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Thank you Mr Speaker.

As the members of this Assembly would be aware, in February 2007 I agreed to the independent, non-executive members of the Finance and Investment Advisory Board undertaking a review of the extent to which the Territory’s investment operations should incorporate environmental, social and governance principles.

I seek the Assembly’s leave to now table the Review report.

Mr Speaker,

In commissioning this review I said that “as is proper, the Territory’s major investment portfolios are managed at arms length from government.  While the government of the day may set broad investment policy, it is investment experts in Treasury who have to implement the policy and make the practical decisions to maximise the Territory’s relatively modest financial assets”.

I also indicated that “it may be possible to invest in ways that better achieve corporate social responsibility and positive outcomes for our environment, society and economy”.

Mr Speaker, the review found that the consideration of environmental, social and governance principles in the investment decision-making process has evolved very slowly over many centuries.  The approach to the consideration of environmental, social and governance principles continues to evolve today and remains a challenge to all people and organisations involved in investment management.

Mr Speaker, contrary to what some people think, in particular those with a very fundamental view on these matters, there is no straightforward or unproblematic approach to including the consideration of environmental, social and governance principles in the investment decision-making process.

The incorporation of environmental, social and governance issues into the investment framework has evolved over time from one of applying ‘values’ to one of addressing investment risk.  This change in emphasis reflects two problematic issues:

· balancing the fiduciary responsibilities of institutional investors to maximise investment returns within acceptable risk tolerances, acknowledging that many environmental, social and governance issues will ultimately impact on valuations and hence investment returns; and 

· the inherent difficulties in deciding upon the suite of values to be applied.

Mr Speaker, the report discusses the relative merits of the two approaches – ‘values‑based’ and ‘risk‑based’ in some detail.  The report found:

· The use of values-based screening for the Territory’s investments is not consistent with the overriding obligations of the prudent fiscal management of risks;

· Screening does not necessarily influence or change corporate behaviour;

· The establishment of ‘values’ criteria by the ACT Government is especially problematic in that many of the activities that may be considered socially undesirable are legally permitted activities and in some cases are in engaged in by responsible governments;

· Whose set of values should be adopted in establishing screening criteria – mine or Dr Foskey’s for example;

· [Recent comments by Dr Foskey in the Assembly make it quite clear that drawing an ‘acceptable line’ in respect of a values-based approach would be difficult in the first instance; would not satisfy all parties; and would be continually attacked by those with more fundamental views on these matters].

· Screening reduces the size of the investable universe, potentially resulting in a higher volatility in returns relative to the benchmark return and, particularly in the case of negative screening, a less diversified portfolio;

· A risk-based approach is holistic and broader in its reach than screening, recognising that institutional investors are universal long-term holders of broadly diversified portfolios consistent with the prudent management and diversification of risk; and

· The implementation of a risk-based approach through the engagement process is directly targeted at changing corporate behaviour as a means to achieving improved environmental, social and governance outcomes.

Mr Speaker, many of the largest institutional investors in the world have struggled with the challenge of balancing these often, conflicting issues.  The United Nations recognised the conundrum that investors faced in dealing with environmental, social and corporate governance issues while at the same time meeting their fiduciary obligations.

The United Nations therefore, in consultation with some of the world’s largest institutional investors, has established the Principles for Responsible Investment.  These Principles are voluntary and aspirational.  They are not prescriptive, but instead provide a menu of possible actions for incorporating environmental, social and corporate governance issues into mainstream investment decision-making and ownership practices.

The principles reflect recognition that environmental, social and corporate governance issues can affect the performance of investment portfolios.  They also recognise that investors, in fulfilling their fiduciary (or equivalent) duty need to give appropriate consideration to these issues, and lacked a framework for doing so.

Mr Speaker, this framework endorsed and encouraged by the United Nations is a risk‑based approach to the incorporation of environmental, social and corporate governance issues into the investment framework.  This approach is considered international best practice.

Mr Speaker, the Review report, which I have tabled today, recommends that the ACT Government adopts a risk‑based approach when considering environmental, social and corporate governance issues in the management of the Territory’s investments.  

I would like to inform the Legislative Assembly today, that the Government has fully examined the Finance and Investment Advisory Board report and agrees with its recommendations.  I also advise that a third party engagement service provider will be engaged to assist in the implementation of a risk-based approach to ESG issues for the Territory's investments.  The adoption of a risk-based approach to the consideration of environmental, social and governance issues by the ACT Government is a very significant step forward.  It is a measured approach, it is consistent with the approach recommended by the United Nations and is considered current best practice.

Mr Speaker, the agreement to, and implementation of the Finance and Investment Advisory Board’s recommendations will place the ACT Government, along with the Victorian Government, as one of the most advanced of any State or Territory governments in incorporating environmental, social and governance issues in the general investment management framework.

In concluding, Mr Speaker, I would like to publicly thank the independent, non‑executive members of the Finance and Investment Advisory Board, Ms Barbara Yeoh (Chair), Mr Ken Searson and Mr Phillip Charley, for contributing their valuable time and expertise to the review and the development of this report.  

Ends.
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