Climate Change and Investment

Inspector Gregory: "Is there any other point to which you would wish to draw my attention?"  Holmes: "To the curious incident of the dog in the night-time."  Gregory: "The dog did nothing in the night time."  "That was the curious incident," remarked Sherlock Holmes.
Among the main media coverage of financial matters in 2007 in New Zealand and internationally, headlines on investment and climate change were very rare.   Yet if there was one subject that is crucial to a sustainable planet, it is the relationship between Socially Responsible Investment (SRI) and climate change.     Without a significant rapid shift to socially responsible and environmentally sustainable investment, we can kiss goodbye to any hope for a decent and secure future for our children and their children.

The Bali conference on climate change laid the framework for international agreements once George Bush goes.  The science is reasonably agreed: keep the increase in the earth’s temperature to no more than 2 degrees C and 445 ppm (parts per million of carbon dioxide) for major physical and social disruptions to be avoided.   To achieve this, substantial changes need to be made to our economies and financial systems.  For if we are to make the scientific deadlines in time to avoid nasty ecological consequences and the considerable social breakdown that will accompany these impacts, our investment patterns and the financial systems that determine these will need extensive change.  The lack of media headlines indicates that the issues that need to be discussed are not yet on our agenda. 

We do not have the luxury of time.  Some would say that we have already left it too late.  The problem is that investments that are not socially responsible and environmentally sustainable are unlikely to be reversed in the necessary timeframes.  If we build a house today that is not sustainable, we are unlikely to alter it to become sustainable tomorrow.   The investment in houses and buildings, factories, roads, energy and transport systems last at least two decades (and usually much longer) before significant reinvestment occurs. Hence it is critical to invest now in new infrastructure and goods and services that are going to contribute to climate change solutions, as well as dealing with the matter of converting existing investments.

How are we currently doing?  Not very well. The amount of money under fund management in New Zealand is a little over NZ$60 billion.  Very little of that is under socially and environmentally responsible or SRI criteria. Government investments of the Crown Financial Institutions of roughly around $25 billion, are no better. Kiwisaver will provide individuals with some choice, but it may only bring a small increase to the amount of SRI funds.  
In the USA, the Social Investment Forum states that out of the total of $24.4 trillion of assets under management, 9.4% are socially responsible. Tobacco is the most commonly applied social screen (88%), alcohol (75%), with gambling next at 23%.  These are single issue screens which do not deal with climate change matters. With a comprehensive definition of SRI a figure of 2-3% of the $24.4 trillion is most probably more appropriate.   

EuroSIF estimates that the European SRI market has now reached €1 trillion or 10-15% of the broad European market. (There are some methodological qualifications about this estimate, because Sweden and Norway were not included).  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%.

Morgan Stanley have provided estimates of the larger investments by Government (called Sovereign Wealth Funds).


UAE


 875


Singapore 

 440


Saudi Arabia

 300

Norway

 300

China


 300

Kuwait


  70

Australia

  40

US (Alaska)

  35

Russia


  32

South Korea

  20

TOTAL


$2402 billion 

Only Norway has SRI criteria for its funds. The researchers stated “In terms of disclosure on performance, investment strategy or even basic philosophy, many SWFs rank below the most secretive hedge fund.”
Taking into account the difficulty of up to date data, a generous estimate of current investments internationally is that no more than 5% of investment is under a SRI criteria.  Until this is significantly increased, any Bali agreements are no more than wishful thinking.

Through the media we get climate and financial information daily, such as weather forecasts and stock exchange reports. But we do not get indicators about the health of our planet or the health of our financial systems.   What we need also is a regular report about the current level of carbon gas emissions for New Zealand and world wide, and the difference between the 445 ppm levels.  We also need the current percentage of investment that is not under a SRI criteria.  When these measures, and issues that underlie them are published and publicly debated and headlined, then we might begin to have some hope for our children’s future.  Elementary, really, my dear Watson.
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