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SUMMARY AND HIGHLIGHTS FROM THE CONFERENCE

Reward, Risk and Reputation – Rethinking the Investment Role of Crown Financial Institutions (CFIs) in New Zealand’s Growth

There are five New Zealand Crown Financial Institutions (CFIs) : the NZ Superannuation Fund, the Government Superannuation Fund, the National Provident Fund, the Accident Compensation Corporation, and the Earthquake Commission.  They currently have around NZ$24 billion under investment, and this is likely to grow over the next 15 years or so to something between $120 and $150 billion.  

Currently the CFIs are required to, or use, the international reputation criterion, namely, “ to avoid prejudice to New Zealand’s reputation as a responsible member of the world community” or some such similar words.  The purpose of the conference was to examine whether this was still acceptable, and if not, what could replace it.  Discussion ranged from interpreting the criterion in a stronger way; using international norms identified through UN and   international conventions; using the French Fonds de Reserve’s methodology  which refers to shared values that promote economic, social and environmental sustainable development; and to act as a responsible world citizen.

Dr Cullen talked about the difficulty of drawing the line on ethical matters.  He stated that he believed that the international reputation criterion was still an adequate one, but was not being interpreted properly.    He said that it was important for Parliament to avoid getting involved in detail of how the CFIs operate.   During discussion he said that he was unhappy that the CFIs were investing in tobacco.   He did not agree that there were  matters that could be identified on ethical grounds as clearly unacceptable, matters that were clearly acceptable, with a group of issues in between where there was no clear community agreement, and were open to debate.   He agreed that using international norms (international treaties that NZ had signed up to) was worth considering.   He said that Select Committees were one way for these issues to be discussed by Parliament.

Dr Howell presented the findings of the CSRI research that showed the five CFIs were all investing in tobacco companies, and companies with unacceptable human rights and environmental performance.  He stated that there was a problem for the Government with policy inconsistency (eg on the stances it has taken with anti-smoking and climate change issues).  There is a need to replace the international reputation criterion because it is ineffectual in screening out or engaging with unacceptable companies, or investing in companies that are providing solutions.   In addition there is a need to improve the regulations that deal with the reporting requirements of the financial sector generally (a possible example to use is the Australian Financial Services Reform Act.)   CSRI has a possible role in the future to assist a coalition of New Zealand institutional investors consider options, and contract for research and services in a cost efficient and effective way.

Professor Margaret Bedggood stated that In the 60 years since the foundation of the United Nations and the beginnings of the modern human rights movement, the obligation to protect and advance such rights has been laid squarely on states (national governments).  Any responsibility, let alone obligation, resting with corporations, especially if multinational, was entirely voluntary –– or indirectly sheeted home to states. [The exception to this is , obligations imposed nationally by labour laws.] 

But in the last five years all that has changed, and at an amazing rate.  Human rights obligations are extending in all sorts of ways and across a range of areas to non-state actors: armed groups, individuals and, increasingly, corporations.  Voluntary codes, whether individual or multi party, are a widely accepted tool.  And mandatory human rights corporate regulation is now squarely on the table – for some, no longer ‘if’ but ‘when’. There should be stricter criteria for those corporations or business enterprises in which Government Institutions could invest. Ideally such criteria would make a link to the observance of international human rights standards or include direct reference to the UN norms. Margaret also mentioned the case of Unocol, which has been taken to court in the USA recently over its involvement with Myanmar (Burma), and an out of court settlement was made (said to be around $90 million).

Dr Morgan Williams said that a much bigger dialogue is needed by a more diverse cross-section of New Zealanders.  Investment criteria must start with a robust sustainability framework and use some fundamental principles of sustainability, such as those contained in the Natural Step.  A strong systems and futures approach must be employed by all businesses we invest in.  Investing for the future, at its simplest, is about investing in institutions, and their products and services, that will ensure the future is a desired one. 
John Key talked about the reasons for supporting the existence of NZ Super Fund.  These included that it is cheap to administer; that the demographics show an increasingly aged population; that either increasing the contribution rate or extending the age when people can start to receive the pension, is politically difficult.   Other factors to solve the issue (the NZ economy can grow to a level where it can solve the problem) did not seem convincing.  The Super Fund will contribute about one third of the payments needed.
The CFIs are agents of Government.   Their actions should be judged by the messages they send.  The recent Prostitution Bill, which was about discrimination and workers’ rights, in fact gave the wrong message that prostitution is OK.   It is wrong for Work and Income to refer people to sex industry vacancies, so it does not. The issues of tobacco, alcohol and gambling, are less clear, although a case can be made for anti smoking.   The Government should have concern for NZ’s reputation, as well as social and environmental matters.   Judgment is needed and if he were Minister of Finance he would brief the CFIs about where he would expect them to use their judgment.  Free trade with Zimbabwe is unacceptable but with China is most probably OK.    Government needs to take the same approach as some financial institutions when considering a course of action: what would be the public response if they read about it in Wall Street Journal?  During discussion Key said that the use of international codes is a matter he would like to consider further.

Overseas (through interviews with Rod Oram)

Tobacco.  Most governments are living with the tobacco conflict 
.   
Sweden’s main thrust is compliance with international norms (signing up to norms is a society’s expression of commitment to the issue).   They have used this to pursue issues, eg discrimination of women with Nomura, the Japanese investment bank; use of child labour with Walmart; and Occidental Petroleum. [Rod stated that Walmart’s share value has dropped recently.]

France’s Fonds de Reserve state pension fund has adopted the following:

“to maximize investment returns over the long term and under the best possible conditions of security. Its investment policy must also be consistent with certain shared values that promote economically, socially and environmentally sustainable development.”

They have adopted 5 principles to guide investment managers in 2006 
.  They require fund managers to report back how the SRI framework is working.

The Norwegian Petroleum Fund approach seems to have been ineffective.   After long consideration they have excluded very few stocks.

Robins and Campanele from Henderson Global Investors said that a recent report from Mercer stated that trustees have a fiduciary duty to take into account sustainability criteria.    They believe that the sustainable businesses appear to outperform benchmark indices.  They hope to have research available on their SRI Funds in about 3-6 months. These funds are grouped in ten themes such as water and renewable energy.

Robins and Campanele also mentioned a distinction between the governance role (monitoring and deciding about individual companies), and the allocation of capital.  Capital markets provide the finance for business, but global markets are unregulated: the fossil fuel development of Asia is often funded by the London capital markets.  Some Funds such as the French Fund and CALPERS are allocating a percentage of their investment into certain types of business activity, which is consistent with their values (eg companies providing technological solutions to climate change).

Greater SRI engagement is held by back factors such as the lack of involvement by trustees’ advisers; the lack of analytical advice; and the tyranny of matching established market indices.  This is changing with 
greater commitment from all parties; a focus on compliance with OECD, UN, ILO, WHO, Global Reporting Initiative and other international norms; a focus on allocating capital to high reward / high impact areas such as renewable energy; and new asset classes (eg private equity): Funds are also providing incentives to analysts to devote more coverage to SRI stocks; r
e-basing indices to, eg, de-emphasise heavy carbon stocks. 

Government funds can play a powerful leadership role in these developments and i
nternational co-operation between funds vital to progress.  [Gerry Verhaart from Treasury stated that the NZ Super Fund has recently decided to establish close liaison with the Irish, French and Canadian government funded pension Funds.]

Final Discussion

Comment was made that the international reputation criterion is negative, and that it excludes NZ playing its part as an international citizen in a positive way.  While it was understandable that the CFIs were reluctant to be at the conference when some see their task as policy implementation rather than policy formation, it was important to involve as many stakeholders as possible.
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� This summary has been prepared by Dr Howell after discussion with a number of other attendees and presenters.  


� NB that if many overseas funds have not taken an active approach towards tobacco, then the investment in tobacco by the NZ CFIs will not prejudice NZ’s international reputation.   The only way for the NZ Government to get the CFIs out of tobacco is to alter the international reputation criterion.





� See � HYPERLINK "http://www.fondsdereserve.fr/Annexe_SRI_FRRen.pdf" ��www.fondsdereserve.fr/Annexe_SRI_FRRen.pdf�
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