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 _____________________________________________________________________
This paper describes the strategy and experience of the Council for Socially Responsible Investment in New Zealand and discusses the strategic direction it has pursued in promoting SRI.     The issues it has faced included public accessibility to good information, definitions of SRI and standards of good corporate responsibility, climate change, and the failure to date of strategies of government, business or civil society to make SRI mainstream.
_____________________________________________________________________

DESCRIPTION OF CSRI AND NEW ZEALAND INVESTMENT
During the mid 1990's the Conference of Churches in New Zealand, an ecumenical body, set up a working group.  The purpose was to look at non-financial investment criteria for churches, to explore ways of working more closely together, and perhaps follow ways in which churches overseas had worked ecumenically. Progress was slow, and early this century ways of setting up a separate charitable trust were explored.  Because of the small population size of New Zealand, it was considered more efficient to move away from a specialised religious base.  The Council for Socially Responsible Investment was legally established in 2003 open to anyone and any organisation interested in these issues. The purpose and objects of the Trust are to promote ethical, sustainable investment; help people and organisations to develop guidelines, investments and methods for socially responsible investment; and research, educate, promote and advocate for socially responsible investment.  In 2004 CSRI ran a conference aimed at describing New Zealand and overseas practices and models.  Arising from that conference came the recognition that there were in New Zealand very few commercial SRI funds, very few financial planners with the ability to advise on SRI, a number of community trusts with an interest in SRI, and that the government was to become a significant player in the investment field.  In 2004 CSRI set strategic goals to focus on Community Trusts and Government Funds, before engaging with the commercial and individual advisory services.  In 2005 it recognised climate change as a major strategic issue.  At its November 2006 strategic workshop the CSRI Board adopted a vision of SRI being mainstream in New Zealand within 5 years. 
A universal pension system was introduced to New Zealand in 1938 as part  of a welfare state.  This was paid for out of general taxation on a pay as you go basis.  It is a basic provision, but the major source of income during retirement for the majority of New Zealanders (Preston).  During the last three decades of last century, there was frequent political dispute about levels of provision, whether there should be a form of compulsory individual savings, and whether the government should invest to supplement or replace the payment from the current tax collection.  In 2002 the Government set up an investment fund, the New Zealand Superannuation Fund, to assist the Government with pension payments twenty years later when the percentage of retired people is predicted to have significantly increased.  Other Government Funds include the Government Superannuation Fund, the National Provident Fund, the Accident Compensation Corporation, and the Earthquake Commission.  They are called Crown Financial Institutions (CFIs) and have combined around NZ$30 billion under investment. This is likely to grow over the next 15 years or so to something between $120 and $150 billion, but the New Zealand Superannuation Fund will be the largest.  The amount of money under fund management (which does not include CFI’s) in New Zealand at December 2006 was NZ$63.9 billion (Reserve Bank of New Zealand).
After the 2004 conference CSRI talked with the CFIs about how CSRI could assist them.  Later that year it became apparent that they were not interested in membership of CSRI and that the non-financial legislative criterion that they operated under became suspect.  This criterion was the  “international reputation” clause, or “to avoid prejudice to New Zealand’s reputation as a responsible member of the world community”.  CSRI sought political advice and was told that when the legislation was being considered pre-2002 it was felt that the "international reputation clause” would screen out the obvious unethical companies, and that if this was not the case then the Government would likely reconsider the legislation.   CSRI then surveyed the CFIs for a list of all the companies they invest in, the companies they decided not to invest in for non-financial reasons, and their relevant policies guiding their decisions.   The CFIs provided this information.  CSRI also asked for copies of the advice the CFIs had received about the application of the "international reputation" to these companies, but was not given this even on appeal to the Ombudsman.  The reason given was that because the information had been obtained from an independent source on contract, it would contravene a client/contractor relationship.  In order to evaluate the social and environmental behaviour of the companies the CFIs invested in, CSRI sought assistance from Amnesty International, trade unions and some environmental groups.  They were not able to assist.  Eventually information was used from the Interfaith Center for Corporate Responsibility and the research by Professor Sethi.  It was found that all the CFIs were investing in tobacco companies, and companies with unacceptable or questionable human rights behaviour or environmental impacts, such as Nike, Walmart, BJ Services (operating in Myanmar) and Exxon Mobil.   These investments were not consistent with other Government policies.   CSRI took this information to the Government and they agree to help finance a CSRI conference talking about the inadequacies of the 'international reputation' and its alternatives.  This occurred in late 2005 (CSRI Conference 2005 Report, Howell 2005).  
A member of the New Zealand Parliament, Maryan Street, attended that conference, and during 2006 drafted a member's bill to change the legislation (Howell 2007).    The Bill proposes amending an individual CFIs governing legislation to ensure that
a) CFI investment policy must be consistent with and governed by ethics which promote socially responsible and environmentally sustainable economic development; 
b) CFI investment policy must take into account international norms, conventions, declarations, covenants and treaties already supported, signed or ratified by the New Zealand Government.
The bill includes the Swedish pension fund method of defining what is acceptable behaviour by saying that what the government has signed up to by way of international norms (example: UN Declaration of Human Rights) should be followed.  Relying solely on this clause however, will not get the CFIs out of tobacco, because there is no international norm about this - hence the inclusion of “socially responsible and environmentally sustainable economic development” in the bill.   
In the budget statement of May 2007 the Minister announced that KiwiSaver, a scheme whereby Government provides incentives for individuals to save with contributions from employers, will be required to disclose their approach to responsible investing.  The full effect of this will not be known until KiwiSaver commences and settles down.  There have been very few SRI funds in New Zealand and one closed down a few years ago.  
Individual investors in New Zealand however bring value judgements to their investing.   Chui's key findings shows that New Zealand shareholders who are solely driven by the motivational value of a prosperous life (described as affluent, wealthy) constitute such a small minority (only 1.3%) that it throws considerable doubt on the simplistic assumption that shareholders are only concerned with maximising their wealth.   Despite this interest there have been very few funds individual investors, and it is hoped that the Minister’s announcement will provide an impetus for the commercial sector.
Since 2005 CSRI has had both informal praise and criticism from people in the SRI sector.  The criticism consists of a belief that CSRI's strategy and tactics should be limited to working with the CFIs and other staff from the investment sector, rather than attempting to persuade the owners of the CFIs, the Government, to change legislation.
DISCUSSION
The issues that CSRI has faced raise wider questions about the role of SRI in bringing good corporate behaviour to a globalised world.  Is the current strategy able to move investment into a SR frame in time to meet the challenges of global warming, oil depletion, and environmental degradation that is threatening the planet? If it is not, what strategic elements are necessary for SRI to play an important role in the future?
The modern SRI activities came out of the Vietnam War and the anti-apartheid and environmental movements of the 1970's and 1980's.  Funds were developed that met the moral requirements of individual investors, but the onus was on the investor defining the moral standards rather than the fund providing a comprehensive definition.   Research groups were established to provide the information about company behaviour to enable investors to make decisions about screening out and engagement.   As an example, in Britain, The Religious Society of Friends (Quakers) who had established Friends Provident in 1832, and the first British specialist ethical fund in 1984, Friends Provident Stewardship Trust, were instrumental with the Methodist Church in the setting up of the research group, EIRIS (Sparkes).   The research is contracted by the investor group who use it to make judgements about where to invest based on the investor groups values.   The onus is on the investor defining the moral standards.  Stewardship produces reports on its engagement activity (F & C)).  A consequence of this development is that a large amount of the evaluation of companies has commercial value and is not easily publicly accessible.
When CSRI was conducting its survey in 2005 it was difficult to get easily accessible public information about the ethical behaviour of companies.  (There is information available publicly about company performance but it requires considerable research effort.)  Access to the information on the social and environmental behaviour of the companies that the CFIs were investing in was denied because of contractual obligations.  If the research had been conducted by CFI staff rather than contracting out the task, then it would have been made public because of the Official Information Act.  Since then the Norwegian Council of Ethics (Council of Ethics) has established this research in-house, and has published its findings.  Global 100 has listed their assessment of the one hundred most sustainable corporations in the world, but they have not produced a list of the worst companies.   
Hawken states that 
 the term "socially responsible investing" is so broad it is meaningless. If a fund doesn't own companies involved with gambling and pornography, it can be called socially responsible. Never mind that it owns Halliburton and Monsanto. 
A fund with a particular focus (such as the environment), which advertises itself to deal solely with that focus, is different from a government fund.  Governments are in a different position from private investors in that they should not be required to meet the moral values of a particular group but the values of the wider community.  The values of the wider community are much harder to define than for a fund that is set up for a particular group with common values. Even though it is difficult, to do nothing because it is hard to draw a definitive line, is to continue to invest in companies that are clearly unacceptable.   Like Norway, New Zealand is a pluralistic society and there is no consensus on one particular uniform ethical perspective (Graver Report).  Yet there are some companies which behave in ways that are morally unacceptable by any international or national consideration.  The absence of a uniform perspective does not mean that there is no agreement on certain ethical principles and practices.   Without validation studies, this will not change (Howell 2004; see also Hopkins; and Nordic Partnership).   But action can occur regarding companies which are at one end clearly unacceptable and at the other end clearly praiseworthy, with a group in between where there will be considerable debate as to which side of a fuzzy line they could fall.
US institutional investors owned 69.4 % of the largest one thousand US public companies in 2004 (Conference Board).   In the UK institutions hold more than 70% (Office of National Statistics) and half of those institutions in the UK are pension funds (Sparkes).  The Social Investment Forum states that there are 9.4% of socially responsible invested assets out of the total of $24.4 trillion of assets under management.  Tobacco is the most commonly applied social screen (88%), alcohol (75%), with gambling next at 23%.  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, although there are some methodological qualifications about this estimate (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 survey included best-of-class screens.  The percentage of SRI activity using a comprehensive definition is likely to be in the order of 4% to 9%.
The growth and influence in SRI activity has been very impressive.  Example: the Interfaith Center on Corporate Responsibility (ICCR), started in 1973 in the US now has 275 faith communities with $US110 billion under investment,  and has grown to be respected and influential .  Du Pont has stated that "they have contributed an awful lot to Du Pont, and to our understanding of how the general public might view certain issues" (quoted in Sparkes).  ICCR was influential in leading General Electric to promote energy efficiency and combat climate change (Davis et al).  Example: the Carbon Disclosure Project  (CDP) began in 2000.  It represents an efficient process whereby many institutional investors collectively sign a single global request for disclosure of information on Greenhouse Gas Emissions.   CDP has historically sent their request to the FT500 largest companies in the world.  In the fourth request in  2006  the CDP information request was signed by 225 institutional investors with assets of more than $31 trillion. The information request was sent to 2180 companies and more than 940 answered the questions.  The impetus of the Carbon Disclosure Project is likely to increase the percentages of SRI generally when the Social Investment Forum and  EuroSIF upgrade their calculations.   Example: the United Nations has developed the Principles of Responsible Investment which seeks voluntarily support from investing organisations. All such initiatives are praiseworthy, but questions need to be asked about strategic business models when one of the world's mightiest corporations, General Electric, needs a coalition of Catholic nuns to draw its attention to the business opportunities of energy efficiency.  Questions need to be asked also about whether voluntary initiatives are sufficient.
The Stern Report stated that
Even if the annual flow of emissions did not increase beyond today's rate, the stock of greenhouse gases in the atmosphere would reach double pre-industrial levels by 2050 - that is 550ppm CO2e - and would continue growing thereafter.   But the annual flow of emissions is accelerating, as fast-growing economies invest in high-carbon infrastructure and as demand for energy and transport increases around the world.   The level of 550 ppm CO2e could be reached as early as 2035.  At this level there is at least a 77% chance- and perhaps up to a 99% chance, depending on the climate model used - of a global average temperature rise exceeding 2 ° C".
Lord Oxburgh at the March 2006 Climate Change conference  at Victoria University of Wellington in New Zealand stated that governments need to see the issue as a war threat and mobilise accordingly.   He talked about the investment cycles for infrastructure. Examples: cars for 10-15 years; aircraft for 20-30; wind turbines, 25; power plants, 40 plus; electricity distribution networks, 40 plus; houses for 70 plus years.  Capital investment by individuals, organisations and governments occurs over a range of years depending on cash, earning and debt flows: to expect a massive injection of capital into carbon neutral infrastructure over a few years is unrealistic. If the ten to twenty year opportunity to reduce significant climate change impacts is to be taken, then changes in investment patterns need to be started immediately.  In 2006 the New Zealand Prime Minister at the Labour Party Conference said
 I believe it’s time to be bold in this area. Why shouldn’'t New Zealand aim to be the first country which is truly sustainable – not by sacrificing our living standards, but by being smart and determined?  We can now move to develop more renewable energy, biofuels, public transport alternatives, and minimise, if not eliminate, waste to landfills.  We could aim to be carbon neutral.  I believe that sustainability will be a core value in 21st century social democracy.   I want New Zealand to be in the vanguard of making it happen – for our own sakes, and for the sake of our planet.  I want sustainability to be central to New Zealand’s unique national identity.
Over 70% of New Zealanders support this approach (NZ Herald).  It is consistent with a survey of what is important to New Zealanders which found that the quality of the natural environment was in the top four of most important factors for them (Growth and Innovation Advisory Board).  The New Zealand Government is now starting to develop programmes to work towards this goal but have yet to develop an integrated and comprehensive set of Government policies.  SRI has yet to be considered relating to this goal.
If the investment sector is to significantly minimise the harmful effects of climate change, the environmental measures of SRI need to be much stronger: best of class measures and simple screens will not be adequate.  Although there has been significant growth in SRI activities, particularly in Europe, it is questionable if there will be a major switch to SRI as to have a meaningful impact within the 10-20 years within which it is predicted we have to act.  There are in simplified form two options for SRI strategy:
a) to continue to encourage the investment sector to voluntarily move to a SRI frame;
b) for governments to take an active role through regulation and other means to move the investment sector to adopt a rigorous SRI frame as part of a more general response to the climate change and related threats.
Can the investment sector voluntarily bring out major reforms such that it has carbon neutral impact?   Kelly (2001) co-founded Business Ethics in the US to support the rise in corporate social responsibility, believing that voluntary change by progressive businesspeople would transform capitalism.  She now concludes that this will not happen.  Dixon  (2007), who spent six years as Managing Director of Research for Innovest overseeing the sustainability analysis of more than 2000 firms, now believes that there are conflicts with what is best for business and what is best for society and believes a voluntary approach is inadequate.  He calls for high level system change.  There will be of course others who would argue for a voluntary approach, but to date the change has been minimal and time is running out.  There already are climate change refugees.  A small island of Tegua as part of Vanuatu is claimed to be the first example (People and Planet), although the Cateret atolls in Papua New Guinea may an alternative for this dubious honour (Guardian).  There are a number of displaced person due to the Katrina cyclone who could be classified as climate refugees.  Myers states that there were 25 million environmental refugees in 1995.  Only some of these would be climate change refugees.  The Stern Report stated that stabilisation at 450ppm CO2 is already almost out of reach. It recognised that adaptation policy is crucial for dealing with the unavoidable impacts of climate change.
The US provides examples at the extremes of action.  At one extreme is the Hide-Your-Light-Under-A-Bush option or the Katrina model (based on the Katrina cyclone).  Here there was plenty of good advance evidence of the crisis which was ignored by the Government.  After the catastrophe the relief response from the Government was minimal and disorganised.   Longer term restoration ignores risks of rebuilding on the site.  This example illustrates one of the lessons Diamond draws in his analysis of how societies choose to fail or survive environmental disaster: the danger of unequal  distribution of wealth leading to an insulation of the elite from recognising the threats.  At the other extreme is the Command option.  Example: actions by the Roosevelt Government during WW2 when it commandeered industry. The Government cut car production and instead ordered the car industry to produce trucks, tanks, aircraft engines and machine guns in part or whole (Gropman).  The longer the first extreme continues of ignoring the issue, the greater the costs (Stern), and the greater the likelihood of the other extreme of a war-type command government intervention as the social and economic impacts of climate change have more serious disruption. (Hillman argues that in Britain time is running out to make fundamental lifestyle changes and that, amongst other factors, a system of carbon rationing is necessary.)
In between these extremes, governments have a variety of options regarding the role they can play in bringing about SRI.   Broadly speaking, governments can influence through taxes, subsidies, regulations and legislation that prohibit or control, by persuasion and example.   Stern recommends policy to reduce emissions on three essential elements: carbon pricing, technology policy, and removal of barriers to behavioural change.  In regard to carbon pricing it is important that investors believe that it will be maintained in the future in order for a carbon price to be  factored into their decision-making.  Regarding the second element, the technology policy, the Report argues for policies that support the development of a range of low-carbon and high-efficiency technologies on an urgent time-scale, and recommends closer collaboration between government and industry.  About the third element, the removal of barriers to change, Stern states that barriers include lack of reliable information, transaction costs, and behavioural and organisational inertia.   Regulatory measures, minimum standards for buildings and appliances, information policies, including labelling and sharing of best practice, are some of the ways he recommends for consideration.
Governments can influence by example, and by policies regarding the use of money.  In a recent article in the Financial Times it was reported that sovereign wealth funds may be as high as $2500 billion and includes countries from Norway to China. By comparison, the global hedge fund industry is thought to manage $1500 to $2000 billion and some of this will include sovereign wealth funds.  The article stated that in terms of disclosure on fund performance, investment strategy, or even basic philosophy, many sovereign wealth funds rank below the most secretive hedge fund (Tassell and Chung). 
Governments can ensure that such funds have an SRI mandate that is robust enough to screen out and engage in a comprehensive way.  Governments can set up mechanisms and rules for the provision of savings and investments.   In some countries there are compulsory savings schemes which is administered by the private sector but according to rules established by the government.  In a number of countries, following the UK Pension Regulations of 1999, there is a requirement by funds to consider and declare whether they use SRI policies. Governments can also assist organisations that promote ethical behaviour.  Examples: the UK Government funds the Ethical Trading Initiative dealing with codes of conduct within supply chains (Sparkes); and helps fund the Carbon Disclosure Project.  It is also important that a SRI requirement be attached to Stern's recommendation about low carbon and high efficiency technologies: there is little point in encouraging an alternative fuel which may be low carbon but harms the environment in other ways.  Governments also have a role in the provision of certifications that can be trusted for integrity.  Diamond describes how the effectiveness of the Forest Stewardship Council has been diminished by other certification organisations being established, namely, the Sustainable Forestry Initiative in the US; American Forest and Paper Association; Canadian Standards Association; and Pan-European Forest Council.  These have low standards and inadequate independence and monitoring activities.  Governments have a role to ensure effective consumer protection, standards and methodologies.
Governments, in whatever form, have some power and responsibility for making changes happen.    They cannot act in isolation if they want to survive long enough to make the changes.  In democratic systems, if they move too far from the centre, they will not get re-elected, unless they are able to redefine where the centre is and persuade people accordingly.   In non democratic societies, the governing elite and those that benefit will place constraints on reformers who threaten existing power and reward systems.   The commercial sector is one of the groups which will influence public opinion and governments.   Survival and profits will drive commercial interests, and those groups with a longer view, such as insurance companies and pension funds who can appreciate the impact of climate change on their businesses, have a role to play in bringing such a perspective to governments and the public arena.   The other important sector is civil society.  This group includes environmental activist groups, aid organisations, charities, religious and consumer groups.  Although there are NGOs that provide goods and services and are in structure and performance little different from commercial entities, and also NGOs that have been set up or captured by business, a number of NGOs are able to act without some of the constraints in the other two sectors, and provide the reassessment of and justification for change by governments and commerce and society generally. 
The relationship between these three sectors will vary from country to country and over time, with major groups showing good long term leadership, at other times, becoming dysfunctional.  There are change agents as well as status quo supporters in all three sectors.   Successful change needs champions, but the champions need supporters and helpers.  Within this complicated web of international, national and local links, government, commercial and civil society sectors, will develop initiatives that have the ability to change  investment patterns.  To be effective change agents and agencies, local and national groups need to be aware of the actions taken at an international level.  But conversely, international groups that do not have well grounded local links will be less effective, and in some cases impede progress.  New Zealand's actions in tobacco reform, and the public support for this, is ahead of many other countries. Overseas colleagues do not easily understand the importance of the tobacco issue in New Zealand.  Its significance is that there are no international agreements that  tobacco smoking is illegal, and that tobacco is a litmus test for any adequate legislation or definition of SRI for New Zealand.  Nor have some colleagues appreciated the social, investment and political dynamics of New Zealand.
The critics of CSRI over its promotional and advocacy role in working to change the legislation regarding CFIs have taken a very narrow role perspective, or have ignored the activity of such groups in other countries.  In 2006 the Social Investment Forum in the USA sent a letter to the U.S. Chamber of Commerce urging the Chamber’s leadership to re-evaluate its negative public statements on such issues as corporate governance, shareholder rights, and corporate engagement on climate risk.  The UKSIF took an active role in encouraging the British SRI pension fund legislation that came into force in 2000 in face of opposition of the National Association of Pension Funds, and currently coordinates the work of the All Party Parliamentary Group on SRI.  The EIA in Australia played an instrumental role in facilitating Australian legal reforms that help educate investors who wish to pursue SRI (Social Investment Forum 2005 Report). Political activity is an important tool in the achievement of SRI goals.  CSRI has contributed to public debate and shifted public opinion because it did not limit itself to an inwardly focussed industry association role, and is now working through what should be the strategic components of the next stage.
CONCLUSION
After its first conference in 2004, CSRI recognised that there were in New Zealand very few commercial SRI funds, very few financial planners with the ability to advise on SRI, some community trusts with an interest in SRI, and that the government was to become a significant player in the investment field.  It set strategic goals to initially focus on Community Trusts and Government Funds, and thus identified the need to change the legislation for the Government's financial institutions, and worked accordingly to that end.  Late in 2006, CSRI adopted a vision of SRI being mainstream in New Zealand within 5 years, recognising the need to include the investments of all government agencies and the commercial sector.   The recent Budget announcement by the Minister of Finance that Kiwisaver Funds will be required to disclose their approach to responsible investing will provide a stimulus for the commercial sector to begin SRI reporting.   It is hoped that there will be adequate disclosure for informed decision making by individuals.
During this time the issues CSRI has faced include public accessibility to good information, definitions of SRI and standards of good corporate responsibility, climate change, and the failure to date internationally of strategies of government, business and civil society to make SRI mainstream.  In working to achieve its vision of SRI being mainstream, CSRI will need to face the issues of the most appropriate roles and relationships between government, the commercial and civil society in New Zealand, and the most appropriate international networks to establish and work with to enable an approach tailored to New Zealand's circumstances.  
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