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Key Takeaways
• Members, regulators, the urgent need to manage 

climate change and government are placing many 
demands on super funds today, and are often 
working at cross purposes. In the end, the super 
funds look to their fiduciary duty to do what’s  
right to protect and grow the retirement assets  
of their members.  

• The federal government’s lack of a clear policy 
model on climate change is complicating the 
situation and putting Australia at risk of capital flight 
as more domestic and international investors look 
for green opportunities. Change is happening within 
the government, but at a slow pace. 

• The lack of available data is being used as an 
excuse by some for not taking action, but this is 
viewed as a poor reason since investment managers 
are used to working in a world of uncertainty and 
valuing investments on a forward-looking basis. 

• There are concerns about the lack of consistency 
and comparability of climate reporting, making 
it difficult to undertake reliable cross-company 
assessments. This is not a universal issue, however, 
as some industries and companies want the leeway 
to frame analysis in a way that supports their 
particular longer-term strategies. Getting consensus 
on robust, credible and consistent scenario analysis 
is critical for comparability and better informed 
decision-making. 

Asset Owner Perspectives on Climate 
Change Measurement, Management  
and Reporting in Australia

• Scenario analysis should be a decision-making 
tool to understand the complexities of climate 
risk and the impact on portfolios. This is more 
difficult for funds that have many investments 
across industries, asset classes and jurisdictions. 
Dictated, top-down scenario analysis may not give 
the granularity needed to provide valuable insights 
on asset allocation strategies. In addition, being too 
prescriptive suggests a level of understanding that 
just doesn’t exist, especially when looking out as  
far as 2050.

• In the end, there are many challenges, but it’s time 
to move forward and find solutions. Much is known 
about the path to 2030, so it’s best to focus on what 
can actually be done versus worrying about the 
longer-term projections. Technological solutions  
can also come from many directions. No-one 
expected renewables to move as quickly as they  
did, for example.
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In managing the risks and opportunities of climate 
change, super funds need to respond to many 
stakeholders — members, regulators and government. 
This is pulling them in different directions as they 
look to develop strategies to reduce emissions within 
their portfolios. Some members have very passionate 
views on climate change and are calling for a complete 
exit from investments associated with fossil fuels. 
Others are employed in high-emitting sectors and 

worry about their job security and whether transitions 
will be handled in an equitable way. At the same time, 
the coalition government has sharpened its focus 
on the industry with the new Your Future, Your Super 
reforms, while the Australian Prudential Regulation 
Authority (APRA) is undertaking MySuper performance 
tests, recently announcing that more than one million 
Australians are members of underperforming funds.1

Super funds are being  
pulled in many directions

Business as usual is making the world unlivable, 
given mankind’s impact on the oceans and the 
planet overall. In fact, the World Economic Forum 
predicts that oceans will have more plastic from 
waste than fish by 2050, a catastrophic situation 
since the oceans drive global systems that make 
the Earth habitable for humankind. 

Following the tragic mega-fires of 2019–2020, 
extreme floods and ongoing degradation of the 
Great Barrier Reef, many Australians are calling for 
more action on climate change. Much is at stake, 
because the country is a large exporter of liquefied 
gas and coal. 

Superannuation funds are investors in Australia’s 
largest companies, including the emitters of 
greenhouse gases (GHGs), and can play an 
important role in helping to move to a greener 
economy. To understand some of the challenges 
facing super funds as they balance a multitude 
of pressures from stakeholders, S&P Global 
Market Intelligence hosted a roundtable with 
asset owners, investors, climate consultants and 
economists to discuss the current situation and the 
perceived obstacles to moving forward. This article 
summarizes the discussion. 

Source: S&P Global Sustainable1. For illustrative purposes only.
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1  “Australian regulator says 13 super products fail initial performance test”, Pensions & Investments, August 31, 2021.
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Roundtable attendees agreed that all these actions can work at cross 
purposes and result in an array of unintended consequences. For example,  
Your Future, Your Super takes a backward approach to assessing 
funds, which doesn’t align with the Paris Agreement and its focus on 
forward-looking longer-term goals and signals. The initiative has also 
established specific performance benchmarks that don’t necessarily mesh 
with a fund’s climate strategy, creating additional challenges as divestment 
plans are considered.

There is tension  
and a political  
aspect to everything 
that’s happening.  
This is a challenge  
for everyone, not  
‘us versus them’.

Sybil Dixon 
Governance and 
Sustainability Manager, 
UniSuper

When considering conflicting priorities, everyone agreed that the 
fiduciary duty takes over in the end. The goal will always be to deliver 
the best investment returns for members at an appropriate level 
of risk. Of course, this is also a legal requirement for fund trustees 
under regulations set out by the Australian Securities & Investments 
Commission (ASIC).

It was pointed out that a fund isn’t breaking its fiduciary duty by deciding 
to stay with an investment that is climate exposed today if that company 
has a transition plan to reduce its GHGs over time. It’s only a problem if 
appropriate variables and assumptions are not being considered on a 
forward-looking basis when choosing whether or not to invest or divest.

Fiduciary duty 
doesn’t tie our  
hands on climate  
risk management.  
It’s an enabler.

Sarah Barker 
Partner & Head of 
Climate Risk Governance, 
MinterEllison

In the end, the fiduciary duty  
is paramount
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It is possible to look at how companies are aligned with the Paris Agreement goal of limiting global warming 
in this century to 2°C above pre-industrial levels. The assessment examines the emissions reductions 
made over time in meeting this target to determine who is under/over their carbon budget. It incorporates 
both historical performance as well as forward-looking indicators (over a medium-term time horizon). 
Figure 2 shows this at an index level, indicating that the S&P/ASX 200 is currently more highly exposed to 
constituents with an implied temperature range exceeding 3°C than its international comparisons. 
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Figure 2: Paris Alignment: Global Warming Implied Temperature

Source: S&P Global Sustainable1. For illustrative purposes only. 

If climate change is a 
financial risk, then it 
needs to be managed 
appropriately to 
achieve long-term 
risk-adjusted returns 
for customers.

Guneet Rana 
Executive Manager, 
Responsible Investment, 
Colonial First State 
Investments

Climate risk reporting is consistent with fiduciary duties, since climate 
risks are financial risks. Funds, and asset managers generally, fall down if 
they are only going halfway on integrating climate effects into their risk 
assessment process, since it’s not wealth maximization if the analysis is 
still being conducted as it was in the past. Returns will be protected if risks 
are identified and managed.
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Positive change is happening 
at the government level… 
but not fast enough
Many investors are choosing to put their money into 
areas that address climate change risk, and asset 
managers around the world are meeting the increased 

demand with a host of new green products. Australia 
risks being left behind given the federal government’s 
lack of a clear policy model on climate action. 

That said, global capital markets are having an 
important impact on the Australian political system, 
and it’s well recognized by the highest level of 
government that offshore investors can’t be alienated 
for fear of capital flight.

Change is slowly happening within the government. 
The climate denialists who have historically been very 
vocal about the activities of funds and members are 
now in a small minority. At the same time, younger 
individuals who are more supportive and vocal about 
climate action are active members of super funds. 

This suggests that the trajectory for the coalition 
government will be positive, and there will likely be 
a 2030 plan quite soon, especially with the 2021 
United Nations Climate Change Conference (COP26) 
scheduled to begin on October 31 in Glasgow, Scotland. 
Of course, there will always be politics, but it’s 
important not to lose sight of the mega trends. 

International investors may consider the carbon intensity of their investments across their global  
portfolio. The S&P/ASX 200 has higher exposure to carbon emission intensive companies at 437.84  
metric tons of CO2e per $USD 1 million revenues (Figure 3), compared to the S&P United Kingdom (224.37),  
S&P 500 (196.81), S&P Japan 500 (185.4) and S&P/NZX 50 (164.09). The emphasis will be on transitioning  
the economy to a low carbon future.
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Figure 3: Index Carbon Intensity

Source: “Index Carbon Metrics Explained”, S&P Dow Jones Indices, July 30, 2021, www.spglobal.com/spdji/en/esg-metrics. 

http://www.spglobal.com/spdji/en/esg-metrics
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We have been coming 
to government with a 
good collective voice 
representing all parts 
of the industry — 
industry funds, retail 
funds, managers and 
owners. This has been 
effective and should be 
done more.

Erwin Jackson 
Head of Policy & Advocacy, 
Investor Group on Climate 
Change

As we improve the 
quality and analysis 
of data, we need to 
encourage CIOs to use 
their common sense 
and strategic minds to 
make decisions today, 
and not kick the can 
down the road.

Danyelle Guyatt 
Sustainable Investment 
Specialist, Climate Insight

There is a public risk that needs to be recognized, as journalists ask why 
there isn’t more vocal advocacy if this is an important issue. Roundtable 
attendees expect public advocacy will grow over time, and money will 
be spent by investors on TV ads and other activities to leverage more 
voices in support of change. The Investor Climate Action Plans (ICAP) has 
a specific section on climate advocacy, which will be fleshed out more 
going forward. 

Roundtable attendees said they are seeing some factions use the lack 
of data as an excuse for not taking action, which is an extremely poor 
reason for maintaining the status quo. After all, asset class forecasting 
has never been perfect, and investments are always valued on a 
forward-looking basis. 

Investment managers are a good source to tap into, since they have a 
view on technologies and carbon pricing and how to adjust portfolios. 
While there may be differing views on carbon pricing, at least it is being 
accounted for, helping to achieve the desired outcome in the end. 

That said, data remains uneven, with a patchwork of reporting 
frameworks around the globe. About 90% of companies in the S&P 500® 
publish sustainability reports, but only 16% have any reference to ESG 
factors in their filings, creating a mismatch between what is disclosed in 
regulatory filings and what companies voluntarily publish.2

Lack of perfect data shouldn’t 
be an impediment

In response to demand and regulatory drivers, S&P Global 
Sustainable1 believes that the quality and quantity of ESG data will 
continue improving. As many countries and supervisory authorities 
in the financial system begin to require climate risk disclosures, a 
continued drive towards transparency around climate is expected 
in the lead up to the COP26. The world’s largest asset managers are 
taking a proactive stance on issues across the ESG spectrum, and that 
will continue to drive discussions around disclosure and data quality. 
Perhaps most importantly, companies are responding to the pressure. 

2  “Demand for sustainable debt set to ‘go through the roof’ in 2021”, S&P Global Market Intelligence, January 19, 2021, www.spglobal.com/marketintelligence/en/
news-insights/latest-news-headlines/trucost-ceo-demand-for-sustainable-debt-set-to-go-through-the-roof-in-2021-62140976

https://www.spglobal.com/marketintelligence/en/news-insights/latest-news-headlines/trucost-ceo-demand-for-sustainable-debt-set-to-go-through-the-roof-in-2021-62140976
https://www.spglobal.com/marketintelligence/en/news-insights/latest-news-headlines/trucost-ceo-demand-for-sustainable-debt-set-to-go-through-the-roof-in-2021-62140976
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Consistency and comparability 
get debated

Standardization is lacking and, as a result, regulators across 
jurisdictions are facing pressure to address this gap. In 2019, 77% of 
major global companies (up 7% from the prior year) and 58% of major 
U.S. companies (up 6%) publicly disclosed carbon targets. According 
to S&P Global Sustainable1, however, major global companies are 
on track for more than 3ºC warming, falling 72% short of required 
emissions reductions to achieve the Paris Agreement. 

There are so many 
approaches available. 
How can we have a 
united framework in 
how we approach this 
and collectively work 
together?

Liza McDonald 
Head of Responsible 
Investments, Aware Super

Amongst those 
companies that  
do disclose carbon 
targets, there is little 
standardization 
across reporting, 
and only a small 
number of companies 
have science-based 
targets.

Michael Salvatico 
Head of Asia Pacific ESG 
Business Development, 
S&P Global Sustainable1

There were frustrations expressed about the lack of universal 
assumptions and methodologies for reporting. No matter how 
many companies follow the Task Force on Climate-related Financial 
Disclosures (TCFD), for example, it’s hard do comparisons. The flexibility 
of the TCFD recommendations, particularly on scenarios, has resulted in 
corporate climate reporting that varies significantly. 

It was pointed out, however, that there is a lot of debate taking  
place about the importance of consistency and comparability. While 
valuable to roundtable attendees, it’s not a shared perspective in a lot  
of industries, as some want the freedom to use different climate 
scenarios that better reflect their businesses and strategies. Regulators 
say there is a huge benefit to consistency and comparability, but what 
works for one company may not work for others, so a tension exists. 
Perhaps the solution is to do both — use a universal framework to 
support comparisons, and then do customized versions to justify a 
particular position. 

It was agreed that regulation can help move the industry forward, but it 
needs to be effective without creating unintended consequences. It will 
lose its power if it turns into a compliance exercise that calls for checking  
the boxes.
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Don’t be too prescriptive
Economics usually 
deals with the 
marginal, but this is 
the whole system. 
Because of that, the 
entire system is at 
risk, and we don’t have 
an approach that’s 
particularly useful for 
thinking about that 
type of problem.

Stephen Anthony 
Chief Economist, 
Macroeconomics Advisory

No-one expected 
renewables to move as 
quickly as they did. We 
are seeing that now in 
other technologies as 
large investments are 
being made. Things 
will shift quickly.

Erwin Jackson 
Head of Policy & Advocacy, 
Investor Group on Climate 
Change

There was a view expressed that there isn’t enough admission of what 
isn’t known and the limitations of the current policy frameworks. Being 
too prescriptive suggests a level of control and understanding that just 
doesn’t exist, especially when looking out to 2050. It’s important to think 
about an outcome of zero carbon at some point in the future, and then 
work to that with feasible technological trajectories to achieve it in a 
way that doesn’t ruin the economy, jobs and portfolios. Ten years ago, we 
didn’t know what technologies would be successful today. Solutions can 
emerge from many areas, so we need to be careful about prematurely 
picking winners and losers. 

A smooth transition with good rates of return is required, otherwise the 
environment and the economy can’t be sustained. It’s a balancing act, 
so funds should diversify, as always, be objective, eliminate bias and 
encourage decision makers to do carbon pricing or alternatives that can 
yield the same results.

Many tools are available today for sector modeling and analysis of 
transition pathways. While each has its limitations, they all show 
essentially the same thing — a smooth transition is possible, but it 
requires technological advancements in some sectors and good policy. 
It’s critical to focus on that and not let perfect get in the way of good. 

The path to 2050 may not be known, but most of the technology exists 
today to meet 2030 targets. It’s important to focus on what can be 
done now versus highlighting the longer-term uncertainties. History 
with renewables shows that things can change quickly. Perhaps more 
innovative private equity technologies will emerge to complete the last 
leg of the journey.
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We are missing the 
nuances of different 
trajectories for 
different industries. 
Some industries will 
need to pull more 
weight than others, 
so goals should be 
science-based by 
industry.

Sarah Barker 
Partner & Head of 
Climate Risk Governance, 
MinterEllison

We need to ask the 
‘so what’ question. 
Does scenario analysis 
influence how we 
allocate money?  
If it’s just ticking a 
box, we need to be 
brave and say that 
it isn’t relevant for 
our business like 
it may be for an 
individual company, 
and determine what is 
appropriate and how 
we are going to use 
scenario analysis.

Liza McDonald 
Head of Responsible 
Investments, Aware Super

Scenarios should be a 
decision-making tool

More funds are starting to look at base cases, carbon pricing and 
scenario analysis and are taking responsibility for the assumptions, as 
well as the results. Many funds are adopting an entire portfolio approach, 
recognizing that the analysis won’t yield significant differences among 
asset classes, as it needs to be more granular. 

It was agreed that scenarios should never be just a compliance 
exercise, as it feels like it’s becoming, but a decision-making tool to 
understand the complexities of climate risk and the impact on portfolios. 
Some meaningful numbers can be put on changes to risk premium 
assumptions and green winners/losers to build back to sectors and 
asset classes, but investors need more details on what a transition looks 
like at a sector level, rather than being pushed into a top-down macro 
approach by regulators.

Given market pressures, large mining companies have revised their 
central cases and are running numbers on a disorderly transition and 
publishing the results in financial statements. Funds aren’t doing this 
well yet, since handling a large number of assets and strategies across 
many industries and jurisdictions is complicated. It was suggested 
that funds will need to start doing this to avoid being called out for not 
practicing what they preach. A question was raised, however, about 
whether scenario analysis is relevant for super funds and will provide the 
insights needed to make relevant changes in asset allocations. 

It is also important to note that climate change is a new consideration 
when assessing investments, and there needs to be a paradigm shift 
when thinking about what constitutes an appropriate base case when 
doing scenario analysis. Evaluating a climate change scenario relative to 
a base case that doesn’t include this can make things look worse than 
they really are, since it’s not an apples-to-apples comparison. At the 
same time, it must be recognized that climate change is just one of many 
factors that needs to be taken into account when analyzing the future, 
and the relative importance of each factor should be considered.
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Climate change is  
just one of a vast 
number of factors  
that influence  
asset allocation.  
It’s important to 
pull it all together 
with a total portfolio 
approach to develop 
a sound decision-
making process.

Kim Farrant 
General Manager 
Responsible Investment, 
HESTA

APRA has published an information paper outlining the purpose, design 
and scope of the Climate Vulnerability Assessment (CVA) that’s underway 
with Australia’s five largest banks. It only includes two scenarios, hot 
house and disruptive, not one that assumes a smooth transition. The 
testing will likely make its way to super funds and insurers and, hopefully, 
will involve a great deal of consultation to improve the approach and 
capture the nuances needed for different industries. 

The need to move forward
Devastating environmental events have made it clear 
that climate change is a critical issue and climate risks 
are financial risks, requiring the attention of super 
funds to protect their members’ retirement monies. 
While many challenges exist, roundtable attendees 

agreed that now is the time to come together and 
focus on solutions. Data may not be perfect, scenarios 
may have their problems and there may be a wide 
range of carbon prices being discussed, but the path 
to 2030 is quite clear and it is time to move forward. 
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