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Outline
n Global Themes and the Role of ‘Short-termism’
n Promoting Long-term action
n NZSF as a long-term investor
n NZSF engagement on governance issues
n Treasury’s CALM and relevant measures of risk
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Global Themes and ‘short-termism’
n Social cohesion
n Demographics
n Urbanisation
n Climate change

Short-termism – Investors, Corporates
n Externalities not priced – market failure, myopia, 
n Principal-agent misalignment 
n Misdirected investment – under/over/stranded
n Volatility – boom/bust
n Disregard for ‘ESG’
The ‘universal owner’ failure
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Reorienting investment portfolios

n Financial markets characterised by myopic behaviours
n Investors seek to generate returns on strategies as quickly as possible

– à management incentives to boost near-term share price rather than long-
term health and value of asset

– E.g.: cost-cutting rather than investment in future capacity and innovation
n Short-term focus causes:

– Outsized impact of news
– Pro-cyclicality and herding à market volatility
– Illiquid markets and absence of price discovery
– Erosion of long-term value

Short-termism is a problem à undermines corporate investment; 
holds back economic growth; lowers returns for savers and investors
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Promoting long-term thinking
n Good for investors

– Sustainable long-term returns (intrinsic value) and fully priced risk/reward
n Good for companies

– Set sights on long term strategy and long term value
– Emphasise stable relationships with customers, employees, suppliers, 

regulators and government è mutual benefit
n Good for the society

– Contrarian investment dampens market volatility
– Improves stability and functioning of markets
– Reduces externalities: kaitiaki

Brings home – ESG thinking
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Global initiatives
n Focusing Capital on the Long Term 

– Canada Pension Plan (CPPIB) and McKinsey
– Advancing practical actions to focus business and markets on the long term
– Practical structures, metrics and approaches

n Inclusive Capitalism 
– Extend the benefits of the current economic system to more people through 

economic opportunity, long-term company management and values-led 
corporate culture

n World Economic Forum – Long Term Investing Council 
n United Nations Principles for Responsible Investment
n Santiago Principles – International Forum of Sovereign Wealth Funds

http://www.fclt.org/
http://www.inc-cap.com/
http://www.weforum.org/communities/global-agenda-council-on-the-future-of-investing/
https://www.unpri.org/
http://www.ifswf.org/
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Institutional investors should...
1

Investment Beliefs
Clearly articulate investment beliefs (including ESG)
Focus on their portfolio consequences
Provide a foundation for a long-term investment strategy.

2
Risk Appetite Statement

Develop a comprehensive statement of key risks, risk appetite and risk 
measures, appropriate to the organization and oriented to the long term.

3
Benchmarking Process Select and construct benchmarks focused on long-term value creation; 

Distinguish between assessing the strategy and evaluating execution 

4
Evaluations and Incentives

Evaluate internal and external managers with emphasis on process, 
behaviours and consistency with long-term expectations. 
Formulate incentive compensation with a greater weight on long-term 
performance. 

5
Investment Mandates Use investment strategy mandates as a mechanism to align the asset 

managers’ behaviours with the objectives of the asset owner.

The FCLT prescription

A good investor is active, engaged, constructive. 
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NZSF’s recipe for long-term investing

n We can ride-out short term volatility
n Genuine contrarian investor
n We can invest in private market and illiquid assets
n We pay lower tax in some jurisdictions (sovereign status)
n Favourably regarded as a potential co-investor and 

business partner

Defining – purpose and risk; 
Identify Endowments and reveal Beliefs
Describe and commit to mode of operation
Describe and commit to Culture 

Long 
Horizon

Certainty of 
Liquidity

Operational 
Independence

Location & 
Crown Owner
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How does it work?
n As a long horizon investor we enjoy all the opportunities a short term investor 

has, plus a lot more
n A stable risk aversion allows us to exploit short term disequilibrium pricing in 

markets
n Sound governance arrangements and open and transparent communication 

ensure we can stay the course

n CASE STUDY: Strategic Tilting programme exploits our:
– long-term investment horizon
– independent governance and risk management;
– belief in mean reversion

n See: https://www.nzsuperfund.co.nz/how-we-invest-actual-portfolio-value-
adding-strategies/strategic-tilting

n 2009 (inception) – 30 April 2016: strategic tilting delivered annualised value 
add (i.e. returns over and above passive market return) of 1.2% p.a. (NZ$1.7 
billion). Volatility around 2% p.a.

https://www.nzsuperfund.co.nz/how-we-invest-actual-portfolio-value-adding-strategies/strategic-tilting
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Reorienting corporate governance to the 
long-term

1. Set high standards for ethical behaviour; hold management accountable
2. Balanced independence, skills, experience, perspective on Boards
3. Board committees may be used to enhance effectiveness; overall responsibility 

rests with the full Board
4. Boards should demand integrity and timeliness in reporting and disclosure
5. Director and executive remuneration should be transparent, fair and reasonable
6. Directors should understand major risks and verify processes for addressing these
7. Ensure independence and quality of the audit process
8. Foster constructive relationships with shareholders
9. Respect fundamental purpose and stakeholder interests

www.nzcgf.org.nz - New Zealand Corporate Governance Forum

http://www.nzcgf.org.nz/
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Efficient and Reliable Delivery of Crown 
Objectives
n We are working closely with Treasury through its Crown Asset and Liability 

Management Work to understand the Crown’s balance sheet and its risk 
objectives

n Defining the ‘risk objectives’ and horizon is critical to ensure the appropriate 
tools and information are utilised and conclusions drawn

n Our belief is the failure to deliver the outputs efficiently and reliably through 
time for all New Zealanders are the key risk objectives of this exercise

n Governments should have robust measures for the managing these risks –
ensuring efficient capital usage and resilience in the production of outputs –
and the tools being considered are a step in the right direction
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Achieving long term objectives
n Near-term and long-term measures of risk must co-exist and be internally 

consistent
For example: 

n NZSF has a well-defined objective related to the long-term liabilities of the 
Crown, balance sheet volatility is an expected outcome of these risk 
frameworks working well, especially over short periods, not a measure of risk 
per se

n Our Board makes risk-return decisions based on an understanding or 
awareness of long term (30 year) risk return outcomes; and three year 
outcomes; and one year outcomes. 

n Measure both A + L, or take the NZSF A off the balance sheet


