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Kiwisaver and Responsible Investment

The Budget statement included an announcement that KiwiSaver providers will be required to disclose their approach to responsible investing, and made reference to the fact that the United Kingdom and Australia have disclosure requirements. To date details of legislative or regulative requirements have not been made, but the Corporations Act in Australia states that products with an investment component must include disclosure of ‘the extent to which labour standards or environmental, social or ethical considerations are taken into account in the selection, retention or realisation of the investment’: s1013D(1)(l) of the Corporations Act 2001. It is expected that something similar will be introduced in New Zealand.

Current Availability

The only SRI investment option for KiwiSaver in New Zealand currently is the Asteron Socially Responsible Investment Trust which excludes shares which are principally involved with tobacco, alcohol, armaments or gambling but it is fully invested in equities within NZ and Australia and is high risk. 
Other KiwiSaver providers are intending or considering to offer a SRI Fund (NZ Herald July 28 C28). This has been confirmed recently with the Green Party report on KiwiSaver (http://www.greens.org.nz/campaigns/Kiwisaver-and-Responsible-Investment.pdf). Introduction of any SRI option is expected on or before 1 April 2008 as employers at that time will have to, by law, contribute 1.0% to an employees KiwiSaver account.
Because Funds need to have a minimum level of money to be viable, the more investors who indicate an interest in SRI, the greater likelihood that SRI options will be available.
What is Responsible Investment?

Investments which take into account ethical factors are called responsible. They usually include social, environmental, and governance matters. There are a variety of terms which come in an out of fashion and include Socially Responsible Investment (SRI); Corporate Social Responsibility (CSR); environment, social and governance responsible investment (ESG); ethical investment.

Why Invest Ethically?

Investing ethically means that the values and principles we have to provide a healthy community to live in, are consistent with our investments. We do not want to live in communities with workplaces  that pollute the environment, ignore human rights, make unsafe products, or mislead in their advertising. Investing ethically is being consistent with values. Some people use single issue values, and others a set.

Will the financial return be compromised?

No, but the research is not conclusive.  Some SRI funds out perform their bench marks and others do not.  Generally speaking, you should at least be no worse off.  

How do SRI Funds Work?

Funds can screen out certain types of investments, such as tobacco companies. Or they can invest in unacceptable companies, but work to change their behaviour through dialogue with management or putting forward resolutions and voting at AGMs (engagement). They can also invest in a positive way, such as companies that are providing solutions to climate change such as alternative energy systems. The most successful shareholder activist group is the ICCR (www.iccr.org) and they were influential in leading General Electric to promote energy efficiency and combat climate change. It is unlikely that a Fund will use values and priorities that are completely identical with yours, as they will try to design a criterion that has wide appeal.
In the USA socially responsible invested assets amount to 9.4% out of the total of $24.4 trillion of assets under management. Tobacco is the most commonly single applied social screen (88%), alcohol (75%), with gambling next at 23% (www.sriadvocacy.org). With a comprehensive definition of SRI a figure of 2-3% is most probably more appropriate. EuroSIF, in a 2006 study, estimates that the SRI market has now reached €1 trillion or 10-15% of the broad European market (www.eurosif.org). Simple screens accounted for 6% and the arms trade and human rights were more commonly applied screens than tobacco. The percentage of SRI activity using a comprehensive definition is likely to be in the order of 4% to 9%.

What I should ask of any Fund?

What types of investment does the Fund screen out (e.g. tobacco)? Is the Fund investing in positive solutions (e.g. providing solutions to climate change or carbon neutral companies)? What engagement activities does the Fund carry out, or intend to carry out (e.g. engage on issues of human rights abuse, oil depletion)? What policies does it have on proxy voting (e.g. diversity of directors)? What reports will the Fund make to investors to show what was the effect of its engagement?

Codes of Conduct

How much notice should I take on Funds signing up to Codes such as UN Global Compact, UN Principles of Responsible Investment, Equator Principles or Seals of Good Housekeeping? There have been various evaluations of the effectiveness of such Codes, which show that simply by signing up to such codes does not necessarily mean that responsible behaviour will follow. Many codes have been written by trade associations and are no more than window dressing. Unless there are reports from Funds describing the effect of screening out or engagement from an independent evaluation, then a cautious investor should ignore them. Remember, Enron had a text book code of Ethics.

Employers Responsibilities

Local Authorities are bound by the Local Government Act, and in particular 14 (1) (h) which requires them to take into account social, environmental and cultural matters.  Many organisations, e.g. Universities, have Charters or Mission Statements, or Codes of Behaviour that require the organisation to behave in certain ethical ways. A possible letter to write is as follows:
Dear XXXXX,

I am writing to you about (the organisation’s) policies in regard to Kiwisaver and your employees choice of non-SRI investment options. I am concerned that those options may support companies with unacceptable ethical behaviour, such as the tobacco industry, and companies with poor records regarding human rights and environmental standards. I am concerned that such support is inconsistent with (the organisation’s) Charter/Mission/Codes of Behaviour/Guiding Principles. 

I ask that you consider the adoption of policy that in effect means that (the organisation) will actively seek inclusion of an SRI Investment option with (the organisation’s) preferred KiwiSaver Provider in accordance with your Charter/Mission/Codes of Behaviour/Guiding Principles; and that employees will be encouraged to chose investment options that are consistent with the (the organisation’s) Charter/Mission/Codes of Behaviour/Guiding Principles.

Yours sincerely,
XXXXXX

