects including at
a steel mill in Belgium, an oil refinery
in India, and using municipal waste
in Japan.

“The fuel that we produce achie-
ves between a 75 and 90 per cent

greenhouse gas reduction when
compared to gasoline,” says Simpson.

“The steel industry alone, has
enough emissions from which we
could produce ethanol at a level of
around 50 billion gallons a year.

“So today, globally, from agricul-
tural resources, the world produces
25billion gallons ayear fromcornand
sugarcane. From the steel industry,
you could produce twice that.”

The company is now also
converting its ethanol into sustain-
able aviation fuel.

It partnered with Virgin Atlantic
and Boeing to complete the first com-
mercial flight powered in part by
LanzaTech jet fuel.

Funding LanzaTech
LanzaTechattractedhigh-profile
early-stage investors that included
Sir StephenTindall’s K1W1 fundand
prominent SiliconValleyventure
capitalist VinodKosla.

It recently received seriesE
financingofUS$72m(NZ$113m)
fromNovoHoldings togrow
LanzaTech’s sustainable fuels and
chemicals platform.

LanzaTechoperatesusinga
licensingbusinessmodel,whichco-
founder andchief scientific officer
of LanzaTechDr SeanSimpsonsays
is thequickest path todisseminate
the technologyglobally in various
industry sectors.

He told the Infinz conference that
hehasno ideawhenLanzaTech
might list on the stockmarket.

He thinks thegreatestmistakea
startup technologycompanycan
make is listingat a timewhen there
are still technical risks associated
with theprocess.

“I think it’s anopportunitywewill
havewhenwe’ve constructed
plants in eachof themajor

feedstockareaswehave identified
andhave thoseplantsoperating
consistently.”

Simpsonsays innovations like
LanzaTech thatwill havea truly
global impact andhelp tackle
climate changedonothappen
easily and theydonothappen
cheaply.He says fundinggroupsare
going tohave to thinkmore long-
term.

“Investors aregoing tohave to
lookathow they structure their
funds inorder to facilitate the
growthof thesenew industries.

“People lookat us andsaywe’re
anovernight success. Butwearean
overnight success that took 13
years. And I stillwouldn’t describe
usas successful.”

“Wearevery fortunate—very
fortunate— tohaveverypatient
investors.Not everybody is so
fortunateand I think the investor
communityhas tounderstand the
natureofdeep technology
development in the contextof the
crisis thatwe face.”

Sustainable
Finance
Tim McCready
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A hydrogen-powered future
Tim McCready looks at the science and business behind this key emerging technology

Why hydrogen?
and how it works

A s the world transitions to a
low-carbon economy, hy-
drogen is emerging as a key
technology that could help

to dramatically reduce greenhouse
gas emissions.

Hydrogen can be produced by
splitting water molecules into the
constituent elements of hydrogen
and oxygen in a process known as
electrolysis. If done using renewable
energy such as wind or solar, “clean”
hydrogen can enable decarbonis-
ation across the energy and industrial
sectors.

Hydrogen can be either com-
pressed or liquefied, and its ability to
be stored and transported makes it
a promising alternative to decarbon-
ise industrial processes that may not
be amenable to electrification. Unlike
the fossil fuels it could replace, when
used as a fuel it emits only water.

Paul Newfield is head of Australia
andNewZealand for alternative asset
manager Morrison & Co, which
invests in infrastructure andproperty
through both private and listed
markets.

He says clean hydrogen will play
many roles in a decarbonised future,
with applications ranging from
powering heavy vehicles, facilitating
storage of variable renewable energy
and creating greener fertilisers and
tradeable fuels — and work is already
underwayaround theglobe to reduce
costs to the level required for mass
adoption.

Newfield says Morrison & Co has
identified hydrogen-related oppor-
tunities — for example converting
trains to run on hydrogen in the UK,
or injecting it into the natural gas
network in Northern Ireland where
traditional renewable electricity can’t
meet specific market needs.

Lewis Bailey, an investment direc-
tor at Morrison & Co, says like many
other emerging technologies, clean
hydrogen faces a cost disadvantage
in most applications due to both
technical immaturity and its limited
scale. But he says significant interna-
tional government, scientific and in-
dustrial interest means that the cost
equation is changing rapidly.

“As we look ahead towards an
emerging hydrogen economy, many
issues will require careful considera-
tion,” he says.

“Whichhydrogenproduction tech-
nologies will governments choose to
support? How will alternative green
technologies evolve? How will the
costs of retrofitting or replacing
existing infrastructure be shared?”

While green hydrogen production
currently costs nearly three times the
amount of fossil fuel alternatives,
Bailey says he anticipates this will
change rapidly over the coming five
years as more efficient technology
and economies of scale emerge.

Financing major hydrogen pro-
jects requires a clear way to manage
commercial and technical risks in
what is still a nascent industry.

Newfield says for now, in most
parts of the world, that means sig-
nificant government subsidies to
make early pathfinder projects vi-
able.

In Australia, the Morrison govern-
ment has invested around A$100
million (NZ$107m) to develop its hy-
drogen industry. This includes invest-
ment into a A$500m pilot project in
Victoria, which aims to produce hy-
drogen from brown coal and export
it to Japan. This is expected to pave
the way for investment in a clean,
commercial-scale hydrogen export
industry by 2030.

At the Davos forum earlier this
year, Japan’s prime minister Shinzo
Abe said: “My Government is aiming
to reduce the production cost of
hydrogen by at least 90 per cent by
the year 2050, to make it cheaper
than natural gas.”

Japan, which imports around 90
per cent of its energy needs, is using
the Tokyo 2020 Olympic Games to
promote its movement toward hy-
drogen to the world. The official
vehicle of the Olympics is the Toyota
Mirai, which uses compressed hydro-
gen as its fuel. Japan will also use
hydrogen to power the athletes’ vil-
lage and light the Olympic cauldron.

Australia’s chief scientist Alan
Finkel is a vocal cheerleader for hy-
drogen’s potential for the country. He
says Australia has a competitive ad-
vantage due to its expertise in infra-
structure, proximity to markets in
Asia, and abundance in renewable
energy.

Finkel uses the phrase “shipping
sunshine” to describe how electricity
from Australian solar plants could
produce clean hydrogen for export.
He saysby2030,Australia couldhave
a hydrogen export industry worth
A$1.7 billion that provides 2800 jobs.

Submissions for the New Zealand

Government’s public consultation on
the potential for the production, ex-
port and utilisation of hydrogen in
New Zealand’s economy have re-
cently closed.

Newfield thinks for New Zealand,
hydrogen will likely play only a small
role as we are already blessed with
an electricity system that is largely
renewable energy-based. He says our
existing competitive advantage in
wind and hydro power means it may
not make sense to throw the same
level of government support behind
hydrogen here.

“Our hydro lakes are able to act as
massive batteries to help us balance
the grid — our main opportunity will
be to convert vehicles and industrial
activities like milk processing to run
on that green electricity,” he says.

“We’ll probably get more bang for
our buck by incentivising the electri-
fication of vehicles and industrial
processing.”

A recent report by Z Energy shares
a similar perspective, noting: “Z’s view
is that hydrogen is more suitable for
decarbonising high-utilisation, long-
rangeuse cases suchas trucks, ferries,
trains and buses, while battery elec-
tric will be the better choice for the
shorter-range fleet.”

It says it is too soon to commit to
hydrogen as a decarbonisation op-
tion for New Zealand, but concludes
that it shouldn’t be dismissed.

Newfield thinks there will be niche
areas in which hydrogen makes
sense for New Zealand, but says the
key to getting hydrogen projects fin-
anced will be the willingness of cus-
tomers to write long-term off-take
contracts.

“These will only be written if legis-
lation provides clear direction on
New Zealand’s path to decarbonis-
ation and the future price of
emissions,” he says.

Task isn’t insurmountable if we pull together: Tindall
continued from D14

Toyota’s Mirai hydrogen car.

transport does not present a safety
threat. “There are strict international
standards for hydrogen that are
already usedwidely across the world
and vehicles in particular meet the
highest safety standards,” he says.

“The good thing about it is, if you
did have a problem, as hydrogen is
the lightest molecule on earth, it just
goes straight up in the air, so themain
thing is to make sure it can vent.”

Social issues and mass housing
Tindall reckons the most import-

ant aspect in building affordable
housing is scale — and acquiring the
land using scale at the right price.

“I’ve been working with an outfit
called the New Zealand Housing
Foundation for about 20 years, and

they have shown quite conclusively
that you can build affordable hous-
ing,” he says.“They’re now up to 829
houses. And what they’re doing is

getting people who ordinarily
wouldn’t be able to afford to get into
a house into them. Itmight be a rental.
It might be a rent-to-buy. It might be

joint equity — whichever one is the
most attractive.”

Tindall is investigating options to
introduce to New Zealand theworld’s
best practice when it comes to offsite
manufacturing

”The people I’ve been talking to
have visited about 26 offsite manu-
facturing companies around the
world, and have found one in
Scandinavia, which they say is by far
the best. It’s virtually completely
robotic. And it changes the whole
supply chain.

“They think they can prove they
can get a 42 per cent reduction in
build costs.

“We know we’re about double the
price of building houses thanQueens-
land right now. So you know, there’s
a lot of cost we can take out.”

Tindall says once he got his Ware-

house business to a a reasonable size
the company was able to build a
massive distribution centre like they
had seen in the United States.

“And we were able to get really
major efficiencies going through
automation, so bring the costs down,
and therefore we could keep reduc-
ingourprices—and sort of that virtual
circle happened as you reduced
prices, you sell more, etc.

“Take other types of transforma-
tion, like for example, when 2Degrees
came into the market. You know,
would we have the prices we’ve got
today for the digital cell phones’ call
charges? We might still have a cozy
duopoly.

“I just think that the opportunity
is really endless in housing. So those
are my two biggies that I’m trying to
work on at the moment.”
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Getting down to grassroots
Weneed to develop a practical framework and classification for
sustainability that aligns with global standards, saysMark Hiddleston

We believewe can accelerate the
transition to a lower carbon, more

sustainable economy by incentivising
customers to out-perform on their

sustainability agendas.
Mark Hiddleston

Mid-Canterbury
dairy farmers Greg
and Rachel
Roadley are
producing good
profits while
keeping their
nitrogen loss and
greenhouse gas
emissions to a
minimum.

S ince the first frozen meat
exports, ANZ has stood with
our exporters as they develop
new technologies and oppor-

tunities. Today, a new frontier has
opened for exporters as New Zealand
transitions to a low-carbon and more
sustainably developed economy.

Consumers globally are increas-
ingly making purchases based on
their perception of a product’s en-
vironmental sustainability.

We recognise the opportunity and
understand this requires a significant
shift not only by exporters in how
they produce export goods, but also
by the finance sector in how they can
help businesses develop and embed
Environmental, Social and Govern-
ance (ESG) principles.

Adopting these principles shows
the world how committed New Zea-
land and New Zealand businesses are
to sustainability.

Commitment requires innovative
thinking, and we’re supporting the
rapid innovation in this area with
Green Bond Principles, Climate Bond
Principles and widely adopted
sustainability metrics providing the
framework for change.

The challenge for all of us is to take
this through to grassroots businesses
to ensure we have confidence to
invest, can incentivise the right
behaviour, make real change and
most importantly deliver what
consumers want, both on and off-
shore.

We need to develop a practical
framework and classification for
sustainability that aligns with global
standards to ensure New Zealand’s
definition of sustainable is inter-
nationally recognised. This will accel-
erate the investment of capital into
sustainable projects.

A good example of how the
finance sector is re-directing capital
to support the transition to a sustain-
able economy is ANZ’s recent
partneringwith Synlait to secureNew
Zealand’s first sustainability-linked
loan.

This is important because consu-
mers globally are increasingly mak-
ing purchases based on their percep-
tion of a product’s environmental
sustainability — a trend recognised
and welcomed by Synlait which has
a stated purpose of “doing milk dif-
ferently for a healthier world”.

In 2018, Synlait released bold
sustainability targets focused on re-
ducing greenhouse gas emissions,
avoiding the use of coal, improving
water quality and supporting farmers
and local communities.

Part of that commitment included
a sustainability linked loan tied toESG
metrics.

Linking the cost of borrowings to
sustainable outcomes took courage,
but underlined their commitment to
achieving those outcomes.

The $50 million four-year loan
encourages Synlait to further im-
prove its performance against a set
of independent ESG criteria.

The new loan — which refinances
an existing ANZ loan — is structured
to provide a discount or premium
applied to the base lending margin
based on third-party assessor
Sustainalytics’ annual assessment of
Synlait’s exposure to financially ma-
terial ESG risks.

For Synlait this “made perfect
sense” reinforcing to shareholders
and stakeholders its commitment to
continuously improving perform-
ance and disclosure aligned to the
company’s purpose.

For ANZ, the partnership is an
opportunity to jointly showcase that
these types of initiatives can deliver
material benefits.

We believe strong ESG planning
and management is an indicator of
strong future performance, and
Synlait’s strategy and commitment to
sustainable business practices made
it an ideal candidate for this type of
financing. We also believe we can
accelerate the transition to a lower
carbon, more sustainable economy

by incentivising customers to out-
perform on their sustainability
agendas.

Getting to grassroots
Synlait is also asking its farmers to
voluntarily commit to delivering
reductions in greenhouse gas
emissions and water use, with
incentives offered for doing so
through its Lead With Pride pro-
gramme.

The programme recognises
farmers by rewarding them with a
premiummilk payout if they achieve
dairy farming best practice in the
areasof environment, animalwelfare,
social responsibility and milk quality.

Synlait has boldly committed to
achieving on-farm reduction of
greenhouse gas emissions by 35 per
cent per kilogram of milk solids by
2028, including a reduction of meth-
ane by 30 per cent. By 2028 the
company is also aiming to reduce
greenhouse gas emissions by 50 per
cent for its manufacturing sites and
supply chains.

Providing these typesof incentives
to farmers who are preserving and
growing the value of their land
through investment in natural capital
is important.

We are seeing more examples of
farmers changing the way they farm
to create much more environment-
ally, financially and socially sustain-
able business.

Mid-Canterbury dairy farmers
Greg and Rachel Roadley are a great
example. Together they have built a
successful business able to withstand
the challenges dairying will face in
the next few years.

The couple, who supply to Fon-
terra, milk 3100 cows across five
farms in Mid Canterbury and North
Otago. Their low-cost, grass-based
system is producing good profits
while keeping their nitrogen loss and
greenhouse gas emissions to a mini-
mum.

“We view ourselves as pasture
farmers that happen to harvest the
grass with milking cows,” says Greg
Roadley.

Viewing their farm as a system, the
Roadleys scrutinise every input.

“We constantly challenge conven-
tional wisdom and what we did the

previous year, continually reviewing
and tweaking our system to drive
productivity.”

An openness to adopting new
technology is also a large part of the
Roadley’s approach. Soil probes are
installed on the couple’s farms, giving
them up-to-date data on themoisture
and temperature of the soil.

This means they only irrigate
when necessary and only apply fer-
tiliser when the ground is warm and
the grass is growing and able to
absorb the nutrients.

This approach ensures their pas-
ture grows and provides the maxi-
mum food and nutrition to the cows.

It also means there is minimal loss
of nutrients like nitrates and
phosphates through leaching from
the soil, benefiting the environment.

“Our objective is to have stability
and repeatability, and that’s what our
system is set up to deliver.”

Many of the changes the Roadleys
have made to the running of their
farmhave been driven by their desire
to be more efficient and profitable,
but they also believe there’s an im-
portant role for banks and other
financial institutions to play in the
years ahead.

“Farmers are having to move in a
more sustainable direction,” says
Greg. “Support and signals from the
marketplace, the financial institutions
or industry will help that direction of
travel.”

The Roadleys are a great example
of a couple who have challenged
themselves to showcase good
sustainability practises. This is the
mindset our industry needs if it is to
prosper, and showcasing best prac-
tice is important.

But as a finance sector we need to
take best practice and benchmark it
against recognised and consistent
measures. In time, good benchmark
performance should influence where
capital goes.

A sustainable primary sector is
vital to New Zealand’s economic
wellbeing, but achieving this goes
beyond investing in environmental
initiatives on the farm. It involves a
significant system change at many
levels, including the finance sector.
● MarkHiddleston isManaging
Director,ANZCommercial&Agri
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The limits of the
Companies are trying to define a broader purpose for their
business but the exercise is fraught with risks writesAndrew Hill

Danone chief executive Emmanuel Faber proposed shifting about half of the company's products to non-GMO
ingredients. Photo / AP

I
n February 2016, Emmanuel
Faber, chief executive of
Danone, put a radical proposal
to the French food multi-

national’s senior US executives at a
meeting in White Plains, New York.

Against the grain of agricultural
production in the US, where the vast
majority is genetically modified,
Faber proposed shifting about half
Danone’s products — representing
someUS$1b (NZ$1.6b) of yoghurt sales
— to non-GMO (genetically modified
organisms) ingredients. He argued
this was an important change that
would improve soil health and
biodiversity.

The reaction from Faber’s
lieutenants was immediate:
impossible. One said it could only
happen if the group imported the
non-GMO feed for dairy cattle from
Russia. As they went to work, though,
the executives started to change their
gloomy prognosis about how long
such a shift would take.

“Three weeks later, it was 10 years.
Two months later, it was five years.
Finally, it was two years — and we
did it in two years,” says Faber, in an
interview at the group’s Paris head-
quarters.

The pledge triggered vocal pro-
tests from some US farm and dairy
groups. It did not harm sales. Despite
a price rise, the children’s yoghurt
brandDanimals, now certified as con-
taining only non-GMO ingredients,
has increased its US market share
from 30 to 40 per cent.

Danone’s shift on GMO might be
dismissed by some as a marketing
gimmick and criticised by others as
an exercise in managerial self-
indulgence. But it is one sign of a

powerful shift in the way that large
companies think about their purpose
and their responsibilities — and an
example of the challenges companies
face in managing that shift.

For 40 or more years, corporate
boardrooms latched on to the doc-
trine that economistMilton Friedman
had laid out in a 1970 article with the
blunt title The Social Responsibility of
Business is to Increase its Profits. That
approach was supercharged in the
1980s and 1990s by the ratcheting up
of share-based executive rewards.

But the tide is beginning to change.
In August, the Business Roundtable,
the influential US business group,
amended its two decade-old declar-
ation that “corporations exist princi-
pally to serve their shareholders”.

The Roundtable said: “While each
of our individual companies serves
its own corporate purpose, we share
a fundamental commitment to all of
our stakeholders” — customers, em-
ployees, suppliers, communities and
— last in the list — shareholders.

Advocates for the idea that com-
panies should adopt a broader pur-
pose argue that the global financial
crisis laid bare the limits of pursuit
of profit for its own sake. What was
once a nice-to-have addition — often
tidied away and kept in a box labelled
“corporate social responsibility” — is
now a must-have, they say. Busi-
nesses that combine profit with a
wider purpose will benefit from the
reinforced commitment of em-
ployees and customers. Those that
fail to do so will not survive to
become the companies of the future.

Sarah Kaplan of Toronto’s Rotman
School of Management says: “Com-
panies are increasingly a positive
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pursuit of profit

Sarah Kaplan:” Companies are increasingly a positive force for society.”

Milton Friedman

The timewhere I take
everything and then I

give back as a company
or as a billionaire is over.
It’s good, but it’s not good

enough.

Emmanuel Faber

force for society and, as people see
their governments let them down,
[they] see companies replacing that
role.” As for “the idea that shareholder
value is the only way”, she says it “is
just a consensus”, in the same way
the more socially responsible post-
war model was once a consensus.

Faber, 55, exudes enthusiasm for
the wider purpose of his company.
He has set an objective to turn
Danone into a “B Corp”, a business
which voluntarily adopts broader so-
cietal goals but submits its social and
environmental performance, trans-
parency and accountability to third-
party certification.

Faber says from the 1980s the
economy, “instead of serving people,
started to really serve finance and all
the processes — the governance, the
incentives, the stock options, the
compensation committees, the inde-
pendent boards — went in the same
direction.”

But catering to multiple stake-
holders is a “super-delicate balance”,
he adds. “What keeps me awake at
night is the pace of change. Are we
changing too fast?Ornot fast enough?
And where?”

NOT EVERYONE believes he is get-
ting that balance correct. One of the
main criticisms of the stakeholder
approach is that it can allow execu-
tives to set their own criteria for
success and let them off the hook for
poor financial performance. Danone
already faces investor scrutiny for
distracting itself frommore profitable
business.
Jefferies’ sector analyst Martin Deboo
summed up the doubts in a note
about theFrench companypublished
last October. “We worry that a too-
obsessive pursuit of purpose-driven
benefits and brand-as-social-
advocate might blind Danone to the
value of more mundane, but poten-
tially broader, consumer appeals,” he
wrote. “It is shareholders, not other
stakeholders, who are most in need
of convincingwith regard toDanone’s
good intentions.”
A variety of factors is driving com-
panies towards asserting a broader
purpose. One is a desire to offset a
lack of trust in business that has
lingered well beyond the end of the
financial crisis. Another is the realisa-
tion that job hunters — particularly
younger candidates — will shun em-
ployers that cannot prove they have
a positive, and sincerely held, pur-
pose.
The growing appetite of some in-
vestors to back companies that are
improving their performance on en-
vironmental, social and governance
(ESG) measures provides another im-
pulse to change. Finally, there is pure
self-interest: as critics pointed out, the
BRT statement and other initiatives
could be merely a way of seeing off
the threat of new legislation and
regulation.
Corporate advocates say that they
are tackling the risks that unbridled
growth might pose to the very com-
munities that buy their products.
Roberto Marques is chairman of
Natura & Co, the Brazilian cosmetics
company that also owns The Body
Shop and Aesop and is in the process
of acquiring Avon of the US. From its
foundation, Natura has aimed to sat-
isfy a “triple bottom line” of social,
environmental and financial out-
comes, sometimes paraphrased as
“people, planet and profit”.
Among other initiatives, it sources
sustainable ingredients in the Ama-
zon rainforest, simultaneously pre-
serving some 18,000sq km against
development and supporting small
farmers.
Natura’s quarterly analyst calls sound
little different from a million other
listed companies.
Marques says that should not come
as a surprise: “Wedo care about short-
term results because I don’t think
companies can be relevant if you are

not a successful company.”
Still, setting a broader purpose is
fraughtwith risk and you do not have
to be a sceptic to see them.
Ioannis Ioannou, strategy and
entrepreneurship professor at
London Business School, researches
the impact of sustainability projects
on corporate value. He says purpose
is “something to excite people at the
level of the individual, rather than at
the level of the organisation.”
An organisation could have a guiding
mission that was morally objection-
able, he says: “The mafia has a pur-
pose: it’s very unifying, it’s very effec-
tive and it’s lasted for a long time. Do
we want to go to a moral or ethical
spherewhich veers into a philosophi-
cal question ofwhat is a bad or a good
purpose for our organisation?”
Professor Ioannou’s latest research,
with George Serafeim of Harvard
Business School, shows the adoption
of common sustainability practices is
increasingly a survival issue. “The

ones that fall behind in adopting best
practices are the ones whose per-
formance gets hit in the long run,” he
says.
Chief executives face the threat that
if they fail — or if they only apply a
veneer of stakeholder concern— they
will be accused of “purpose-washing”,
leading to further cynicism about
their motives.
One way to survive, according to
Kaplan, is for companies that have
alreadypursued the business case for
responsible action, to “innovate
around trade-offs”. One example is
how Nike, attacked over its suppliers’
working conditions in the 1990s, not
only improved standards but devel-
oped an entirely new manufacturing
process to take pressure off the old
supply chain. The US sportswear
company’s Flyknit “woven” shoe was
one result.
Similarly, in the face of a recent
consumer boycott in Morocco,
Danone started selling its pasteurised
fresh milk at cost. It also introduced
higher-margin products, such as
semi-skimmed milk in affordable
sachets, cereal yoghurt and regional
and seasonal desserts.
As Danone found in Morocco, size
and a high profile can make any
company, purpose-led or not, a bigger
target. When the possibility of acquir-
ing Avon was raised in Natura’s
boardroom, it ignited a fierce debate
about the risks of greater complexity
and a mismatch of cultures. Marques
quotes Anita Roddick, the late
founder of Body Shop, who was in-
sistent that “the world doesn’t need
another big company”. But he also
says increased scale will help Natura
“make sure that our narrative is heard
bymore people in more households”.

This is a common justification heard
from big companies. Referring to the
non-GMO initiative, Danone’s Faber
says: “See how many US$10m start-
ups you have to add up if you want
to move US$1b of sales in two years.
This is what big brands can do and
these super-nice start-ups can’t.”

PARTICULARLY IN the US, there is
intense scepticism about the growing
focus on goals other than profit. In a
speech in June, Hester Peirce, a Re-
publican appointee to the US Securi-
ties and Exchange Commission,
compared critical ESG ratings to the
“A” — for adultery — that moralistic
authorities forced her namesake
Hester Prynne to wear in The Scarlet
Letter, Nathaniel Hawthorne’s classic
novel. ESG raters, Peirce said, also
attach labels “based on incomplete
information, public shaming and
shunning wrapped in moral rhetoric
preached with cold-hearted, self-
righteous oblivion to the conse-
quences, which ultimately fall on real
people”.
Her criticism goes to the heart of one
of the snags in assessing different
stakeholders’ priorities — the diffi-
culty of gauging non-financial
commitments with the same accur-
acy and consistency as financial
measures.
Cultural differences alsomake it hard
to apply a one-size-fits-all approach
to the pursuit of profit with purpose.
Japanese companies have long pro-
fessed to a strong sense of corporate
mission and long-termism, to such a
degree that they sometimes use it to
cover up lacklustre short-term re-
sults. US andUK companies generally
face the opposite charge, that they
sacrifice long-range goals for the next
quarter’s targets.
Progress towards wider long-term
objectives also runs up against the
short-term approach of some invest-
ment managers. In his letter to chief
executives last year, under the head-
line “A Sense of Purpose”, Larry Fink,
who heads BlackRock, the asset
manager, urged chief executives to
show how they made a positive con-
tribution to society. But Faber says:
“I’ve been receiving letters fromLarry

Fink, but apparently his portfolio
managers are not reading them.” He
says “a disconnect”will continue until
asset managers’ incentives are tied to
wider goals, such as reducing carbon
emissions. “At some point there will
have to be a serious conversation
about how serious the leaders of the
financial world are about it.”
Fornow, theUS investment commun-
ity seems divided. The Council of
Institutional Investors — a US lobby
group of which BlackRock is a non-
voting associate member — “respect-
fully disagreed” with the BRT state-
ment, saying “accountability to every-
one means accountability to no one”.
Earning a rate of return for pension
funds and charities “is itself a social
good — a very high one”, Paul Singer,
founder of activist hedge fund Elliott
Management, told The Economist last
month.
So, could companies of the future
simply revert to the pursuit of share-
holder value that still drives many
companies of the present?
Stephan Chambers, director of the
London School of Economics’
Marshall Institute for Philanthropy
and Social Entrepreneurship, says
that scenario is possible: “There will
be an investment opportunity at
some point where the investment
pitch is, ‘You should be buying us
because we don’t waste money, time
or energy on the illusion that we’re
an NGO: we’re a corporation.’”
But Faber says the soundings he takes
from outside the elite corporate
bubble — including from dairy-
farming friends in the French Alpine
region where he was brought up —
suggest change is unstoppable. “The
time where I take everything and
then I give back as a company or as
a billionaire is over. It’s good, but it’s
not good enough,” he says.
© Financial Times
● AndrewHill is theFT’smanagement
editor andchair of Blueprint forBetter
Business, a charity.

LarryFink,whochairs theworld’s
largestmoneymanagement firm,
causeda stirwhenhewrotean
annual letter toCEOs in2018
titledASenseofPurpose. Fink
wrote, “Toprosperover time,
every companymustnotonly
deliver financial performance,
but also showhow itmakesa
positive contribution to society.”
Heelaboratedon this view inhis
2019 letter,Purpose&Profit,
stating that “purpose is not the
solepursuit of profits but the
animating force for achieving
them”.He further stated that
“profits are in noway inconsistent
withpurpose— in fact, profits and
purposeare inextricably linked.”
According toMichelle Edkins,
BlackRock’s global headof
investment stewardship, “Some
people think ‘purpose’means
diverting fromprofitability—but
it doesn’t.” AsColinMayer, a
professor at theUniversityof
Oxfordandanexpert on
corporatepurpose, recently told
theHarvardBusinessReview,
“Thepurposeof a company is not
just toproduceprofits, it is to
produce solutions toproblemsof
people andplanet and in the
process toproduceprofits.”
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Financial reform is fundamental
It is great that the
Aotearoa Circle

report will include a
roadmap.We need

this, so that any
change isn’t seen as

insurmountable.
Lucie Drummond

Bil Bennett

I
f New Zealand is to make a
smooth and successful transi-
tion to a low-carbon economy,
we will need to reset our finan-

cial systems says Mercury Energy’s
Lucie Drummond.

Drummond isMercury’s risk assur-
ance officer and is involved with the
energy company’s input into the Fin-
ancing the Future interim report — a
document that aims to chart New
Zealand’s route to creating a financial
system underpinning sustainable
social, environmental and economic
wellbeing goals.

The Aotearoa Circle’s work aligns
with Mercury’s internal goals:
“Sustainability is front and centre for
us as a renewable energy company.
We see financial system reform as a
fundamentally important part of
that,” she says.

Drummond says investors in gen-
eral are increasingly interested in
learning about a business’s long-term
sustainability.“Providers of capital
have been increasingly looking for
this information since about 2008 or
2009. At the same time we’ve been
working internally to look at our
material value drivers. We’ve been
looking a broader suite of values than
just the financial ones.

“Aotearoa Circle is a great initiative
because it brings together public and
private organisations to have a
joined-up approach on key issues.”

She points to the leadership
already being shown by Canada,
China and the United Kingdom.
China’s approach is mainly driven
top-down by government leaders
concerned about the consequences
of rapid industrialisation. These cir-
cumstances are quite different from

those in New Zealand. However, the
UK is motivated by a need for
economic regeneration and keeping
its status as a financial hub during
otherwise turbulent times.

Drummond says there is a similar
opportunity for New Zealand to build
relevance.

“This report gives us the ability to
look at what has already been devel-
oped in those countries and then
think about how we can take them
and create something unique for the
New Zealand market.”

One of the key differences is that
New Zealand has a far larger pro-
portion of small and medium com-
panies.

Say Drummond: “It is great that the
Aotearoa Circle report will include a
roadmap. We need this, so that any
change isn’t seen as insurmountable
or as a challenging and bureaucratic
overload for smaller companies.

“They have fewer resources avail-
able to adapt and change.”

New Zealand’s listed companies
are already seeing changes.
Drummond says the roadmap will
draw on this experience and lessons
from the bigger companies will be
adapted to work for smaller busi-
nesses.

Drummond says there are clear
benefits from taking this approach.
“We’re talking about changes in the
way financial capital flows to recog-
nise a broader definition of value. If
the providers of capital can test these
ideas with the bigger players first,
then, naturally, they will become
more comfortable with providing it
to those smaller companies.”

She says there’s a distinct shift
towards this kind of investment giv-
ing an example of changing attitudes
at insurance companies: “During a
recent visit to talk to underwriters,we

saw insurersmoving away fromcom-
panies that are heavily reliant on
fossil fuels. They are now saying they
will no longer underwrite those risks.
We’re seeing other key players mak-
ing significant steps as well.”

Drummond relates these changes
to the rise of the ESG — environmen-
tal, social and governance — ap-
proach to investing. This is where
investors take a long-term view and
look at all implications before com-
mitting finance; already there is
divestment from fossil fuels.

“New Zealand is already at 85 per
cent renewables for the electricity
sector,” explains Drummond. “So, I
wouldn’t expect to see amassive shift
in terms of divestment in terms of the
electricity sector here. It’s a massive
driver in overseas companies be-
cause they face a much bigger
challenges decarbonising their elec-
tricity markets. If there’s a negative

focus in New Zealand, it is more on
transport. The question there is dif-
ficult: you’re thinking about how to
shift the financial systems to help
incentivise the changes required.”

Drummond says there has been a
high level of engagement inpreparing
the interim Financing the Future re-
port.

“People are picking it up, under-
standing the system change required
and then providing feedback. That
will be used shape up the final report
and proposed roadmap.

“Active participation will be the
key. We want to have something that
works. Getting people to participate
in the process is the way to ensure
that happens. As a business we’ll be
looking at it in terms of how it shapes
and influences the direction that we
are already following.”

Drummond doesn’t expect this to
pose a major challenge for Mercury.

“We have an expectation that the
report is aligned to our thinking in
terms of the systems that we are
already creating internally. Our busi-
ness is looking to help New Zealand
on its journey to a low-carbon future.”

She expects education will be a
key focus, saying this applies at a
number of levels, including con-
sumer education. One of the more
powerful issues will be governance
and whether there is a capability gap
when it comes to the new business
landscape.

“I don’t think this is in any way an
insurmountable barrier.

“Even if your viewof the status quo
is that you have a governance suite
who are less familiar with discussing
environmental and social risks, New
Zealand directors are well versed at
using the tools available to them to
get up to speed.”

Sustainable Finance
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Business must consider climate
change in its decision-making

For fundmanagers, the legal context has
traditionally been less clear. This is

because of the important rule that those
who invest other people’s money are not

entitled to indulge their own ethical or
environmental scruples.

Daniel Kalderimis and Nicola Swan
of Chapman Tripp

I t is a truism that you get what
you measure, or more broadly,
our actions are guided by what
we consider. As Prime Minister

Jacinda Ardern has said, climate
change and how best to respond is
the defining issue of our time.

This is an issue requiring a co-
ordinated international and domestic
response — in New Zealand’s case
through the Climate Change Re-
sponse (Zero Carbon) Amendment
Bill.

But it also requires the focus and
attention of the private sector —
which iswhywhat one considers and
measures becomes important.

In this context, The Aotearoa
Circle, a unique partnership of public
and private sector leaders, engaged
Chapman Tripp to draft a legal
opinion for them.

The question we were asked is to
what extent (if any) are New Zealand
company directors and fund mana-
gers permitted or required to take
account of climate change considera-
tions in their decision-making?

The question is important due to
legitimate concerns on both sides of
the debate. Some directors and fund
managers fear their duties to their
companies and investors could be
compromised by pursuing ethical or
environmental agendas. Others fear
that they would be failing in their
duties, and subject to potential liab-
ility, if they do not plan for the likely
future effects of climate change on
their businesses and investments.

The analysis is careful and com-
plex, but our conclusions — which
largely reflect common sense — can
be shortly stated.We find that climate
change has evolved from being a
mere environmental or ethical con-
cern to a financial business and in-
vestment risk. This does not mean it
will pose a financial risk for every
business and investment, but it does
mean that it needs to be taken into
account in decision-making.

Where the identified financial risk
is sufficiently material, one would
expect directors and fund managers
to formulate appropriate strategies
for addressing it. This is the same
advice that would apply for other
material financial risks, such as pro-
jected company performance,
domestic economic forecasts, global
trade disruption or cyber-security
concerns.

Given the advice is so simple, you
might wonder why there is any
controversy at all. In our view, the
position is not controversial and our
opinion reflects settled understand-
ings. Indeed, attempts are well under
way globally and in New Zealand to
require companies with public dis-
closure obligations to consider and
disclose material climate change-
related risks in their financial state-
ments. Perhaps the most interesting
aspect of our analysis is not why
company directors need to consider
the potential financial impact of clim-
ate change on their business, but
what such consideration really
means.

Financial risk to business from
climate change stems from physical
risks and transition risks:
● Physical risks include damage to
infrastructure from sea level rise;
supply chain disruption due to
increased severe storm events; and/
or chronic changes in weather
conditions (e.g., changing rainfall pat-
terns); and
● Transition risks include regulatory
risks, such as higher prices on carbon
which then affect cost structures;
legal risks (compliance with new
regulations, litigation); technology
risks (new competition resulting from

the transition to a low carbon econ-
omy); market risks (such as changing
supply/demand trends); and
reputational risks (such as investor
demand for divestment from fossil
fuel investment).
● These risks will affect different
sectors of the economy in varying
degrees and over uncertain
timeframes. They are also related —
the faster the global temperature rise
and themanifestationof physical risk,
the more severe the likely regulatory
response.

Directors need to consider and
respondonly to risks that are relevant
to their companies. Many company
boardswill rightly conclude that their
businesses are unlikely to be directly
affected by physical risks caused by
climate change. There are likely,
though, to be many companies affec-

ted, directly or indirectly, by transi-
tion risks. For instance, even if you
operate nowhere near a coastline,
failing to respond to consumer de-
mand for sustainable products might
mean that the market shifts out from
under you.

In principle, however, directors
should approach climate risk in the
same way as any other risk. Risk
management steps may include:
● adopting an organisation-wide risk
management framework which
includes climate risk;
● keeping the board and seniorman-
agement up to date on climate risk,
for example through periodic
briefings;
● ensuring there is a sufficiently
diverse rangeofknowledge, skills and
experience on the board and within
management to identify and
effectively address climate risk;
● seeking independent expert ad-
vice on the climate risk faced by the
company and options for addressing
that risk; and
● wherematerial risks are identified,
taking concrete steps to address the
company’s exposure to financial risk
from climate change.

For fund managers, the legal con-
text has traditionally been less clear.
This is because of the important rule
that those who invest other people’s
money are not entitled to indulge
their own ethical or environmental
scruples. The courts have long been
alert to attempts by fund managers
to depart from their core duty of

acting in the best interests of fund
beneficiaries and for the proper
purposes of the fund. These two tests
oftenamount tomuch the same thing:
investing for financial benefit.

The matter came to a head in the
1985 UK decision of Cowan v Scargill,
which remains important across the
common law world. The case
involved a mineworkers’ pension
scheme managed by a committee of
trustees appointed equally by the
national coal board and the union. A
dispute arose when the union
trustees refused to agree to the adop-
tion of an investment plan unless
amended to prevent overseas
investments and investments in oil.
The union wanted investment in
Britain and which did not compete
with coal.

The court properly concluded that
the object of the pension schemewas
the financial benefit of its members.
The investment strategy adopted
needed to promote this object with-
out distraction from competing
agendas.

The case, though, has sometimes
been understood as requiring a blunt
‘profit maximisation’ approach on an
investment-by-investment basis;with
the result that fund managers must
by law invest in the highest-returning
stocks.

We say that this was never true
and is certainly not true today.

There must of course be a single-
minded focus on best interests and
proper purposes, but the lawdoes not
test compliance by retrospectively
comparing outcomes.

It does not apply an investment-
by-investment comparison to the ex-
clusion of modern portfolio theory.
And it does not require focus on
short-term non-risk-adjusted gain at
the expense of longer-term financial
considerations.

The essence of the duty relates to
conduct and approach. It is for the
fund manager, and not the court, to
formulate an appropriate investment
strategy. In practice, any assessment
will include an expected balancing of

diversification, value and risk
objectives over the relevant invest-
ment period. The overall approach
will ordinarily be to seek to secure
the best realistic long-term return.

In New Zealand, fund managers
are permitted and required to take
climate change-related financial risk
into account when designing and
reviewing investment policies, where
to do otherwise could pose amaterial
financial risk to the investment port-
folio. Many fund managers are
already doing just this. There are also
many funds now specifically
mandated to promote sustainable or
ESG investment.

But even without a specific man-
date, where the identified climate-
related financial risk is significant,
fund managers would be expected to
take action — namely by designing an
investment policy which appropri-
ately accounts for that risk. In some
circumstances, due to the fundmana-
ger’s risk assessment, an investment
bias in favour of climate change
adaptive stocks will be required.
While investment approaches will
differ, the key is that fund managers
turn their mind to the overall
objectives of the fund, what invest-
ment strategy they consider is best
suited, and how climate change fin-
ancial risk is likely to play into future
returns over the relevant investment
period.

This opinion comes at a timewhen
there is an important wider debate
over the role and greater relevance
of environmental, social and govern-
ance factors in corporate and invest-
ment decision-making.

Regardless of that wider debate,
we think the legal analysis of climate
change risk, as a potentially material
financial risk factor, is no longer con-
troversial.

The focus should be on how best
to factor material financial climate-
change risk into decision-making.
● DanielKalderimis is apartner and
Nicola Swana senior associate at
ChapmanTripp, specialising in
litigationandclimate change.
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‘Carbon is the new tobacco’

Technology is playing a key role in changing the whole energy
sector and enabling sustainability, says Vector chief

Meeting the needs
of current

generations without
compromising the

ability of future
generations tomeet
their needs, is about

striking the right
balance between
the environment,
society and the

economy.

Tim McCready

N ew Zealand’s largest distri-
butor of electricity and gas,
Vector, says it is leading the
transformation to create a

new energy future.
“Meeting the needs of current gen-

erations without compromising the
ability of future generations to meet
their needs, is about striking the right
balance between the environment,
society and the economy,” it says.

Vector chief executive Simon
Mackenzie says that technology is
playing a key role in changing the
whole energy sector and enabling
sustainability.

“Primarily this is through the de-
carbonisation of the energy space,
but also verymuch through changing
thewhole consumer interaction in an
industry that has been very low on
the consumer interface,” he says.

He explains that the oldmodelwas
always about generation being built
and transmitted into cities or regions,
with consumers turning on the light
with no choice.

“When you think about that from
an economic perspective, that was all
very much a market-orientated
supply side, but with an elastic de-
mand side,” he says.

“What we see now is a massive
change to technology, primarily
through digital platforms, and also
new solutions — whether they are
solar, battery, microgrids or digital
environments where people can shift
energy.”

He says these are all emerging and
putting shape into the demand side
of the energy sector.

New Zealand’s energy production
is different to many other countries
in that it uses mainly renewable
energy sources including hydro-
power, geothermal and wind energy.
But it is the large fossil fuel generators
that are investing massive amounts
into emissions-free production to de-
carbonise their energy production
systems.

This is changing the cost curves of
these technologies, and is encourag-
ing a shift to a decentralised model.
For example, as residents put solar
panels on their private property, they
are beginning to ask: “I’ve got solar,
I’ve got a battery and I’ve got an
electric vehicle — how should I use
my energy to the best effect?”

And it is here, Mackenzie says,
where digital platforms come in —
such as Vector’s investment in
Internet of Energy (IoE) company
mPrest.

He says mPrest’s technology is the
most comprehensive monitoring,
analytical and control system avail-
able anywhere in the world.

“You can think of it as a system
of systems. The software sits over

customer, market, distributed energy
resources and network systemsman-
aging performance in real-time.

“Through self-learning, it is able to
assess and predict multiple factors
including loads, market dynamics,
storage, customer demand and cap-
acity. This greatly enhances the re-
silience, security and efficiency of
customer solutions andour network.”

Mackenzie says if you can under-
stand customers’ behaviour and shift
them to flatten consumptionby20-30
per cent, then “that’s a massive
change in the energy system”.

“Some of these modern electric
vehicles (EVs) are turning up in the
driveway with in-car battery cap-
acities that are equivalent to seven
houses’ worth of demand,” he says.

“This means to charge them
quickly, you can have five to seven
times the consumption of a house
being needed. How do you manage
that from an overall efficiency? If you
can digitally control when the EV is
charged, it is much better than creat-
ing new peaks that have to be
managed — the costs are significant”.

As an example, EV chargers can
help to facilitate energy flow both to
and from an EV, allowing it to act as
a rechargeable energy source. When
connected at home or work, charge

from the EV can be used as a power
boost for the building, as a cheaper
power source when electricity prices
are at their peak— andwill eventually
be able topowerhomesduringpower
outages.

“Many homes could be powered
by their EVs at peak time. Similarly,
EVs will be releasing energy back to

the grid to support grid demandwhile
taking advantage of a higher peak
energy buyback rate,” says
Mackenzie. However, he warns that
one of the big challenges from a New
Zealand perspective in the
movement toward sustainability is a
risk of complacency.

“We are getting asked questions
about our sustainability position and
our carbon reporting and we won’t
get capital to New Zealand if we are
not completely over what the trends
are globally and financially.”

He says that just because we are
small, at the bottom of the world, and
perceived as clean and green, we
must not think we are immune from
these trends.

“We still have to raise capital from
offshore and we need to be able to
address questions about our
sustainability position and carbon
reporting.”

When Vector issued capital bonds,
Mackenzie was asked a lot about
what Vector is doing in decarbonis-
ation.

“On the capital bond roadshow in
New Zealand, some of the brokers
were asking the question. Offshore
agencies are also asking about it . . .
it is becomingmuchmore prevalent.”

He says if we are complacent, we

will be economically cast adrift.
“We won’t get capital if we aren’t

completely over what the trends are
globally and financially. But if we act,
we can lead the way and create
growth opportunities.”

Mackenzie sees this as an oppor-
tunity for Vector, because the com-
pany can adapt quickly and deploy
new technologies.

He has seen rapid advances and
focus in this space from global tech-
nology players that are developing
new digital solutions for the energy
sector.

“Vector has great international
partnerships, so we see this as a way
in which we can demonstrate how a
market or a business can respond to
these challenges and continue to
learn,” he says.

This is an opportunity because
Vector’s partners are keen to work
with New Zealand to test out new
innovation— “almost like a petri dish”,
which Mackenzie says will also pro-
vide export and other growth oppor-
tunities.

He adds that thosewhodon’t show
absolute concrete initiatives and
actions will be left in an ever-
increasingly difficult situation as
social, regulatory and political pres-
sure is applied.

We already hear of flight-shaming,
which is encouraging people to shun
air travel for the sake of the planet.
Mackenzie has no doubt there will be
energy shaming at some stage aswell.

“Directors and business leaders
need to be thinking of their carbon
risk and appreciate that carbon is the
new tobacco. Pressure will mount on
them — including potential legal
claims — if they can’t show action.”

This view is shared by the gover-
nor of the Bank of England Mark
Carney, who earlier this month said
companies and industries that arenot
moving towards zero-carbon
emissions will be punished by in-
vestors and go bankrupt.

He said it was possible the global
transition needed to tackle the clim-
ate crisis could result in an abrupt
financial collapse, and the longer ac-
tion to reverse emissions was
delayed, the more the risk of a col-
lapse would grow.

But he noted that great fortunes
could be made by those working to
end greenhouse gas emissions.

Carney told The Guardian that dis-
closure by companies of the risks
posed by climate change to their
business was key to a smooth tran-
sition to a zero-carbon world as it
enabled investors to back winners.

“There will be industries, sectors
and firms that doverywell during this
process because they will be part of
the solution,” he said. “But there will
also be ones that lag behind and will
be punished.”

Burning lessons from afar: the Canada experience
Barbara Zvan, chief risk and strategy
officer of the Ontario Teachers’ Pension
Plan—a large investment fund— is from
a country which is warming at double
the global average. It is estimated that
climate change will cost Canada
between C$21 billion (NZ$25b) and
C$43b a year by 2050, around 1 per cent
of forecast GDP for that year.

Since 2009, Canadian insurers have
paid out an average of over C$1.8b per
year in claims, compared to an average
C$400 million through the 1990s.

Over the past six fiscal years, the
federal government spent more on
recovering from large-scale natural dis-
asters than in the previous 39 fiscal
years combined.

Zvan is a member of the Canadian
government’s Expert Panel on
Sustainable Finance which published a
final report, Mobilizing Finance for
Sustainable Growth, in June.

The report looked at “connecting the
dots” between Canada’s climate

objectives, economic ambitions and in-
vestment imperative to leverage
Canada’s financial nous to facilitate and
accelerate market activities,
behaviours and structures.

Zvan laid out some of Canada’s own
challenges as the world’s fourth largest
oil and gas producer, and a country
with the secondhighest greenhouse gas
emissions in the G7 at the recent Clim-
ate Change and Business 2019 confer-
ence in Auckland.

One of the pluses about Canada’s
financial sector was its relatively small
number of players with the bulk of
Canada’s financial sector run byaround
25 financial institutions.

From more than 200 bilateral
consultations and 57 roundtables it was
clear climate change was perceived as
a distant issue and there was confusion
around data and information, as well
as confusion around companies’ fidu-
ciary duties and they lack of expertise.
“What we decided was that Canada

needs toput inmuchmore investment.”
Climate change is being taken very

seriously with the Bank of Canada
listing it as one of its six major
vulnerabilities in its 2019 Financial Sys-
tem review.

Many companies had significant en-
vironmental assets and were operating
in industrieswhichwere slowing down,
partly to due to climate change tran-
sition aspects.

For people alarmed or wary of the
idea of green or sustainable finance,
Zvan says: “The goals of sustainable
finance just mean to co-finance. It
means toget integrated into themethod
process, insurance process, the credit
process in everyday business. Finance
won’t solve climate change, but it will
finance the things that need to be done
to solve climate change.”

The panel’s most important recom-
mendation was the need to change the
conversation, especially at the begin-
ning. People worried it was all about

risk, they were going to have to change
their ways, they wouldn’t have such
good returns, she says.

“The finance community and big
industry should be asking how they
could get mainstream investors at the
table, how to get the large banks and
financiers to the table and make
sustainable finance bigger,” says Svan.

Having Canadian citizens more en-
gaged as investors was also important.
And rather than providing the finance
sector with what looks like an environ-
mental report, it worked better to have
it look like a finance report for a
business audience.

There would also be a big need to
include the country’s First Nations
population, their impacts and rights,
she added.

Another lesson was to keep recom-
mendations specific and practical
rather than multi-pronged and compli-
cated. “When framed that way, it
resonated with folks much better.”

Canada — Hot facts
● World’s 4th largest natural gas
producer and4th largest oil
producer
● Largest export—oil &gas—
two-thirdsbigger than second
largest (autos)
● 2ndhighestGHGemitter per
capita in theG7
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Why banks have a big role to play
New Zealand’s sustainable financemodel may have differences

It’s really
clear that if

we don’t
step up as a
nation, our
economy
will suffer.

Karen Silk

Photo / Brett Phibbs/
PhibbsVisuals

N ew Zealand’s big five banks
will play a bigger role in
financing green projects,
needed to mitigate and

adapt to climate change in New Zea-
land in the years ahead, than their
counterparts might in other
countries, says Karen Silk.

Silk — who is Westpac acting gen-
eral manager for the Experience Hub
— says the responsibility of providing
sources of capital will fall into the lap
of the banking community. That is
because New Zealand, unlike
countries including Canada and Aus-
tralia, does not have the breadth of
large asset managers.

“Five key banks drive 95 per cent
of the lending in New Zealand and
outside of the NZ Super Fund and
ACC, we have got a fairly small funds
management industry here,” says
Silk.

“Sources of financial capital and
the intermediation of capital come
from the banks, so we have a very
big role to play in getting this right.”

Silk says the size of the climate-
change challenge is large for New
Zealand, with $70-90 billion of homes
and assets at risk by current forecasts.
New Zealand is also heavily depend-
ent on tourism and agriculture and
has unique geographical challenges
due to its distance from the markets
it exports to.

“Meanwhile its difficult land top-
ography requires emissions from in-
tense forms of transportation.

“It’s really clear that if wedon’t step
up as a nation, our economy will
suffer,” says Silk.

“Our communities here in New
Zealand will suffer unprecedented
loss.”

New Zealand has committed to
material emissions targets under the
Paris Agreement and it has a Zero

Carbon Bill that is likely to be passed
by Christmas. Silk acknowledges that
the bill sets up the infrastructure and
architecture to create a pathway that
will put New Zealand on the trajec-
tory to meet its 2030 and 2050 tar-
gets. But she says what isn’t clear is
whether we have a financial system

that’s set up to help New Zealand
reach those targets.

New Zealand needs a financial
system that has the ability to make
well-informed and transparent
decisions based on quality data to
facilitate sustainable development,
she says. And it also needs to recog-

nise that it will have improved resili-
ence andagility through the incorpor-
ation of environmental, social and
economic risk assessment — and that
it will have society’s trust and con-
fidence as a consequence of taking
these actions.

The Sustainable Finance Forum —
which Silk co-chairs — has just pub-
lished its interim report, Financing the
Future, and is looking atwhat’s getting
in the way of shifting capital allo-
cation in New Zealand to drive more
activity focused on getting better and
broader environmental outcomes
and social outcomes.

“The forum is ultimately seeking to
create a financial system that recog-
nises, firstly the role it has to play in
serving the long-term needs to
society, the environment, as well as
the financial economy.

“That proactive capital allocation
is required to support the change and
innovation required to achieve NZ’s
critical sustainability agenda,” she
says.

There are some big questions to
ask. For instance, what consumer
behaviour drives greater emissions
activity in our environment, what is
the role of capital in supporting the
heavy emissions and what can be
done to reduce, change and shift that.

“It’s not a case of: ‘Wewill no longer
provide capital,’ but what will we
provide it to,” says Silk.

Opportunities
As businesses start to think about the
tools they use today, the equipment,
the fuels they use to drive their
activity, we will start to see a switch,
says Silk.

And this likely move away from
coal, fossil fuels and oil into a more
transitionary type of fuel — such as
hydrogen and biofuels — will create
new opportunities and new indus-
tries.

Consumers are already using solar
to fuel power. “As individuals say:
‘How do I create my own power in
the assets I have today?’ that’s creat-
ing new types of jobs, more science-
based roles as R&D lifts and invest-
ment lifts in agriculture.”

Silk is heartened by the response
from the broad business community
in what the Sustainable Finance Fo-
rum is seeking to do: “it reflects that
people really want to do something
about it and they are prepared to step
up and take action as well.”

Aotearoa Circle’s more than 35
partners include Air New Zealand,
Fonterra, Mercury and a number of
government ministries including the
Ministry for the Environment and the
Ministry of Business, Innovation and
Employment.

As head of the Sustainable Finance
Forum, Silk will be pushing business’s
thinking away from evaluating risk
and evaluating opportunity from a
pure economic perspective and
understanding profit and loss, to in-
corporating outcomes that drive bet-
ter environmental practice and better
outcomes for society as a whole.
There has been a positive response
from the Reserve Bank and the Fin-
ancial Markets Authority among to
their work, says the Westpac GM.

“That’s been very important be-
cause this is not something the pri-
vate sector can do on its own — there
will be an element to this which will
require legislative and regulatory
support to create a framework which
people can lean into.”

— Gill South
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A long-term view for generations
As caretakers, or kaitiaki, of the
financial system, we at the Reserve
Bank of New Zealand — Te Pūtea
Matua — have a strong interest in, and
influence on, the long-term economic
wellbeing of New Zealanders, writes
Assistant Governor Simone Robbers

All banks and 90 per
cent of non-life insurers
consider climate change
a risk to their businesses,
whichmeans we need to

look at solutions that
make a difference.

S ometimes, we are asked why
we are placing such an empha-
sis onclimatechange, and that’s
easy for us to answer.

Climate change could lead to mater-
ial economic and financial stability
impacts. Managing major risks to the
economy, such as climate change, sits
within our core responsibilities and like
all of our functions, we do this with a
long-termview for generations to come.

Globally, there is growing recogni-
tion of the role central banks and
regulators have in understanding, man-
aging and quantifying climate-related
risks. By beingmore visible in this space
we hope to encourage the financial
sector to focus not only on managing
risks, but on opportunities, such as
sustainable investment with long-term
benefits.

Too often, economic growth is
viewed as something that comes at the
expense of a sustainable environment,
and that can’t continue. Climate change
is now well accepted as having a sig-
nificant impact on economies world-
wide. The impacts are physical through
nature and financial through the
changeswe are seeing in consumer and
investor preferences and regulatory
responses.

Climate Change Strategy
Our overarching purpose is to pro-
mote the prosperity and wellbeing of
NewZealanders sowehave a sustain-
able, productive economy. To help
achieve that, last December we
launched our Climate Change Strat-
egy.

This will help us to facilitate a
smooth transition to a low carbon
economy in a way that does not
diminish or adversely impact on the
financial system’s soundness and ef-
ficiency. These include: managing
our own direct impact on the climate,

reflecting climate risks within our
core functions, and contributing to
wider efforts to identify, monitor and
manage climate risks domestically —
and as part of the global regulatory
community. We are getting our own
house in order by better understand-
ing and measuring our own carbon
footprint, then reporting on this annu-
ally.Apreliminary screen showed the
most significant sources of our
greenhouse gas emissions are the
production and transportation of cur-
rency and business travel. Knowing
this helps us consider how we can
reduce and offset these emissions.

We are also looking at howwe can
transition our investments to more
sustainable alternatives. Last month,
we affirmed this strategy through the
purchase of US$100 million (NZ$
157m) of green bonds via the Bank for
International Settlements’ USD Green
Bond Investment Pool, launched in
response to the growing demand for
climate-friendly investments among
central banks.

Wenowconsider climate riskspart
of our fundamental role of assessing
risks to the financial system as a
whole, and ensuring these are com-
municated to the markets generally.

Risks to the financial system
In our two most recent Financial
Stability Reports we explored the
risks climate change is currently
posing to New Zealand’s financial
system, which is primarily exposed
through the sectors that it lends to
and insures. Rising sea levels, storms,
droughts, heavy rainfall events, and
so on, can pose serious threats to us
all and pose challenges for the banks
and insurers who support economic
activity. As our regulated firms re-
spond, some risksmayultimately end
up with other parties, such as central
and local government.

An initial survey of the New Zea-
land financial sector showed the in-
dustry is aware of these risks. All
banks and 90 per cent of non-life
insurers consider climate change a

risk to their businesses, which means
we need to look at solutions that
make a difference.

One solution is greater disclosure
of institutions’ exposure to, and man-
agement of, climate change risks, but
this is best done in a co-ordinated,
consistent way so markets, investors
and regulators can make informed
decisions. Currently, 60 per cent of
surveyed banks and around a third
of surveyed insurers already disclose
information on climate risk. While
this is great progress, we support
further efforts towards a credible,
workable climate reporting frame-
work. And, becausewe can’t solve the
problem of climate change alone, we
are connecting globally with our in-
ternational counterparts via the Net-
work for Greening the Financial Sys-
tem (NGFS) and the Sustainable Insur-
ance Forum.

Greening the financial system
The NGFS was set up in December
2017 at the Paris “One Planet Summit”
to strengthen the global response
required tomeet the goals of the Paris
agreement, and brings together
around 42 central banks from
countries responsible for half of the
world’s greenhouse gas emissions.

The network issued six recommen-
dations for central banks, supervisors,
policy makers, and financial
institutions to enhance their role in
greening the financial system, and
managing environment and climate
related risks. These include inte-
grating climate-related risks into fin-
ancial stabilitymonitoring andmicro-
supervision; integrating sustainability
factors into portfolio management;
bridging data gaps; and building
awareness and intellectual capacity.
We are taking work forward in all
these areas.

We are also seeking to work more
collaboratively within our own re-
gion. Earlier this year, the nine Pacific
central banks agreed a focus on clim-
ate change would be one of their
priorities. Theyhave invited theNGFS
to an event in November on the
impact of climate change on the
Pacific’s financial systems. The net-
work’s members are committed to
understanding and managing finan-
cial risks and opportunities assoc-
iated with climate change, with a key
focus being scaling up green finance.

It’s easy to forget that with risk
comes opportunity. Climate change
can feel overwhelming and leave
people confused about what they
should do to help, but that does not
mean inaction.

As financial system participants
we all need to actively look for op-
portunities to “finance the green” and
help New Zealand firms and our own
organisations transition to lower-
emissions practices, and ensure we
are well placed for a net zero world.
It’s heartening to see many busi-
nesses are well advanced on this
journey. We now have a “road map”
from the work of the Sustainable
Finance Forum to help us navigate
and focus our collective efforts.

Climate change challenge

Reserve Bank Assistant Governor Christian Hawkesby and Financial Markets Authority CEORob Everett talk climate change and sustainable finance at
Infinz. Photo / Garry Brandon.continued on D25

Part of our job is to
make sure it does
what it says on the
tin, says FMA chief

Fran O’Sullivan

F inancial Markets Authority
CEO Rob Everett says the
FMA is sceptical about the
number of investment pro-

duct providers who are badging pro-
ducts as responsibly invested or
green products.

“Even where the intentions might
be good, we’re not really convinced
that is robust and measurable and
comparable,” Everett told the 2019
Infinz conference.

“Part of our job is to make sure it
does what it says on the tin and if
you’re going to sell something as a
socially responsible or environment-
ally responsible product, you actually
need to have done some work to
make sure that’s the case rather than
just superficial.”

The FMA recently sought sub-
missions on draft guidance for con-
sultation on green labelling and dis-
closure.

Everett told Infinz the scepticism
that may have come through in the
FMA document “may have been
more about the enthusiasm for the
industry to rush to badge everything
without having thought about what
that’s actually going to look like in 10
years’ time”.

The FMA chief recently spent a
week with APAC and European
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Green bonds,
greenwashing
and guidance
Do financial regulators need revised
mandates in a sustainable landscape?

Regulation as a stick
doesn’t work. You
need leadership

and you need buy-
in frommarket

participants.
Penny Sheerin

Bill Bennett

A s the only lawyer on the
Sustainable Finance Fo-
rum leadership group,
Chapman Tripp partner

Penny Sheerin’s role is to consider
the topic from a legal and regulatory
perspective.

Sheerin says one of thepoints that
came up in the forum’s interim re-
port Financing the Future deals with
the extent to which regulator
mandates may need to be changed
as we create a more sustainable
finance sector.

“At the moment Treasury is lead-
ing a review of the Reserve Bank’s
governing legislation,” she says.

“This includes consideration of
whether the Reserve Bank should be
given a climate change objective as
part of its mandate.

“Its currentmandate is to promote
the prosperity and wellbeing of New
Zealanders while contributing to a
sustainable and productive econ-
omy. Currently, its specific responsi-
bilities are defined in terms of fin-
ancial and economic objectives.

“Historically, the Reserve Bank
hasn’t considered sustainability as
part of its monetary policy decision
making. Nor has it considered risk
weightings of assets and capital
requirements in the banking system.
That’s an example of where there
could be possible regulatory
change.”

The current regulatory settings
don’t exclude sustainability, but she
says if it becomes an explicit part of
them, it removes the ambiguity and
adds to the focus.

Sheerin says in contrast, the gov-
erning legislation for the Financial
Markets Authority (FMA) describes
its purpose as to promote and facili-
tate the development of fair, efficient
and transparent financial markets.

“To date this hasn’t crossed into
sustainability. There’s a question of
whether the mandates of financial
market regulators andpolicymakers
need to be explicitly revised tomake
sustainability outcomes part of their
purpose, their objectives and their
performance metrics.”

That’s the big picture. Sheerin
suggests there may also be a need
to drill down to a more granular
level.

“The FMA recently put out a guid-
ance note around greenwashing. It
looks at green bonds and other in-
vestment products,” she explains.

“They have noted the growing
demand for responsible investment
products and want to provide
greater clarity for themarket around
their expectations. They also want
greater clarity for investors to under-
stand exactly what they are being
offered and what the risks are.”

This brings in questions about fair
dealing when it comes to the claims
made for these products and to
make sure they are substantiated.
There are also questions around
what kind of disclosure needs to be
made so people are not mislead
about the product characteristics.

She says; “At this stage the FMA
is not prescribing what is green,
ethical or responsible, it is more
about disclosure of what is being
offered. But they are targeting that
and asking questions of the market.

“While it’s not their mandate, the
FMA has noted the Government is
reviewing default KiwiSaver pro-
vider arrangements.

“In the document there is express
consideration of the extent to which
responsible investment should ap-
ply in default funds”.

Thoughmuchof this sounds com-
plex and requireshardwork, Sheerin
says there are potential quick regu-
latory wins. She says the FMA work
on green bonds didn’t talk about a
class exemption.

“They could issue this quite
readily. This is where they exempt
organisations from compliance with
the Financial Markets Conduct Act.
This would make issuing green
bonds a lot easier in New Zealand.

“One of the things holding people
back is that green bonds are not
being treated as the same class as
existing listed bonds.

“That’s a problem because there
is relief under the Act for products
that are of the same class as those
that are already listed. Because
green bonds have some different
terms and features they are not of
the same class as an ordinary bond.
The FMA could provide an exemp-
tion. This would increase the speed
to market and reduce costs.”

There’s a danger regulation could
become heavy-handed. Sheerin
says: “Regulation as a stick doesn’t
work. You need leadership and you
need buy-in from market
participants.”

Sheerin says Chapman Tripp has
seen an increasing interest in
sustainable finance from its clients
across the board. “We see it with
wealthy families and in the private
client space with their investment
decisions.

“In my area of expertise which is
financial services and wealth man-
agement, we see fund managers
thinking about it in termsof theprod-
ucts they offer. We see it in the debt
area with green bonds coming
through and lending around that.”

It’s not only individual investors.
Chapman Tripp handled the recent
ANZ-Synlait deal which had a re-
sponsible investment focus. Sheerin
says this also comes up in her work
in the iwi sector as well.

for regulators

continued from D24

Nick Kynoch

regulators discussing taxonomies for
sustainable finance and green invest-
ment “making sure that proper thought
is going into creating those
frameworks”.

“The broader impact of climate
change on businessmodels, and invest-
ment risk profiles is going to be enorm-
ous and I think in a lot of those
conversations, particularly with the
ECB (European Central Bank) and the
European Commission, therewas a real
acceptance amongst the regulators that
it’s a game-changer and people prob-
ably should have seen the game-
changing 10 years ago,” Everett said.

“But in disclosure around invest-
ment products and corporate disclos-
ure, the challenge that climate change
will bring to those business models
needs to be brought out.

“I think the acceptance around that
table was that probably there’s not
enough recognition yet of the need to
think through business models based
on risk from climate change.”

Reserve Bank Assistant Governor
Christian Hawkesby said the central
bank was taking a leadership role on
climate and the environment and using
its position as a regulator to encourage
banks and insurers to face up to some
pretty significant changes that are going
to happen over the next 20 to 30 years.

Asked if banks and borrowerswould
get capital relief for sustainable lending
if the central bank is serious about
climate change, Hawkesby responded:
“That’s not in the plan at the moment.
But that is very well something we
couldmove to.At themoment, theonus
is on really getting banks and insurers
to focus on the issues and look at it from
their own commercial incentives.

“Again, just using an analogy from
the asset management industry, when
I started in asset management eight
years ago, ESG investing (environmen-
tal, social and governance investing)
was seen as a real niche and — if
anything — was seen as potentially a
marketing tool to use for niche in-
vestors. That’s moved now from being
absolutely and completelymainstream
in the sense that fund managers know
that why would you invest in a com-

pany that doesn’t have a long-term
future over the next 20 to 30 years.

“So our challenge at the Reserve
Bank is to encourage banks and
insurers to have that same approach
to their lending and their relationships
and take a commercial view that it’s
actually going to be in the long run a
benefit that they take those environ-
mental and climate change factors into
account.”

The FMA’s consultation sought
issuer and investor input on green
bonds and other responsible invest-
ment products that expressly take into
account environmental, social, and/or
governance considerations.

Submissions will initially be used to
help the FMA develop guidance for
issuers. The regulator will also publish
separate material on its website cover-
ing matters that may be relevant for
investors, including questions they
should ask of product and service
providers, and examples of different
kinds of responsible investing products
and their features and risks.

The consultation, and the resulting
guidance and investor information, will
be particularly relevant for:
● issuers of green bonds (wholesale
and retail)
● managers of managed investment
schemes (MIS), including KiwiSaver
schemes, that are labelled as ‘respon-
sible’ or have responsible investment
objectives
● retail and wholesale investors in
these products
● financial advisers, and

● any other financial service provider
or issuer promoting itself or its financial
products or services as responsible.

Nick Kynoch, FMA General Counsel
and Acting Co-Head of Capital Markets,
said there was a growing demand for
sustainable or responsible investment
products. “In response, issuers and
providers are now offering an increas-
ing array of products.

“While the FMA supports the de-
velopment of the market for these
products, there are associated risks and
issues, largely arising from the lack of
common understanding of whatmakes
an investment responsible,” said
Kynoch. “With the growing popularity
of these products we want to ensure
investors are protected from
‘greenwashing’ and have a clear under-
standing of what is on offer. They
should be able to determine just how
green, ethical, or responsible a financial
product is.

“For example, making it clear that a
green bond is funding the construction
of a new environmentally sustainable
building rather than necessarily
funding a green issuer.”

The FMA’s guidance will not set out
prescriptive definitions but will set
expectations for issuers and product
providers about good conduct and
good disclosure so investors can make
an informed choice.

Currently, all regulated offers, in-
cluding those for responsible invest-
ment products, must explain features,
benefits and expected returns to in-
vestors in accordancewith Part 3 of the
Financial Markets Conduct (FMC) Act
and the related Regulations. All invest-
ment products must also comply with
the fair dealing provisions in Part 2 of
the FMCAct, which prohibit misleading
or deceptive conduct, false or mislead-
ing representations and unsubstan-
tiated statements in relation to all offers
of financial products and services.

“We are satisfied the current law is
flexible enough to accommodate re-
sponsible investment products. But in
an area like this, with a lack of consist-
ent, agreed-upon definitions, we are
keen to benchmarkwhat good conduct
and good disclosure look like, to ensure
issuers focus on meeting investor
needs,” said Kynoch.

Impact investing in New Zealand
Date Issuer Type Term Size
July 2017 IFC Green Bond 10 years $100m
Sept 2017 Genesis Youth Trust Social Impact Bond 6 years $6m
June 18 Housing NZ Sustainability Bond — Well being 5 and 7 year $500m
June 2018 Auckland Council Green Bond 5 year $200m
Oct 2018 Housing NZ Sustainability Bond — Well being 5 and 10 year $300m
Feb 2019 African Development Bank Socially Responsible Investment linked Bond 10 year $150m
Feb 2019 Contact Energy Green Bond 5.5 years $100m
Mar 2019 Argosy Property Green Bond 7 years $100m
Mar 2019 Housing NZ Sustainability Bond — Well being 7 year $500m
July 2019 Auckland Council Green Bond 6 Year $200m
Sep 2019 Housing NZ Sustainability Bond — Well being 5.7 year and 9.1 year $600m

Why green is good for business
Barry Coates

Therehasbeena lot of attentionpaid
to the stability of our finance systembut
far less to its purpose.What is a finance
system for?TheSustainableFinance
Forum(SFF) is proposing thepurpose
is to serve the long-term interests of
society, theenvironment and the
economy. This requires capital flows to
bealigned towardsmeeting the
challengesahead, especially theurgency
of the transition toa low-emissions
economyandensuring the inclusionof
all NewZealanders.

Thereareobstacles toovercome.
Incentives in the finance system for
employees andmanagement are linked
to sales andprofits rather thancreating
long-termvalue for stakeholders.
Sustainability is not built into the
mandateof regulatorsor financial
institutions. Across all parts of the
financial system— includingbanking,

investment and insurance— there is a
lackof objective informationabout
social andenvironmental outcomes.And
themostwidelyused financialmodels
havenoconnection to the realworld
consequencesof financial decisions. A
long-termprocessof change is needed
toovercome thesebarriers. Reformof
the financial system isoverdue. Pressure
for change is building fromsociety. The
demand for ethical investing is growing
rapidly andconsumers aredemanding
greater transparency. Theywant
assurances their banksaren’tmaking
loans forprojects that fuel climate
change. Theyare concernedabout
insurancecoverage in aneraof
pervasive climate impacts.

Thedraft report fromtheSFF
contains awide rangeofproposals. They
wouldeducate andempower the
consumerand inform thepublic, require
reportingonmetrics that integrate
sustainabilitywith financial information,

and strengthen legal and institutional
structures for sustainable finance.
Undoubtedly theadoptionof sucha
roadmapwould require change for a
sector that has recently experienced
regulatory reforms. But it is alsoa
roadmapofopportunity.

Thesearenotproposals from
governmentbutdrivenby finance sector
leaders. Their vision is of apositive
contribution,with a far greater level of
trust andconfidence fromstakeholders;
more innovationandcustomer focus;
more capital for investmentswith social
andenvironmental benefits and less for
pollution, speculationandexploitation;
more transparencyandaccountability;
more robustness and resilience in the
financial system; andgreater inclusion
and financial capability for the
vulnerable.

It is a visionworth supporting.
● BarryCoates is Founder andCEOof
MindfulMoney
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Insuring a sustainable future
Thismeansmaking
a decision today
about things that
are decades
ahead, says IAG’s
Bryce Davies

Any transition, be it
low-risk, clean
water or low-

carbon, comeswith
the risk that people

will be impacted.
Bryce Davies

Defence Force personnel and volunteers take part in the huge Fox River cleanup after a storm in Westland exposed old landfill.

Gill South

N ew Zealand needs to create
an environment in which it
has the information, ability
and incentive to take a

longer-term, wider view rather than
a short-term view — that’s the view
of Bryce Davies, Executive Manager
Corporate Relations at insurer IAG.

Just as individual companies like
IAG can help resolve environmental,
social and corporate governance
(ESG) issues so can the financial sys-
tem as a whole.

How the main players respond to
ESG issues will have implications for
the sector and for the stability of the
financial system, says Davies.

“The impacts of water quality, our
warming climate and inequality are
profound and will create shocks and
stresses for the financial system,” he
says.

The risks that ESG issues create
must be identified, assessed and then
managed.

One key area where climate
change will increasingly affect the
financial system is in the insurance
industry, where insurance providers’
use of risk-based pricing leads to
increased premiums for high-risk
assets.

Insurance providers who don’t
move to this will end up holding a
higher-risk portfolio, which is com-
mercially unsustainable, says the
Sustainable Finance Forum’s (SFF)
Financing the Future interim report.

At the same time a rapid shift to
risk-based pricing will cause
affordability issues and affect land
and property values — so it has to be
done with care, using a range of
measures to provide a “Just Transi-
tion” so there will be a mix of oppor-
tunities and necessary changes.

Davies, a leader on the Sustainable
Finance Forum, who is looking at the
market stability implications around
the changing financial system, says it
is about letting price signals do their
work.

“If we put a price on these things,
we have to let that price ‘do its work’
but we also need to ensure the
change it drives is just and that people
are not left behind,” he says.

The country’s knowledge of haz-
ards and their impacts has advanced
to the point where past decisions

about where to build now need
revisiting, says Davies.

“We have communities with grow-
ing exposure and vulnerability to
natural hazards and for some, the
only way to keep people safe, is by
moving,” he says.

Premiums which reflect that risk
are a key signal and an incentive to
take action, he adds.

“Any transition, be it low risk, clean
water or low carbon, comes with the
risk that people will be impacted, and
some more than others,” he says.

Understanding these risks allows
us to ensure people aren’t left behind,
that the transition is just.

“We can’t just swap one harm for
another.”

The Reserve Bank has signalled it
will be working with the sector to
better understand climate risk, says
Davies. “Regulators need to under-
stand the issues that are relevant and
their potential impact on individual
entities, markets and the whole econ-
omy.”

Monitoring the financial sector’s
exposure to potential systemic risk
such as climate change is an import-
ant defence mechanism, the SFF in-
terim report says.

It notes that given the increasing
risks to financial stability, the central

bank is taking steps to use regulation
and supervision more intensively to
ensure the financial system is resili-
ent in the face of increasingly severe
shocks.

Continuity of government policy
will also have a big influence on
market stability. Broad, cross-party
agreement on direction is vital, says
Davies. “Political consensus is key, but
also political will — we can’t iterate
our way out of these issues.”

Government sets boundaries by
whichmarkets operate, he says. Busi-
nesses can urge the Government to
do more if it is not happy with the
pace of progress.

“There is a strong need to do more
— and soon,” says Davies.

Companies also need to take ac-
tion today for tomorrow: “For busi-
ness leaders, we will have choices
about how we operate our busi-
nesses. Traditionally decisions have
been made on a short-term, narrow
basis but how do we create an en-
vironmentwith the right information,
for a longer-term and wider term
view?” he asks.

Companies are already taking ac-
tion on sustainable finance to miti-
gate climate-change risk. Ports of
Auckland has said it will be carbon-
neutral by 2040 and is planning to

build a hydrogen refuelling facility to
help with this. It is also investing in
the world’s first electric port tug in
2021.

It’s making a decision today about
things decades ahead, says Davies.

“Watercare is making multi-
decade asset decisions around
wastewater and water. They are
having to bring risk and future risk
into consideration to bemore flexible
and adaptive about how to build and
maintain that infrastructure, “ he says.

This all involves more than a
strategic economic analysis; risk is
also factored in.

Meanwhile, Crown Research Insti-
tute Landcare Research, working
with local iwi, is making recommen-
dations on how land can best be used
and invested in. Should it be turned
into native forest or used for a more
short-term business like beef farm-
ing? Landcare is weighing the risks.

It is thinking about national
wellbeing and what will be handed
on to future generations.

For any business, a broad “set and
forget” approach to looking after
assets is no longer good enough, says
Davies. Organisations have to find
ways to bring together all of these
different perspectives and outcomes
and weigh them up.

Existential threats demand a long view
Tim Grafton

Weneed accurate and
reliable data and a

common taxonomy, so
we are comparing apples

with apples.
Tim Grafton

Financing the future requires a long
view beyond the traditional short-
term thinking to satisfy short-term
investment horizons.

Traditionally, there has been a sole
focus on shareholder return as a
proxy for how well a business is
doing, but societal expectations are
changing. They demand responsive-
ness to a wider set of values.

Failure to respond carries heavy
reputational costs.

Existential threats like climate
change will have a profound impact
and demand we take a long view.

The challenge for the financial
sector is to figure out how to transi-
tion from a focus primarily on finan-
cial wealth creation, to one that
supports long-term social, environ-
mental and economic wellbeing and

prosperity for all New Zealanders.
A sustainable financial roadmap

has two roles.
One guides investors to under-

stand the impact of issues like climate
change on their businesses and the
other role complements this by en-
abling investors to understand the
impact of their investments on the
wider environment.

There are many obstacles in the
way of drawing a roadmap. These
include developing consistent and
comparable ways of measuring
impacts to inform investment
decisions.

We need accurate and reliable
data and a common taxonomy, sowe
are comparing apples with apples.

We need to change our incentive
systems from a primary focus on the
short-term to incorporate the long-
term view.

We need leadership from the top
and that will only happen on a con-
sistent basis if the regulatory regime
gives clarity and support to boards
to make sustainability part of their
mandate. This has implications for
fiduciary duties and changes to
reporting standards.

The opportunities of getting it right
are enormous and the cost of getting
it wrong potentially catastrophic.

Insurers are acutely aware of this.
They have long-term investments
and on the other side of the ledger
they underwrite the risks those
investments face.

They may also be underwriting
negligent decisions made today that
have a future impact and liability.
They know that a three-degree world
may be insurable, but a four-degree
world is not.

Weneedaworldwhich is certainly

insurable, so business can take risks
and thrive on a sustainable basis.

More broadly, international
studies show that businesses that
report on environmental, social and
governance (ESG) standards gener-
ally outperform their rivals.

Businesses are adopting an ESG
framework and finding that this
provides valuable insights into how
to mitigate material risks, minimise
costs, make better use of resources,
increase productivity and create new
business opportunities.

It can encourages diversity, and
drive businesses closer to their cus-
tomers’ needs andexpectationswhile
becoming more attractive places
where people want to work.

An ESG framework is also likely to
add to brand value.
● TimGrafton is chief executiveof the
InsuranceCouncil ofNewZealand
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Aotearoa Circle co-chairs Karen Silk (left) and Vicki Watson.

into homes, to parents. Local councils
have to have citizen engagement to
have a high level of awareness.

Also in businesses, young em-
ployees are bringing their contri-
bution.

Adds Silk: “If you want to attract
and retain employees, you need to
tell your story around climate and
natural capital and social issues.”

“They are all doing their day jobs
on the side and want to make some-
thing happen,” said Watson.
Progress is inevitable
What has been obvious in the past
two or three months has been that
progress is inevitable, says Fenwick.

Thanks to protests the country has
seen a new awareness. Protesters will
get some of it wrong and lose some
social licence, but “what’s undeniable
is politicians are listening and strug-
gling to come up with a response to
people who are expressing their
anger”.

In the United States, among young
voters, both Republican and Demo-
cratic, under 25 there is no difference
in the way they are viewing climate
change — it is high up on their list in
both cases, says Porritt. If business is
on the sidelines, it would be
disempowering. There is an oppor-
tunity to use the voice of business,
as a legitimising factor, he says.

How is New Zealand doing?
According to Porritt, some EU
countries are significantly ahead —
the discussion around climate
change is “literally mainstream”. The
more familiar people are with it, the
more competent they are to make an
intervention.

In New Zealand, the debate is not
mature enough to get the level of buy-
in. It’s about allowing conversations
to evolve and mature.

The swift formation of the Aotea-
roa Circle is a good sign. “To do it by
bringing together leaders from the
public sector and private sector is
very rare, I don’t knowof anAotearoa
Circle equivalent,” says Porritt.

“There are only 4 million plus
people, and they are peoplewho love
their connection with the natural
environment — it could only be a
tweak and New Zealand could be
world leaders.

“It would be incredibly popular to
be a country that exemplifies a strat-
egy to preserve natural capital. If you
could get public and private sectors
to agree, it could be well advanced.

Watson says she is feeling quite
hopeful about the collegiality across
private and public sectors in a bid to
solve the big problems.

“When we are getting our partners
together at bio diversity workshop
opportunity, MBIE are saying ‘How
can we help?’ DOC used to say ‘hands
off, we are doing this’ (but no more).
That was really invigorating,” she
says. “Everyone is ready, pushing
forward. There is a long way to go
but the stars are starting to align.”

Where will the Aotearoa Circle be
in five years’ time?
Fenwick says the Circle will have
grown numerically and in terms of
sophistication. Its agenda will be
clearer.

“There will be clarity around what
we are going to do in principal
domains such as fresh water, land,
and soil. We will have a better under-
standing of how big the problem is.
Plans as to what each sector needs
to do and there will be real progress
in workstreams,” he says.

“What will be going on in the wide

world in which the Circle operates is
a lot more difficult to know. You can
spend time worrying about it but it’s
not going to make a difference.”

Adds Silk, “The roadmap will be
out and if we have not hit some key
milestones by then, it’ll be too late.
Some we will have reached that are
too important not to.”

“One thing we have been lucky
with, is that the FMA and RBNZ have
been very actively engaged with us.”

This should mean there is good
alignment, she says.

There is currently a whole swathe
of finance that goes outside what
these entities regulate. It needs to be
all-encompassing.

“The why can’t be about com-
pliance and compulsion, with that
you have the skeleton, the muscle is
about the leadership. The skeleton
falls over without the muscle,” says
the Westpac GM.

Silk feels very positive that some-
thing real can come out of this and
that there is amainstream shift. “I also
hope that there is a greater awareness
at director, trustee, fund manager
investor level — that’s an absolute
tipping point,” she says.

If progress is made, there will be
opportunities, stresses Silk. “There are
significant opportunities for business;

this is creating awhole new approach
in the economy.”

Adds Watson: “The partners in the
Circle don’t like to fail. The leadership
are bloody determined to make
something happen.

“Seven partners said last week the
power of the Circle is it can convene
power in the sandpit. That’s when
you look at these partners, they genu-
inely believe they can make things
happen,” she says.

The third corner is civil society
”One thing that is really important to
remember is the way the Circle got
designed it very deliberately focuses
on two elements of what makes
societies work,” says Porritt.

“If we don’t bring civil society into
theCirclewedo comeupwith awhite
elephant. Civil society is going to
become a cajoling voice anyway, and
will go to Government and business
to respond.”

The Circle anticipates a change in
civil society, he says. “They are
starting to flex their muscles and will
be looking to deliver substantively.”

There will be enough to get really
good collaboration between private
and public sectors. The NGO com-
munity is an expression of civil
society, says Fenwick.

The time is now
“We feel this immense urgency. We
have run out of time to obfuscate
over why we should delay further,
says Fenwick. The Aotearoa Circle is
trying to do provide members with
milestones and supply chain influ-
ence among other thing.

“I agree with Sir Jonathon, there is
a problemof using long targets for our
milestones. A target of 2050 is hope-
less, we’ll all be dead. We need to
decide to do something significant
tomorrow, and the next day and the
next day.”

Circle members
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BankofNewZealand
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EnergyEfficiencyand
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EnviroNZ
EY
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LocalGovernmentNewZealand
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MinistryofBusiness, Innovation
andEmployment
Ministry for theEnvironment
Ministry forPrimary Industries
Ministryof Transport
NewZealandPost
NewZealandTradeand
Enterprise
NIWA
PwC
Ravensdown
Sanford
Silver FernFarms
Spark
Synlait
TePuniKokiri
TourismNewZealand
OrionEnergy
Vector
VillaMaria
Wakatu Incorporation
Wayfare
Westpac



Public and Private Leaders
committed to reversing

the decline of our
natural resources

To join us, visit www.theaotearoacircle.nz
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Fran O’Sullivan andGill South sat downwith leading players

from the Aotearoa Circle for a roundtable on its role in leading

business to face up to climate change. In the discussion: British

environmentalist Sir Jonathon Porritt, boardmembers Sir
Robert Fenwick — an environmental entrepreneur — and,

bankerKaren Silk together with Circle CEOVicki Watson.

Sir Jonathon Porritt (above) and Sir Robert Fenwick

I n the past year, a number of
disturbing and irrefutable
reports have come out on the
effects of climate change. As a

consequence, citizens are walking
out of schools and workplaces and
marching about their concerns that
not enough is being done to mitigate
its effects.

The science gets more and more
robust and more disturbing, says
British environmentalist Sir Jonathon
Porritt a founding member of the
Aotearoa Circle.

According to Sir Robert Fenwick,
fellowboardmember of theAotearoa
Circle, the voluntary initiative bring-
ing together leaders from the public
and private sectors to investigate the
state of our natural resources, and
commit to priority actions to halt and
reverse their decline, was born out of
a response to the growing urgency
business leaders see.

“We talked about the possible re-
sponse from the business community
for yet another organisation - another
one with a membership fee - but we
felt that theAotearoaCirclewas a real
call to arms for corporate leaderswho
really felt something in their hearts,”
says Fenwick.

Leaders of more than 35 of New
Zealand’s largest companies were
feeling the need to do something
beyond their organisation, he says.

“I’m sitting on the boards of
Fonterra, Air NZ, Westpac and it’s
interesting to see how leadership
plays out. The role to stretch targets
and encourage boards of directors to
be more ambitious. And those in-
dividuals who lead those companies
have been the first to put their hands
up. The Aotearoa Circle has enabled
the business leaders on its board to
engage with government ministries
and departments.

“Green Party leader James Shaw

and Finance Minister Grant Robert-
son are very interested so it’s good
to be seen to be useful,” says Fenwick.

The finance members of the circle
are also seen to be business-ready.

Such has been the “tsunami of
interest” in theCircle fromcorporates,
the business community seems to be
more engaged on finding solutions to
climate change than theGovernment,
says Circle chief executive Vicki
Watson.

Of the Circle’s six priority areas, it
has purposefully started with
sustainable finance, says Watson.

“We all have to contemplate the
ravages of living in a climate environ-
ment of the future and it’s horrible
and desperate imagining how we all
will live,” says Fenwick.

And the role the finance sector
plays in anticipating and fixing the
effects of climate change and making
things liveable is immense, he says.

Sustainable Finance is something
that plays right across all of the
strengths. It’s an important piece of
ensuring it - change-transformation -
happens, said Karen Silk, co-chair of
the Sustainable Finance Forum and
a Westpac GM.

How business can make a real
impact
While businesses have been doing
things individually on issues affecting
them, such as water use, what the
Circle offers is a connectedness, says
Silk. The Secretary for the Environ-
ment, Vicky Robertson, has told Silk
it has to be about taking the conver-
sation mainstream and incentivising
good behaviour.

The challenge business is trying to
understand is: How do you have a
real impact? What does a bank do?
How can we be impactful as a finan-
cial intermediary on outcomes? It has
to be part of our business,” says Silk.

In the past 12 to 18 months, there
has been amuch broader recognition
that investors have a role in terms of
the work that they do, says the
Sustainable Finance Forum co-chair.

Silk says she is starting to see a
moving away from negative
screening, such as not investing in
armaments but rather than that we
some positive allocation.

“If you think of the cost of transi-
tion risk and adaptation risk, the
numbers are phenomenal”, and for
New Zealand to cope with that, we
will have to shift capital she says.

“There are whole communities
where houses are at risk, natural
disasters have seen increased flood-
ing. I’m from Whanganui, that river

has never flooded into the city. The
last flood took out a whole swathe;
these things are increasingly fre-
quent.”

The cost of building and shifting
communities to a much safer en-
vironment, an estimated $70b of
houses — people are only just starting
to think about it, says Silk. This will
have an impact on asset values.

Meanwhile, at what point do
companies have to start looking at
their own futures?
Firms are assessing their risks and
disclosing on a voluntary basis.

For the banking sector, there are
UN Principles for Responsible Bank-
ing, and people are joining those on

a voluntary basis but at some point
that’s going to be mandatory and
those standards will evolve, says Silk.

“NewZealandbusinessneeds good
quality data to assess risk and that’s
not easy.”

Meanwhile, waiting for legislation
and policy, that’s a compliance
mindset, which Fenwick advises
against. “We’ve got to understand this
well ahead of that. That’s what we are
trying to do and why it’s important
to have those global groups. TCFD
(Task Force on Climate-related Finan-
cial Disclosure) standards will evolve
as people get to understand more
about science.”

The data is on climate modelling
and risk, he says. Thinking about the
future, it’s looking where and how
that risk will come through.

Which companies are exemplars?
According to Silk, Meridian has done
its first TCFD but it doesn’t have
modelling in it. “We are working on
that data modelling right now.”

It’s a National Science Challenge to
produce an earth system model that
allows New Zealand to better antici-
pate climate based on the British
earth system model, says Fenwick.

A supercomputer at Niwa has
invested in a massive amount of data
onweather and ocean behaviour that
affects New Zealand. Then it’s about
interpreting the data.

Says Porritt: “The data informs AI
to give granular advice. It’s a form of
big detail learning with empirical
backing making those software sys-
tems. The comparison to climate
modelling has been remarkable to
see. There is a real granularity which
will be of interest to investors.”

How to get systemic change in a
democratic system?
According to Porritt, the climate com-
munity has been very technically
driven. It should also be about out-
reach to people, to really enabling
them to understand what climate
change means for their families’
prospects.

“We have to have this engagement
now in democracy so people get a
handle on the challenge ahead.
School strikes are bringing stuff back
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