KangaNews hosted its fifth annual KangaNews NZDCM Summit on
August 2. In 2017/, the discussion was more topical and wide-ranging than
ever before, giving insights into local socially responsible investment,

the views of New Zealand's C-suite on the business environment and

a geopolitical outlook. KangaNews is pleased to share a flavour of the
content from this unmissable event.

“There is an inherent
tension with hybrid
instruments. Issuers want
them to look like debt from
the perspective of the

tax authorities while also
looking like loss-absorbing
capital from the perspective
of the prudential regulator.
Trying to meet these two
objectives can work but
often generates complexity
and in some cases simply
doesn’t work.”

FLORA CHAO INTERNATIONAL FINANCE CORPORATION

“We did not see any dedicated green funds come into our Kauri deal although some

investors, that we'd normally see in the mid-part of the curve, accepted the longer tenor
because the bond was green. Our hope is as more issuers come and the aggregate level
of green bonds increases we will start to see more dedicated green funds in the market.”
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CHRIS DALTON
AUSTRALIAN SECURITISATION FORUM

“Over the last few years issuance of
Australian RMBS has been larger than
that by European or US private-label
RMBS. In many other securitisation
markets, ABS is the dominant asset
type. The Australian market has
developed in its own way and with

its own nuances but this doesn't
mean the New Zealand securitisation
market has to follow Australia’s lead.”

DEEMPLE BUDHIA RUSSELL MCVEAGH

“There is a market for New
/Zealand securitisation but

it is nowhere near as deep

as Australia. The RBNZ s
currently considering ways

by which the New Zealand
securitisation standards can
be further developed, ideally
with a view to increasing depth
in the market.”

PATRICK WINSBURY MOODY'S INVESTORS SERVICE

“How banks are resolved when they get into
trouble is a crucial issue and one that is still
X evolving. Spain’s Banco Popular still had
> nominally adequate capital shortly before it
was resolved. This suggests that future bank
resolutions may come earlier than previously

; - 4 expected, but with the upside that early
! z I l intervention may reduce loss rates.”

PIETER BIERKENS COMMONWEALTH BANK OF AUSTRALIA

“Where do we encounter liquidity risk in the
market? | would suggest the functioning of trading
platforms where market-making is increasingly
provided by electronic trading should be an area
for scrutiny. Recent flash events in stocks, bonds
and currency pairs suggest that liquid and highly
traded markets may, perhaps ironically, be the
most vulnerable to liquidity shocks.”
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MATTHEW CIRCOSTA MOODY'S INVESTORS SERVICE

“A significant number of jobs have been
created in the service-oriented industries
over the past couple of years, which tend

to be low-skilled, low-paid and low in
productivity. The counterfactual is that if
these people weren't in jobs, productivity
would be even lower. How can New Zealand
solve its low productivity problem?”

NICK TUFFLEY ASB BANK

“From the perspective of people’s prosperity

over their lifetime what they'd like to see is the

real purchasing power of income and assets
increasing. We may have to get used to the
idea that actually the value of an investment

might fall over time but real purchasing power,

when you sell, still goes up over time — just as
it always has.”

STEPHEN TOPLIS BNZ

“During the industrial revolution, the social
impact was predominantly in the bottom
end of the workforce: the people doing the
manual labour. But today, technological
change is attacking mainly middle-income
earners — accountants, lawyers, doctors —
and they don't know what has hit them. This
will have social implications and is a major
factor in global political unrest.”

MICHAEL GORDON WESTPAC INSTITUTIONAL BANK

“It is unusual for a rich country to have a
food as a main export but like most rich
countries we are well diversified. Where
New Zealand'’s productivity performance
suffers compared with Australia’s is not in
exporting industries but in the domestically
focused sectors like construction.”




ANDREW BASHFORD WESTPAC INSTITUTIONAL BANK

“With macro-environmental forces driving
structural market change, the biggest
focus for businesses is working out how
far and fast to adapt and transform. The
business leaders on our panel impressed
with their focus on embracing change, and
securing their futures through disciplined
strategic thinking and planning.”

- SUE TINDAL AUCKLAND COUNCIL

' “Ratings are very important to us when we're
thinking about capital management. We need to
hold our AA rating for several reasons. One is cost
but there is also a huge reputational risk to being
downgraded — and even to being put on negative

watch. If either were to occur, there would likely be a

- flow-on effect to the LGFA and to the Crown.”

ADRIAN LITTLEWOOD
AUCKLAND INTERNATIONAL AIRPORT

“Relative to global headwinds, looking
around New Zealand | can't help but

feel positive. The country’s mainissue

Is dealing with growth, and that's a

good problem to have. We need to get
used to the possibility that we'll have
continuous growth over a long period,
unlike the cycles of boom and bust we've
experienced in the past — and where we
have not been confident enough to make
long-term decisions.”
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ALEX BALL TRANSPOWER

“There is a whole raft of technological and disruptive
changes at the consumer end of the value chain that we
need to be prepared for so that we don't overinvest in
transmission infrastructure. This is something we need
to achieve for the long term but with some urgency and
priority. There is a lot of pressure on us to deliver for
Auckland but equally to not overinvest taxpayers' money
over the intergenerational period.”

MARC ENGLAND GENESIS ENERGY

“Some people are predicting that there will be no need
for a grid by the late 2020s as solar will be cheaper.
We don't see our future business model at Genesis
Energy as being about just grid energy — our purpose
Is to put control in customers” hands regardless of
how their energy is being produced as we transition
from being an energy supplier to the role of energy
manager.”

MARK BUTCHER NEW ZEALAND LOCAL
GOVERNMENT FUNDING AGENCY

“Year to date, offshore investors
have increased their holdings of
LGFA bonds by NZ$700 million.
They continue to increase
monthly and so we are not
worried about concentration
risk or capacity. We may well
have to fund in offshore markets
at some point in the future but

| don't envisage this will be for
several years yet”

MURRAY JONES NEW ZEALAND DEBT MANAGEMENT OFFICE

“Feedback from domestic and global investors around the government’s commitment

to maintain a minimum volume of NZGBs on issue has been consistently positive.
The NZDMO felt it was important for both investors and intermediaries to have clarity
around the level of NZGBs on issue, given the continued strengthening of the fiscal
position. The NZDMO believes this will improve liquidity both now and in the future.”
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MARY PLOUGHMAN RESIMAC

“Akey issue for investors is liquidity and
we can't claim that someone will buy our
securitised paper if times get difficult.
We know that when investors hold our
paper to maturity they don't lose money
but this doesn't help make a case in

New Zealand where it is more important
for investors to be able to liquidate their
books if they need to.”

DIANA GORDON GARETH MORGAN INVESTMENTS

“While we've been in reasonably benign
conditions in New Zealand, even during the
financial crisis, massive amounts of liquidity
have been withdrawn from global markets.
This is the time to be absolutely aware of
fixing the liquidity issue. We'd love to see
regulators have more drive to work through
these issues so we're not sitting here in two
years having the same conversation. Now
Is the time because we are not going to see
volatility this low again.”
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GUY LETHBRIDGE RUSSELL MCVEAGH

“In terms of enabling diversity in the New
/Zealand market we are quite well set up
with our existing rules. The FMA has power
to designate products that otherwise would
be equity as debt or vice versa and this
mechanism, though rarely used, could

help to bring unusual or nonconforming
products to market.”

s
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IAIN COX ANZ WEALTH

“As KiwiSaver grows and we get
more data on funds flows we will be
able to carry out statistical analysis
regarding essential draw downs. At
the point where we know much more
about the stickiness of our investors
we can start thinking about taking an
illiquidity premium. For now, liquidity
is paramount.”




NEIL BRADLEY BANK OF NEW ZEALAND

“We are currently looking at opportunities
to bring sustainable bonds to market.

The issue which is preventing us from
issuing green bonds at the moment is

the finalisation of standards so that hydro
assets can be included. But | can envisage
the issuance of a sustainable bond in time.”

CHANDU BHINDI ASB BANK

“| think one would have to say there has been
some influence from the macroprudential
limits which has caused loan growth to tail off
at both ends of the LVR spectrum. Typically,
with macroprudential changes there is a lag
effect of when the impact takes effect. Lower
consumer confidence is also likely to have had
some influence on loan growth.”
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JIM REARDON WESTPAC NEW ZEALAND

“I don't think any of the banks believe we need
less capital. We are in the fortunate position
now where APRA has given us a floor. We
know that New Zealand is more vulnerable to
shock than Australia so we know our number
should be above 10.5 per cent. But if we want
to be held to international standards we have
to be internationally comparable. The idea
that we can build a full capital base without a
full set of instruments doesn’'t make sense.”

PAUL DALEY ANZ NEW ZEALAND

“The conversation with offshore investors
usually starts with housing and ends with
dairy and | don't think pricing on our local
capital-gualifying bonds has been affected
greatly. But in terms of the reserve bank
capital review the situation with Kiwibank's
capital securities may well have changed
the order of the consultation to start with
what capital instruments should look like.”
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MIKE FAVILLE BNZ

“We can all keep taking our recycling out to the kerb every
other week but | fear it won't be enough. Perhaps it's in our
professional lives where we can make the biggest difference,
through the interrelated concepts of directing our investment
flows, responsible investment, and adopting an ESG approach
to investing where we can — and thus harness the signalling
power of financial markets.”

ANNE-MAREE O'CONNOR
NEW ZEALAND SUPERANNUATION FUND

“Integrating ESG matters will
improve the portfolio — we believe it
will pay off. We believe it's a source

of opportunity and a way to control
risk across all our asset classes. Also,
our governing legislation requires

us to apply best-practice portfolio
management and avoid prejudice to
New Zealand's reputation. | call this
practice and prejudice.”

REBEKAH SWAN AMP CAPITAL

“There is lots of research backing up the fact that a company
that has better governance, environmental and social factors
relating to it will provide a better and more consistent
financial-return outcome for investors over time. Also, the
make-up of companies has changed over the years in the
sense that intangible factors make up 80 per cent of a
company'’s value. These factors cannot be ignored any longer.”
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STEVE LAMBERT
NATIONAL AUSTRALIA BANK

“Forty per cent of investors in
National Australia Bank's debut
green bond were dedicated
green funds. Fast forward two
years to NAB's euro deal and 93
per cent were green investors.
The demand side is certainly
there but what we need more
instruments. This requires
market leaders to execute
transactions and take the risk.”

PETER JONES ANZ WEALTH

“Our clients are genuinely
interested in responsible
investment. We are
fielding growing numbers
of enquiries across
KiwiSaver, private-bank
and wholesale investors
covering a range of
topics. There is no sense
being at the back of the
line in this area.”

TERENCE O’'BRIEN CENTRE FOR STRATEGIC STUDIES

“The TPP was oversold in New Zealand in the sense
that negotiators did not take the people into their
confidence. They tended to portray the TPP as a
secret and a highly complex trade negotiation that
the great unwashed could not understand.”

SIMON O'CONNOR
RESPONSIBLE INVESTMENT ASSOCIATION AUSTRALASIA

“Many in finance misconstrued the signals, interpreting
the fact that only a small number of consumers chose
ethical products for investments as meaning that they
don't really care about responsible investment. In fact,
consumers already expect that the way their retirement
savings are being invested, at a minimum, does no
harm. They expect KiwiSaver is already not investing in
industries that universally ‘should’ be excluded.”
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