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The financial system lies at the heart of the economy 
and is therefore integral to reducing short-term systemic 
risks and enabling long-term sustainability. Sustainable 
finance refers to any form of financial service, including 
investment, insurance, banking, accounting, trading 
and financial advice, that integrates environmental, 
social and governance (ESG) considerations into 
financial decision-making. Sustainable finance is 
often understood both as ‘doing good and doing 
well’. The former is about ensuring finance improves 
financial resilience and stability in the management of 
short-term shocks and the long-term transition to a 
low carbon, resource-efficient and socially-inclusive 
economy. The later is a subset of this where sustainable 
finance is about doing finance well through enhanced 
transparency, better risk management and improved 
governance processes that consider environmental 
and social factors in lending, insurance and investment 
decision-making. 

Momentum is building in banking, insurance and 
investment to meet the trillions of dollars of finance that 
is required to deliver on the United Nations Sustainable 
Development Goals (SDGs) and the pivotal global 
agreement to limit temperatures from rising two degrees 
above pre industrial levels. The European Union (EU) 
sought first mover advantage, through coordinated 
action by requesting a High Level Expert Group 
(HLEG), comprised of 20 industry experts, to advise 
on mechanisms to steer capital towards sustainable 
investments and protect the financial system from 

environmental risks and ensure social sustainability. 
The HLEG released its final report in January 2018 
and its recommendations formed the basis of the EU’s 
Action Plan on Sustainable Finance adopted by the 
European Commission (EC) in March 2018.

Against this background, this report reviews the 
EU Action Plan, comparing each of its ten action 
points to the current state of play in Australia. We 
created a system diagram of key stakeholders and 
institutions in the Australian finance ecosystem and 
then conducted semi-structured interviews with 23 
representatives from across the following five groups: 
(i) financial institutions, (ii) market infrastructure and 
facilitation, (iii) external observers, (iv) peak bodies, 
and (v) regulatory agencies. Analysis of opportunities 
for unlocking Australia’s sustainable finance potential 
are considered relative to the unique landscape of the 
Australian financial sector.

The EU Action Plan items are already progressing 
towards adoption with three pieces of legislation 
already proposed by the EC, together with several non-
legislative and investigative actions. By comparison 
to this trajectory, Australia’s adoption of sustainable 
finance initiatives is mixed. On the positive side, 
there is a patchwork of initiatives across a spectrum 
of regulatory to voluntary, that could support further 
uptake of sustainable finance in the Australian 
context. The recently completed Royal Commission 
into Misconduct in the Banking, Superannuation 

Snapshot of  
high-level findings  
& recommendations
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and Financial Services Industry has highlighted 
systemic problems within the finance sector that 
necessitate structural change to increase ethical 
responsibility. Although the Commission’s report does 
not refer directly to environmental concerns, many 
of the recommendations align with the principles of 
sustainable finance (both in an environmental and 
social sense) thus representing an opportunity to 
embed sustainability within the duties of the sector. 

Australian experts agree that there is an opportunity 
to learn from the recommendations of the EU Action 
Plan, although there is considerable disagreement on 
some elements such as the adoption of a taxonomy, 
mandated standards, labels and disclosures (see 
Table 1). Adopting such a comprehensive and 
coordinated sustainable finance action plan would 

require overcoming some serious and endemic 
hurdles, as well as grasping unique opportunities 
arising from the differing regulatory environments and 
legislative powers of the Australian government. We 
take the main findings from the research and make 
generic recommendations directed toward different 
stakeholders in the finance system. They are generic 
in their scope and timeframe and should be used as 
means to establish and develop a comprehensive 
plan to transition to a sustainable financial system. 
Each recommendation is presented below under 
four categories and further elaborated in the short 
report following this summary. The recommendations 
for each category are preceded by a preamble 
that is summarised from the views of the research 
participants’:
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1. COORDINATION AND LEADERSHIP 

1.  Refers to those 23 people interviewed from different stakeholder groups as part of this research 

2. See the EU Shareholders Rights Directive II which will be implemented in 2019

than short-term horizons. This would require a 
series of changes simultaneously undertaken by 
different stakeholders across the finance system. 
This transformation must be underpinned by trust 
and collaboration between these interdependent 
stakeholders. Examples of changes that need to 
be undertaken in concert include: investors setting 
sustainability risk-adjusted fund performance indicators; 
asset managers accepting sustainability risk-adjusted 
long-term returns; and corporate boards developing 
incentive structures for executives that incorporate 
sustainability performance. 

RECOMMENDATION 1.1: 
Create a task-force or committee-led process to advise on a sustainable finance action 
plan for Australia.

The task force should: 

RECOMMENDATION 1.2: 
Review the supervisory mandates of the key regulators to ensure they align with 
principles of sustainability

RECOMMENDATION 1.3: 
Review and harmonise the legal reform of duties and disclosure across the different 
sectors to require sustainability be considered in financial risk and opportunity 
management as necessary.

RECOMMENDATION 1.4: 
Emphasise the need for coordinated sectoral change by leveraging the role of peak 
body organisations 

RECOMMENDATION 1.5: 
Establish a working group that coordinates with relevant government departments to 
investigate funding, regulatory and incentive/disincentive mechanisms supportive of 
sustainable investment (e.g. direct regulation, tax regimes, emissions trading schemes 
and other funding mechanisms).

RECOMMENDATIONS

Many participant stakeholders1 indicated that a major 
impediment to the emergence of sustainable finance was 
a politicised agenda regarding climate policy that was 
disconnected from the operationalisation of a progressive 
policy agenda and even further disconnected from thriving 
voluntary sustainable finance initiatives. Australia lacks the 
key centralised initiatives that have underpinned action in 
the EU, such as mandatory disclosures for investors2 and 
an emissions trading scheme. 

Most participant stakeholders agreed a sustainable 
finance system would focus on long-term rather 
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 2. CONSISTENCY AND COHERENCE

investors, advisers, service providers and civil society. 
Some participant stakeholders thought that consistent 
definitions are essential for progressing towards a 
more sustainable economy, but were concerned about 
overly precise rules leading to box-ticking behaviour. 
Some felt that standards and definitions should 
be created by the private sector, not imposed by 
regulators or government, and that they will naturally 
emerge as the sector matures.

RECOMMENDATIONS

RECOMMENDATION 2.1: 
Peak Bodies should review the EU taxonomy when finalised and consider how this 
could be adopted as the basis for defining sustainable finance in Australia.

RECOMMENDATION 2.2: 
Representative peak bodies should convene and lead a review of the sustainable 
benchmarks, indices, tools, standards and labels currently used within their industry 
sector.

RECOMMENDATION 2.3: 
In accordance with their mandates, Australian regulators (ASIC, APRA and ACCC) 
should collaborate to set, monitor and enforce appropriate use of minimum standards 
around the labels, ratings, standards and indices permitted in the Australian market. 

RECOMMENDATION 2.4: 
When preferred/minimum standards and definitions have been determined, all 
regulators and peak bodies should embark upon education and awareness campaigns 
to ensure accurate use and end-user or member understanding.

The EU plan aims to harmonise and standardise 
definitions, labels and standards pertaining to 
sustainable finance via a taxonomy. The taxonomy 
will define exactly what amounts to a sustainable 
economic activity, and this understanding will flow 
through to financial products, indices, ratings and 
investments. It will provide consistency around 
the meaning of green or sustainable finance for all 
stakeholders: supervisors, regulators, companies, 
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RECOMMENDATIONS

3. TRANSPARENCY AND DISCLOSURE

of more disclosure, but rather of better disclosure that 
integrated sustainability risks into financial reporting. 
Technology may be able to assist in bringing relevant 
information to all stakeholders across increasingly 
complex chains of investment. There was a general 
view that financial sector stakeholders should have a 
greater duty of care in improving sustainable financial 
literacy of end-users and consumers.

RECOMMENDATION 3.1: 
Reporting requirements should make it mandatory to integrate ESG risks and 
opportunities into financial performance analysis.

RECOMMENDATION 3.2: 
Regulators should continue to assess international voluntary reporting frameworks (e.g. 
Integrated Reporting, Global Reporting Initiative (GRI), Taskforce for Climate Related 
Financial Disclosures (TCFD) etc) and determine if and how these can best meet the 
needs of the Australian market.

RECOMMENDATION 3.3: 
Regulators should consider how disclosure regimes satisfy needs beyond those 
of sophisticated investors to provide information to enable the general public to 
understand how to make sustainable financial decisions.

Australian regulators provide a strong framework of 
prudential, market and conduct regulation that is already 
undergoing reinterpretation in order to incorporate 
longer-term horizons and better integration of ESG 
concerns. There was general agreement amongst 
participant stakeholders that there was a need for 
improved transparency and reporting around ESG 
factors in financial sector decision making, products 
and services. The main viewpoint was not supportive 
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4. CULTURE, BEHAVIOUR AND RESPONSIBILITY

regulatory and supervisory bodies to formulate and 
enforce a standardised approach. Views differed 
regarding how to overcome the entrenched status 
quo, and who is responsible for doing so. Most 
stakeholder participants alluded to initiatives others 
should undertake prior to their own action. This 
was a general malaise associated with stakeholder 
participants’ perceptions of their own capacity to 
bring about the adoption of sustainable finance in the 
Australian financial system. Overcoming this inertia 
appears to be an endemic and systemic challenge to 
the adoption of sustainable finance. Some highlighted 
that important elements of sustainable finance are 
yet to become topics of serious discussion in the 
Australian financial sector. Some said there may be a 
sense of misplaced optimism leading people to believe 
that action is further advanced than it actually is. 

RECOMMENDATIONS

RECOMMENDATION 4.1: 
Improve long-term education and awareness around sustainable finance through peak 
bodies and professional associations with involvement of the tertiary sector.

RECOMMENDATION 4.2: 
Strengthen industry guidance and codes by providing legal backing and enforcement 
mechanisms that clearly allocate responsibility to relevant regulatory institutions.

RECOMMENDATION 4.3: 
Regulators work together to Improve and standardise, where practical, governance and 
risk management systems for all participants in the finance system: listed companies; 
banks; superannuation funds; asset management firms; and financial advisors, to 
encourage long-term focused decision-making

RECOMMENDATION 4.4: 
Link the remuneration of finance professionals with ethical and responsible conduct 
that corresponds to long-term sustainability objectives.

Stakeholders in the Australian financial landscape 
have roles and responsibilities that are different to 
those found in the EU, most explicitly in regard to the 
differing powers of the EC and the Australian Federal 
Parliament. Stakeholder participants described a 
general lack of understanding and engagement 
by consumers and colleagues concerning the 
opportunities of sustainable finance. They said 
consumers and colleagues tended to carry on with 
‘business as usual’. Stakeholder participants said there 
was a proactive attitude within their sustainable or 
responsible finance networks, but in other circles they 
were met with a general resistance or despondency 
that some saw as wilful ignorance. This may be in 
part attributable to a lack of consenses regarding 
how finance sector actors should be accountable for 
sustainability in their decision making. Furthermore it 
indicates there was a lack of coordination between 
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Table 1: General sentiment of agreement by EU Action plan items

EU ACTION PLAN SUMMARY OF  
INTERVIEW RESPONSES

0 Overall plan General agreement

1 Establishing an EU classification system (taxonomy) for  
sustainable products

Mixed views

2 Creating standards and labels for green financial products Mixed views

3 Fostering investment in sustainable products General agreement

4 Incorporating sustainability when providing investment advice General agreement

5 Developing sustainability/carbon benchmarks General agreement

6 Better integrating sustainability in ratings and research General agreement

7 Clarifying institutional investors and asset managers duties General agreement

8 Incorporating sustainability in prudential requirements Further research required

9 Strengthening sustainability disclosure and accounting rule-making Mixed views

10 Fostering sustainable corporate governance and attenuating  
short-termism in capital markets

General agreement
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1.1 OVERVIEW

Financial markets around the world are gaining 
momentum on the transition to a sustainable financial 
system. Trillions of dollars must be mobilised to 
deliver on the UN Sustainable Development Goals 
(SDGs) and to address the substantial risks posed 
to extant portfolios to meet the Paris Agreement on 
Climate Change. The World Economic Forum annual 
Global Risks Report shows a consistent trend for 
environment or human-made environmental risks to 
be of top concern, with the latest report attributing five 
of the top ten risks to such causes and dominating the 
top three positions.3 

There have been a series of comprehensive studies 
which have investigated the magnitude and risk of 
sustainability challenges, and identified pathways to 
address these complex problems. In the landmark 
report by Stern4, climate change was identified as the 
biggest market failure the world has ever seen. Stern 
identified the role of the financial sector in facilitating 
the shift required by the global economic system to 
curb the effects of climate change. 

Many countries across the world have committed to, or 
are already in the process of building the foundations 
of a sustainable financial system. This report provides 
a comparative analysis of the EU Action Plan and the 

3. The report indicates the likelihood of certain economic risks (ranked descending from 1 = highest likelihood) and in 2019 those environmental or man-made 
environmental were: Extreme weather events (1); Failure of climate-change mitigation and adaptation (2); Natural Disasters (3); Man-made environmental 
disasters (6); and, Biodiversity loss and ecosystems collapse (8) http://www3.weforum.org/docs/WEF_Global_Risks_Report_2019.pdf 

4. Stern, N., Peters, S., Bakhshi, V., Bowen, A., Cameron, C., Catovsky, S., Crane, D., Cruickshank, S., Dietz, S. and Edmonson, N., 2006. Stern Review: The 
economics of climate change (Vol. 30, p. 2006). London: HM treasury.

state of play of sustainable finance in Australia and 
explores two related questions: 

(i)  What regulatory, co-regulatory and voluntary 
practices might create the conditions needed to 
improve the sustainability of Australia’s financial 
markets? 

(ii)  What levers and impediments could facilitate or 
hinder adoption of sustainable finance policies 
and practices?

1.2 WHAT IS SUSTAINABLE 
FINANCE?

Sustainable finance collectively refers to any form 
of financial service including investment, insurance, 
banking, accounting, trading and financial reporting that 
goes beyond ‘business as usual’ by integrating ESG 
criteria into the business or investment decisions for 
the lasting benefit of clients, stakeholders and society 
at large. Sustainable finance includes the financing and 
investment activities that are needed to support the 
implementation of the SDGs. Figure1 provides three 
definitions of sustainable finance of increasing scope.
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1.3 SUSTAINABLE FINANCE IN THE EU

On 8 March 2018 the EC issued a Communication (COM(2018)97) detailing its Action Plan on Financing 
Sustainable Growth. The plan comprised the following 10 action points:

1. Establishing a classification system for sustainable economic activities

2. Creating standards and labels for green financial products

3. Fostering investment in sustainable projects

4. Incorporating sustainability when providing investment advice

5. Developing sustainability benchmarks

6. Better integrating sustainability in ratings and research

7. Clarifying institutional investors and asset managers duties

8. Incorporating sustainability in prudential requirements

9. Strengthening sustainability disclosure and accounting rule making

10.  Fostering sustainable corporate governance and attenuating short-termism in capital markets

Figure 1 The HLEG 
definition of sustainable 
finance (Source: HLEG 
Interim Report5)

5.  https://ec.europa.eu/info/sites/info/files/170713-sustainable-finance-report_en.pdf 

Integrating environmental, 
social and governance 
(ESG) factors in financial 
decisions

Finance fostering 
sustainable economic, 
social and environmental 
development

A financial system that is 
stable and tackles long-term 
education, economic, social, 
environment issues, including 
sustainable employment, 
retirement, financing, 
technological innovation, 
infrastructure, construction and 
climate change mitigation

Narrow def nition
Broadest d

ef n
itio

n

Three definitions of Sustainable Finance
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6. Financing a Sustainable European Economy https://ec.europa.eu/info/publications/180131-sustainable-finance-report_en

7. See RIAA Sustainable Finance Roadmaps Briefing Paper https://responsibleinvestment.org/wp-content/uploads/2018/07/Sustainable-Finance-Roadmap-
BRIEFING-PAPER-FINAL-web.pdf

8.  https://www.apra.gov.au/media-centre/speeches/australias-new-horizon-climate-change-challenges-and-prudential-risk 

9.  https://asic.gov.au/about-asic/news-centre/speeches/inquiry-into-carbon-risk-disclosure-opening-statement/ 

10.  https://download.asic.gov.au/media/4871341/rep593-published-20-september-2018.pdf 

These action points were based on the HLEG’s 
recommendations,6 which were drawn out of extensive 
consultation with relevant stakeholders in the finance 
sector. One of the key recommendations of the HLEG 
Report was to leverage action to enshrine sustainable 
finance at a global level. The aim of this recommendation 
was to assist countries to agree and develop bilateral 
“sustainable finance compacts” working with existing 
fora, both bilaterally and multilaterally, such as the 
G20, G7, the UN, IOSCO, the International Association 
of Insurance Supervisors and the International 
Organisations of Pension Supervisors. 

Financial centres across the world have noted the 
new opportunities offered by the global transition 
to a sustainable financial system and have started 
to establish Sustainable Finance Roadmaps that 
will provide guidance across the sector on how to 
systematically make the transition to a more resilient 
and sustainable economy. For example, the UK Green 
Finance Taskforce provided a final report to the UK 
Government on accelerating Green Finance in March 
2018, Canada has established an Expert Panel on 
Sustainable Finance and China released guidelines on 
establishing a green finance system in late 2016.7 

1.4 SUSTAINABLE FINANCE  
IN AUSTRALIA

There is not yet a centralised government-led plan 
for sustainable finance in Australia comparable to the 
EU Action Plan. However there are many initiatives 
appearing across different industry sectors and 
awareness of the key issues is relatively advanced. 
Figure 2 shows the key milestones of implementing 
sustainable finance across Australia. 

Australia’s two regulators most relevant to the 
finance sector, the Australian Prudential Regulation 
Authority (APRA)8 and the Australian Securities & 
Investments Commission (ASIC)9 have both signalled 
the importance of climate related risks through public 

statements. ASIC’s recently published (September 
2018) report on climate risk disclosure by Australia’s 
listed companies10 found that in most instances 
climate risk disclosures were far too general, and of 
limited use to investors. Both regulators acknowledge 
the risks to financial stability and the role of directors 
in mitigating such risks. 

In July 2018 a group of financial sector organisations 
from across Australia – including banking, insurance 
and investment industries, representing a large group 
of financial institutions in Australia with $10 trillion 
in assets signed a joint statement in support of 
sustainable finance. Released by the United Nations 
Environment Programme Finance Initiative (UNEPFI) 
the statement calls on organisations across the finance 
sector to support the development of Sustainable 
Finance Roadmaps for Australia and New Zealand. 

More recently The Royal Commission into Misconduct 
in the Banking, Superannuation and Financial Services 
Industry has recommended significant changes to 
the financial services sector in Australia. Both main 
political parties in Australia have promised to take 
action on the recommendations. Our review of the 
Royal Commission report has highlighted several 
recommendations that are relevant to sustainable 
finance; these are:

1. There should be stronger connections between 
particular rules and norms of conduct (p17,42,44)

2. Industry codes should be enforceable (p12,24,49)

3. Corporate governance must focus on non-
financial risks as well as financial risks (p35)

4. Remuneration systems must encourage sound 
management of non-financial risks (p35)

5. All financial services entities should take proper 
steps to assess and deal with culture and 
governance issues (p36)

6. Breach of duties of super-fund trustees should be 
subject to civil penalties (p30, 46)
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Publication of standard principles of 
internal governance and asset 
stewardship by the FSC

FSC Stewardship Guide

Financial Stability Board (FSB) 
publishes final report on Taskforc e 
for Climate-Related Financial 
Disclosures (TCFD).

TCFD Report

Public Statements from APRA on 
the importance of climate risk for 
financial stability

APRA Public Statement

July 2017

June 2017

February 2017

Council of Financial Regulators 
creates the climate change working 
group

CFR Working Group
November 2017

The EU Action plan for sustainable 
finance is published adopting the 
majority of recommendations fro m 
the High Level Expert Group (HLEG)

EU Action Plan
March 2018

The Australian Council for 
Superannuation Investors published 
the Australian Asset Owners 
Stewardship Code.

ACSI Stewardship Guide
May 2018

The Australian Securities and 
Investment Commission (ASIC) 
published findings on its inquiry into 
climate risk disclosure for Australian 
Companies

ASIC Climate Risk Disclosure
September 2018

The Responsible Investment 
Association of Australia (RIAA) 
convened an industry led process 
to develop a sustainable finance 
roadmap for Australia.

RIAA Proposes Roadmap
June 2018

The Australian Accounting 
Standards Board and the Auditing 
and Assurance Standards Board 
publish guidance on disclosing 
climate-related risks material to 
financial statements.

AASB and AUASB Guidance
December 2018

Haynes published the final report 
into misconduct in the financial 
services sector highlighting the 
need for wide ranging reform.

Banking Royal Commission
February 2019

Figure 2 Timeline of key milestones for implementing sustainable finance in Australia.
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1.5 THE OPPORTUNITY  
FOR AUSTRALIA

A sustainable financial system offers improved 
financial system resilience and stability to manage 
short term shocks and the long-term transition to a 
low carbon, resource efficient and socially inclusive 
economy. It will provide improved financial decision-
making through enhanced transparency, better risk 
management and improved governance processes 
that consider environmental and social factors in 
lending, insurance and investment decision making. 
By clarifying investor duties and enhancing disclosure 
requirements, consumers will have access to improved 
information about their investments that better align 
with their expectations and overall confidence that 
their investments are being invested responsibly. With 

more emphasis on sustainable finance and improved 
financial infrastructure to support financial decision-
making, there will be an increase in the awareness 
of and support for investment in sustainable projects 
and green financial products. A financial system that 
focuses on sustainable finance will ultimately enhance 
the resilience and global competitiveness of the 
financial sector in Australia. 

Figure 3 shows the relative size of the financial sector 
in Australia. The size of the bubbles represents the total 
value of assets that belong to each financial grouping 
as of 2017. For comparison purposes the market 
capitalisation of the Australian Stock Exchange (ASX) 
and the economic output of Australia for 2017 (GDP) 
has also been included. 

Figure 3 The relative size of Australia’s financial sector by major group

Data source: Reserve Bank of Australia, 2018
https://www.rba.gov.au/fin-stability/fin-inst/main-types-of-financial-institutions.html

Banks (ADIs) 
$4.2 trillion

ASX 
$1.9 trillion

Australian  
GDP 2017 
$1.7 trillion

Other non-ADI 
$135 billion

Other non-ADI 
$563 billion

RBA 
$178 billion

Managed Funds 
$395 billion

Registered financial 
companies 
$206 billion

Super Funds 
$2.5 trillion
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Key Findings
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2.1 INSIGHTS FROM COMPARATIVE REGULATORY ANALYSIS 
BETWEEN THE EU AND AUSTRALIA

action currently undertaken by the EU and Australia is 
summarised according to the 10 EU action points (see 
table 2 below). A detailed summary of this comparative 
study is contained in Annex 2: Comparative analysis 
between the EU and Australia. 

Our regulatory analysis revealed differences in the 
contextual factors in the political, legislative and 
cultural landscapes of the EU and Australia that 
set the conditions for sustainable finance. While 
acknowledging these, a direct comparative analysis of 
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Table 2: Summary of EU/Australia comparative analysis

 EU ACTION 
PLAN POINT

EU ACTION AUSTRALIAN ACTION

1 Taxonomy Legislative framework/taxonomy 
for defining sustainable economic 
activities

• Industry certification schemes for responsible 
investment

• Discussion of a Taxonomy as part of a 
Sustainable Finance Roadmap

2 Standards and 
labels

Use Taxonomy and other 
assessments/reports to develop 
standards and labels for sustainable 
finance products e.g. green bonds

• Green bond market is growing with use of the 
international Climate Bonds Initiative standard.

3 Fostering 
investment

Build on existing efforts to direct 
private capital towards sustainable 
projects

• The Clean Energy Finance Corporation is active 
in this area

• Also impact investing is growing.

4 Financial 
advice

Require financial advisors 
to incorporate sustainability 
considerations in their advice

• Progressive interpretation of existing law 
increasingly suggests sustainability preferences 
should be sought and considered.

5 Carbon 
benchmarks

Legislative framework for 
harmonising methods and criteria 
behind carbon benchmarks – will 
incorporate Taxonomy

• Industry-based certification and rating schemes 
around carbon emissions are supported by 
government

6 Ratings Develop guidance on integrating 
sustainability into credit ratings

• International ratings and research used in 
Australia

• Local providers appear to be incorporating wider 
risk factors

7 Duties of 
investors

Legislative framework to improve 
integration of ESG into investment 
decision-making and to improve 
transparency around this

• Two industry-led Australian stewardship codes 
have been published, one for asset managers, 
and another for asset owners

• Legal and regulatory guidance expressly permits 
but does not actively encourage or mandate the 
consideration of ESG factors. 

8 Prudential 
requirements

Work towards inclusion of 
environmental risks in risk 
management systems and 
calibration to capital adequacy 
requirements

• APRA’s capital adequacy requirements flow from 
Basel recommendations and do not expressly 
refer to sustainability risk

9 Sustainability 
disclosure

Assess the suitability of corporate 
sustainability reporting

• Sustainability reporting is largely voluntary, 
follows international guidance

• ASIC report assesses climate risk disclosure by 
Australia’s listed companies

10 Corporate 
governance

Assess whether boards should be 
required to develop and disclose 
a sustainability strategy and how 
to encourage long-term decision 
making

• Progressive interpretation of directors’ legal 
duties to include ESG factors including climate 
risk.
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The two Australian corporate regulators, the Australian 
Securities & Investments Commission (ASIC) and the 
Australian Prudential Regulation Authority (APRA) have 
both begun to investigate the issue of sustainability 
in finance and in particular the importance of climate 
risks. ASIC has recently issued a report on corporate 
climate-risk disclosures and Geoff Summerhayes, of 
APRA, has discussed climate risk in recent speeches. 
Both organisations’ position on climate-related 
financial risk is evolving in line with international 
regulatory best practice. ASIC has expressly included 
sustainability factors in several of its guidance notes, 
encouraging consideration of ESG as part of existing 
obligations. 

The interviews and deeper comparative analysis 
revealed that a key point of differentiation between 
the EU and Australia is the type of action and where 
it originates. In this regard the Table 3 (below) is a 
mapping of the types of actions being undertaken 
by the EU (highlighted in light red) and Australia 
(highlighted in dark red). Several high-level insights 
can be derived from this mapping activity as follows:

Perhaps due to the lack of centralised government 
leadership, industry associations appear to be 
exerting a strong influence on policy development 
in Australia. Although there has been no legislative 
action directly attributable to improving sustainable 
finance there are various existing legal frameworks 
that are being interpreted to incorporate sustainability. 
This may be achieved through formal guidance from 
the regulators or through softer forms of regulation 
such as industry guides and codes which encourage 
a more nuanced application of the law to support 
sustainability goals. These include the Responsible 
Investment Association Australasia (RIAA) certification 
system, the Financial Services Council (FSC) and 
Australian Council for Superannuation Investors’ 
(ACSI) stewardship codes, and the Australian 
Securities Exchange (ASX) corporate governance 
code. International initiatives are also having a strong 
influence on practice within the sector including the 
Principles of Responsible Investment (PRI); United 
Nations Environment Programme Finance Initiative 
(UNEPFI); Global Reporting Initiative (GRI); Climate 
Bonds Initiative and the Task Force on Climate-related 
Financial Disclosures (TCFD). Representatives of 
some of these organisations have agreed to start a 
process to develop a Sustainable Finance Roadmap 
for Australia, which is likely to result in a white paper 
by end-2019.
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1. COORDINATION
The EU Action Plan appears stronger or at least more 
formal and better coordinated. It is a centralised plan 
at the highest level of the EU governing bodies. Yet it 
must be remembered that this is the role and mandate 
of the EU – to harmonise economic activity amongst 
its Member States. The same focus on legislative 
harmonisation would not be expected at Australian 
government level. Yet the Australian government has 
a wider scope than the EU when it comes to the ability 
to alter national fiscal policy.

2. REGULATORY ORIGINS
The EU has three pieces of proposed legislation making 
their way through the law-making process (Taxonomy, 
Carbon benchmarks and Sustainability disclosure) 
and formal investigations underway in other areas. 
In Australia the most recent change is at the level of 
industry associations including the introduction of soft 
law such as codes of governance and stewardship.

3. LEGITIMACY
In Australia, the early stages of an Australian sustainable 
finance roadmap and an accompanying consultation 
process are being led by a member-based organisation 
(RIAA). This coordinating organisation and process 
have sought to engage across the finance sector, but 
have not received the same level of legitimacy from 
the state as that attributed to the HLEG which was 
set up by the EC. The EU Action Plan incorporated 
many of the HLEG’s recommendations after the group 
engaged broadly with EU institutions across the 
finance sector through a more formalised approach. 
However, the independence of the Technical Expert 
Group was considered important and membership 
was carefully considered. 

4. INTERNATIONAL INFLUENCE
The Australian finance sector tends to follow 
international best practice and/or use international 
benchmarks and frameworks. It is likely that the same 
international frameworks are also used extensively 
in European Member states, yet the EU Action Plan 
draws primarily on existing EU institutions rather than 
these independent frameworks. The EU appears to be 
purposely leading developments whereas Australia 
is following and learning from international practice. 
Local branches of international organisations such as 
the PRI are presently leading the policy development 
in Australia.

5. SUPERVISORY AUTHORITIES
In both the EU and Australia, formal guidance issued 
by regulatory authorities (such as ESMA in Europe and 
ASIC in Australia) appears to be a common method 
of guiding best practice and changing industry 
expectations. Although these documents can range in 
the level of authority they require, they have a strong 
influence as regulator-sanctioned documents. They 
play an important role in developing contemporary 
interpretations of long-standing legislative provisions 
such as legal duties of care.
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Table 3: Map of Regulatory Action (as at end-January 2019)

 TOPIC TYPE OF ACTION 

Legislation Gov’t plan  
or policy

Gov’t inquiry/ 
investigation (may 
include public 
consultation)

Standards/ Guidance  
issued by regulator

Voluntary or self-reg initiative 
(international or industry)

Private/ stakeholder  
consultation

Sustainable finance overall Commission Action 
Plan

Taskforce for Sustainable Finance 
Roadmap

1 Taxonomy – creation of framework 
for defining sustainable economic 
activity

Draft Regulation before 
Parliament

RIAA Certification Conference discussions

2 Standards and labels for 
sustainable financial products

TEG report on green 
bond standard by June 
2019
Explore use of EU 
Ecolabel

Climate Bonds Initiative Standard

3 Fostering investment into 
sustainable projects

Commission 
investigation

4 Financial advice – should existing 
legal duty include assessment of 
clients’ ESG preferences

Proposed changes to 
Directive to include 
ESG in suitability 
assessments 

Proposed changes to ESMA 
guidelines to include ESG

ASIC guidance gives discretion to 
advisors on whether to include ESG

RIAA guidance encourages inclusion 
of ESG

5 Carbon benchmarks – minimum 
standards for methodologies

Draft Regulation before 
Parliament

6 Sustainability and Credit Ratings – 
methodologies 

Commission study and 
consultation

Proposed changes to ESMA 
guidelines

International indexes and guidelines 
used

7 Duties of investors – to take into 
account ESG risks

Included in draft 
Regulation Action  
point 9

APRA guidance permits ESG factors, 
but with focus on financial

FSC and ACSI stewardship codes Roadmap for Fiduciary Duty

8 Prudential requirements Commission 
investigation

9 Sustainability disclosure – how 
sustainability is integrated

Draft Regulation before 
Parliament
 
Corporations Act 
requires disclosure 
in relation to financial 
products; and in relation 
to a company’s risk 
profile 

The ASX corporate governance code 
recommends disclosure of ESG risks

ASIC provides guidance on 
interpretation of Corporations Act 
provisions

Frameworks such as the GRI and 
TCFD are used

10 Corporate governance Commission 
investigations into 
directors responsibilities

Progressive interpretation of scope 
of directors duties (after legislative 
change rejected in 2006)
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 TOPIC TYPE OF ACTION 

Legislation Gov’t plan  
or policy

Gov’t inquiry/ 
investigation (may 
include public 
consultation)

Standards/ Guidance  
issued by regulator

Voluntary or self-reg initiative 
(international or industry)

Private/ stakeholder  
consultation

Sustainable finance overall Commission Action 
Plan

Taskforce for Sustainable Finance 
Roadmap

1 Taxonomy – creation of framework 
for defining sustainable economic 
activity

Draft Regulation before 
Parliament

RIAA Certification Conference discussions

2 Standards and labels for 
sustainable financial products

TEG report on green 
bond standard by June 
2019
Explore use of EU 
Ecolabel

Climate Bonds Initiative Standard

3 Fostering investment into 
sustainable projects

Commission 
investigation

4 Financial advice – should existing 
legal duty include assessment of 
clients’ ESG preferences

Proposed changes to 
Directive to include 
ESG in suitability 
assessments 

Proposed changes to ESMA 
guidelines to include ESG

ASIC guidance gives discretion to 
advisors on whether to include ESG

RIAA guidance encourages inclusion 
of ESG

5 Carbon benchmarks – minimum 
standards for methodologies

Draft Regulation before 
Parliament

6 Sustainability and Credit Ratings – 
methodologies 

Commission study and 
consultation

Proposed changes to ESMA 
guidelines

International indexes and guidelines 
used

7 Duties of investors – to take into 
account ESG risks

Included in draft 
Regulation Action  
point 9

APRA guidance permits ESG factors, 
but with focus on financial

FSC and ACSI stewardship codes Roadmap for Fiduciary Duty

8 Prudential requirements Commission 
investigation

9 Sustainability disclosure – how 
sustainability is integrated

Draft Regulation before 
Parliament
 
Corporations Act 
requires disclosure 
in relation to financial 
products; and in relation 
to a company’s risk 
profile 

The ASX corporate governance code 
recommends disclosure of ESG risks

ASIC provides guidance on 
interpretation of Corporations Act 
provisions

Frameworks such as the GRI and 
TCFD are used

10 Corporate governance Commission 
investigations into 
directors responsibilities

Progressive interpretation of scope 
of directors duties (after legislative 
change rejected in 2006)
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2.2 INSIGHTS FROM MAPPING 
THE AUSTRALIAN FINANCIAL 
SECTOR

A stakeholder analysis was conducted and a detailed 
summary describing each stakeholder is provided in 
Annex 3: Mapping the Australian financial sector. The 
analysis when considered in relation to the interviews 
highlighted that the Australian financial sector is 
complex with many interdependent relationships 
between multiple actors within the system. 

In Figure 4 (below) the complexity of these relationships 
can be seen through the lens of a nested multi-level 
diagram for the Australian financial sector. At the 
heart of this diagram is the financial sector and the 
four primary institutions that provide financial services 
to the real economy (e.g. investment, insurance, 
banking and superannuation funds). Each layer of the 
diagram reveals the relationships of the various actors 
within the system and how they integrate. Moving 
from the centre of the diagram to the periphery you 
have those actors who are directly involved with day 
to financial transactions such as the allocation of 
capital, to the next layer of organisations that provide 
market infrastructure and advice to peak bodies 
and regulatory agencies. On the outer layers of the 
diagram you have government, society and finally - 
the planet. Each layer of this nested multilevel diagram 
is therefore interdependent with the other layers in the 
system and all are subject to the environmental limits 
of the planet. The system is driven by previous inertia, 
social structures and the information flows between 
different organisations. Ultimately the whole system 
is underpinned by the ability of the planet to provide 
the resources and ecosystem services to the real-
economy. 

What this diagram highlights is the significance of the 
financial sector in driving change in the real economy 
and ultimately to society and the planet. One of the 
common themes emerging from the discourse in 
Australia is the lack of political will and willingness 
for long-term agenda setting from the Australian 
Government (federal and state) to meet climate 
change and sustainability targets. As the entire 
system is nested within the government and judicial 
system, having political leadership on long-term 
issues such as climate change cannot be understated 
and something that has been lacking in Australia for 
the last decade. Another insight from this diagram 
is the significance of the financial sector for driving 
change in the real economy. Moving around this 
diagram between the different sections helps identify 
a number of different levers that could be used to 
transition the system towards being more sustainable. 
While knowing where these levers could be applied 
is important, what becomes apparent is that making 
adjustments in one part of the system while ignoring 
other parts of the system may not lead to the system-
changing outcomes that are desired and may even 
have unintended consequences in other parts of the 
system. It is likely that a coordinated and consistent 
approach across the entire system, where actors are 
given the agency and support needed, will drive the 
system towards a sustainable economy.

In summary, each actor plays a valuable role within the 
financial system for which appropriate responsibility 
to a sustainable financial system needs to be taken. 
While all financial institutions have a direct role to play 
in carrying out and implementing sustainable finance 
in their day to day operations all actors must play a 
coordinated role to share risks and opportunities, 
educate and raise awareness of sustainability using 
mechanisms such as standard setting, monitoring, 
benchmarking and policy making. 
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Figure 4 Nested systems model of the Australian financial sector
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2.3 EMERGENT THEMES 
FROM THE STAKEHOLDER 
INTERVIEWS

Our stakeholder participants were grouped across 
five categories: (i) financial institutions, (ii) market 
infrastructure and facilitation, (iii) external observers, 
(iv) peak bodies, and (v) regulatory agencies. A detailed 
analysis of the interview data by key themes and 
interview can be found in Annex 4: Detailed analysis of 
interviews and comparison with HLEG. Across these 
broad categories four emerging themes were identified 
as particularly salient for achieving sustainable finance 
in the Australian context: achieving policy certainty; 
improving corporate governance; co-ordinating 
market mechanisms; and building sustainability into 
culture and behaviour.

1. ACHIEVING POLICY CERTAINTY: 
Consistent policy agenda: All stakeholder 
participants indicated that consistent policy signals 
were important. At times this was conflated with calls 
for a more consistent political agenda. There was a 
perception of a mis-match between policy and short-
term agendas of successive political leaders and 
parties. All lamented or highlighted the distortion 
created by a legacy of inconsistent climate and energy 
policies and an absence of a clear sustainability agenda 
from the Federal Government. Regulatory certainty 
was linked to investment pipeline (see below).

Sustainability incentives and disincentives: 
Market observers favoured a mix of incentives and 
disincentives to encourage sustainable investment 
and discourage carbon-intensive investments and 
those which had negative long-term social impacts. 
Generally stakeholders favoured incentives over 
disincentives. 

2. IMPROVING CORPORATE GOVERNANCE: 
Governance mechanisms: All stakeholder groups 
identified corporate governance frameworks and 
processes as an important lever for enabling 
sustainable finance. Differences occurred regarding 
which mechanisms they thought would be most 
effective.

Directors’ duties: All stakeholder groups thought 
that social and environmental purpose should be 
incorporated into corporate governance frameworks. 
Several suggested more specific ways this could 
occur by mandating consideration of sustainability 

factors within fiduciary duties such as ESG and climate 
risks (TCFD) or encouraging B Corp certification. This 
could be accompanied by more specific prescriptions 
regarding how information should be reported. Some 
suggested mandating that one board seat be a 
sustainability specific position.

Disclosure and transparency: Financial Institutions, 
market participants and observers all felt it was 
important to increase the transparency of company 
reporting and suggested integrated reporting as 
a means to ensure reporting was connected to 
comparable financial metrics. Some extended the 
necessity for disclosure to asset managers and credit 
rating agencies. They agreed that ESG reporting 
should be mandated for listed companies and 
institutional investment funds. Some peak bodies were 
more in favour of a principles based approach to allow 
behavioural change. This insight links with improved 
metrics and benchmarks. Another view expressed 
was that with increased regulatory certainty, the level 
and quality of disclosure would increase under current 
disclosure requirements. 

Stakeholder Participation: Stakeholder participants 
were generally in favour of engaging investors in a 
form of participative decision-making and that all 
funds should be directed to consult their beneficiaries 
regarding their values regarding investment decisions. 
This was seen as important for shareholders of financial 
institutions, but also for customers and individual 
investors who are seeking investment advice. 

3. CO-ORDINATING MARKET MECHANISMS:
Foster market interest and pressure: Stakeholder 
participants highlighted how an increasing proportion 
of consumers were demanding sustainable assets and 
this could be amplified by getting larger corporations 
and funds to influence the market. Financial and 
investment advisors should be instructed to offer 
environmental and social products. Others highlighted 
the key role that analysts and price signals play 
in driving demand as being more important than 
regulation. Several thought fund managers should be 
mandated to consult beneficiaries about the extent 
to which they wanted to include ESG factors into 
investment decision making and provide guidance on 
what that means. 

Collaboration: All stakeholders recognised the 
interdepencies between financial sector stakeholders 
and supporting industries. Identification of key 
development areas and directing capital to those 
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areas required coordination between all stakeholders 
as both risks and opportunities must be shared. 
Additionally several stakeholders highlighted the need 
for collaboration between research (especially science) 
and industry to identify opportunities and develop new 
financial tools. 

Benchmarks, metrics and tools: There were mixed 
views regarding the utility of these. However there was 
broad agreement that more consistency was required 
and new robust and scientifically derived tools were 
needed that internalised social and environmental 
costs and attributed broader social and environmental 
benefits. Linking these to science-based targets, and 
scenarios, especially in relation to climate change 
was considered important by financial institutions 
and market facilitators and observers, for example 
changing the assumptions in discounted cash flows 
to consider changes in oil and gas commodities in 
a low-carbon stress test scenario, and similarly for 
impairment testing. 

Definitions and standards: stakeholders noted 
that Australia was still at the discussion stage of key 
definitions. Some were aware of the EU taxonomy, but 
general awareness was low. Standards were viewed 
as important mechanisms to standardise information 
coming into the market regarding risks. 

Investment pipeline: there was a general concern 
about the lack of sustainable finance products in the 
domestic market. Market participants cited the high 
costs associated with due diligence on new products 
and financial institutions saw an opportunity for 
some form of government backed fund to help scale 
and enable viable growth of emerging sustainable 
products. Another view which was aired was the 
role of a level playing field, where some investable 
opportunities were competing against demonstrably 
un-sustainable and unregulated technologies.  

4. BUILDING SUSTAINABILITY INTO CULTURE AND 
BEHAVIOUR: 
Education and training: There was general 
recognition that the sector could learn from 
experienced professionals from Europe and other 
countries. Some advocated for mandatory training of 
asset managers, analysts, consultants and financial 
advisors, especially in relation to climate and systemic 
sustainability issues. Several stressed a need to 
incorporate sustainability into the higher education of 
finance professionals. 

Mobilising interest and awareness: Stakeholders 
reported a general malaise or lethargy in the market 
regarding the adoption of sustainability in finance. Peak 
bodies highlighted how distorted information, such as 
regarding sustainable asset underperformance, had 
created market confusion. NGOs and think tanks were 
viewed as essential for influencing change across the 
sector. One financial market stakeholder saw a role for 
direct education or awareness raising for consumers, 
especially in regard to sustainable superannuation. 
Some thought technology solutions that made data 
more readily available and transparent would raise 
interest and awareness of sustainable opportunities. 

After all interviews were analysed, a high level analysis 
across respondents used the EU action plan template 
to derive a general view of the Australian experts 
regarding the current perceived state of play. These 
are summarised in Table 4 below. Of significance in 
understanding these views are the differences between 
the objectives and processes of policy formation in 
the EU and Australia which render direct comparison 
inappropriate in some areas.
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Table 4: Views from Interview Participants related to Action Plan topics

 EU ACTION 
PLAN POINT

INTERVIEW THEMES OPPORTUNITIES/
HURDLES

0 Overall plan Collaboration was seen as a key opportunity, for example 
getting industry experts, scientists and NGOs to have a more 
active role in investment decisions and also to develop SF 
projects to be funded
Some suggested that we need to open up the debate and 
do things differently rather than just tinkering with existing 
frameworks for small improvements – change the incentives 
across the whole finance system so that sustainable finance 
becomes the norm.

Opportunity for 
central coordination

1 Taxonomy There was agreement that definitions should be globally 
consistent whether through leveraging the EU Taxonomy 
work or some other standard. That Taxonomies are 
always useful even if just in providing greater common 
understanding.
Some were of the view that definitions evolve and develop 
naturally as a sector matures. Thus it is something that 
should be driven by the private sector rather than imposed 
from above. Some participants had concerns that definitions 
lead to box-ticking and compartmentalising and it is better to 
look at the overall picture.

Mixed views 
Agreement on the 
need for consistent 
definitions
But not on the level 
of detail or who 
should drive the 
process

2 Standards 
and labels

There was positive sentiment for the role of green standards, 
labels and reporting, for example integrated reporting can 
have a beneficial effect by providing greater transparency 
on climate risks. However, reporting must contain material 
information and green standards should be consistent with 
overseas.
Some participants expressed scepticism as green labels 
are not enough to change behaviour and there are many 
challenges arising from them. For example, difficulties 
in agreeing to what the labels will be, and awareness of 
the possible competitive advantages induced from the 
standards.

Mixed views 
Agreement on the 
need for consistent 
definitions
but not on the level 
of detail or who 
should drive the 
process

3 Fostering 
investment

Some expressed the need for more SF related projects to 
be available to the investment community. There seems to 
be difficulties in finding SF projects to invest in, which could 
be an opportunity for an agency to act as an intermediary 
connecting SF funds with SF projects or products and 
perhaps bundling them for investors.
There was a view that government could lead by example, 
especially in regard to investments in sustainable 
infrastructure.
Some expressed concerns over unrealistic expectations 
around returns on sustainable investments causing projects 
to fail and harming the reputation of the sector.

Opportunity for 
more infrastructure 
and support 
for sustainable 
projects, as long as 
expectations are 
realistic
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 EU ACTION 
PLAN POINT

INTERVIEW THEMES OPPORTUNITIES/
HURDLES

4 Financial 
advice

Encouraging more active and assertive engagement from 
investors and the financial community is important to 
progress the discourse on SF in Australia. Consumers and 
fund members for example should be able to easily gain 
access to information on their super funds and be able to 
be more active in where money is invested. An opportunity 
could be to make sustainable investing the default option 
for super funds. Organisations should be transparent and 
communicate more actively with consumers, understanding 
consumer needs and reacting appropriately.

Opportunity for 
both financial 
advisors and 
product issuers to 
be more proactive in 
enabling consumer 
choice

5 Carbon 
benchmarks

Benchmarking and evaluation of SF investment is 
challenging, we are lacking the tools to model for climate 
risk. A lack of information and awareness contributes to the 
community not having an urgency for SF. It is important to 
have effective disclosures that provide value, otherwise it is 
only adding to the costs of reporting
Overall a big opportunity for the education of financial 
advisors and private investors around SF and climate issues

Opportunity to 
develop better 
tools, education and 
models

6 Ratings More transparency around the assumptions behind credit 
ratings risk analysis would be helpful. There seems to be an 
assumption that if risks are properly assessed this would 
include alignment to long-term financial risk which would 
include ESG factors.

Scope for 
improvement 
but better 
understanding of 
existing situation
required

7 Duties of 
investors

In terms of comments for institutional investment and 
super funds, there is a sentiment for the market to be 
underdeveloped for SF, as there are limited options for 
sustainable investing in Australia. Liquidity is very important 
for super funds as they must allow members to be able to 
move their contributions to different funds, generally SF 
investments are seen as too risky and not liquid enough. 
Further, super funds do not consider climate risks as their 
main duty, providing returns for their members is.
A common response was to improve the education, skills 
and tools of financial decision-makers and ensure they 
receive appropriate sustainability-related information and 
also are able to understand the impact of climate risks on 
investment decisions. Existing tools and models seem to not 
be designed to consider climate - there is a need to widen 
and improve measurement.

Opportunity for 
government to 
clarify fiduciary 
duties
Also to develop 
better tools, 
education

8 Prudential 
requirements

The incorporation of sustainability into capital adequacy 
requirements had not been directly considered by most 
participants. There was an untested assumption that bank 
risk management systems should include all long-term risks.

Better 
understanding of 
existing situation
required
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 EU ACTION 
PLAN POINT

INTERVIEW THEMES OPPORTUNITIES/
HURDLES

9 Sustainability 
disclosure

A common suggestion was to better integrate sustainability 
and social considerations into the default reporting 
processes, making disclosure compulsory.
However, some felt mandated disclosures are usually just 
boilerplate and not considered at all by investors. Plus there 
is a focus on disclosing only positive information rather 
than warning about the potentially negative effects of an 
investment.

Mixed views

10 Corporate 
governance

In terms of improving corporate governance, aligning top 
management with long-term issues and explicitly linking 
fiduciary duties with climate risk were ideas suggested. Most 
respondents acknowledge that directors are no longer able 
to ignore that climate issues impact their fiduciary duties.
Respondents mentioned the nature and speed of the 
financial market encourage short term behaviour and 
investment decisions. To encourage long-termism many 
have suggested more disclosures and mandating integrated 
reporting. Some have also suggested removal of quarterly 
reporting as this encourages short term thinking. Interesting 
arguments were raised that a short-term view is not always 
incompatible with sustainability.

Opportunity to 
strengthen long-
term reporting and 
reduce short-term 
reporting

Markedly, interviews with Australian expert 
stakeholders revealed an emerging global sustainable 
finance landscape, largely being driven in niches 
within the Australian context in particular segments as 
industry-led voluntary initiatives made by aspirational 
leaders. Figure 5 illustrates the emergent policy context 

for sustainable finance. It illustrates the gap between 
the highly fragmented Australian policy context, 
and the potential for integration with international 
initiatives. The development of an Australian roadmap 
was occurring at the intersection.
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Parts 3 and 4 of the interview analysis in Annex 4, 
reveals the diversity of viewpoints expressed. Of 
particular interest is how stakeholder participants 
viewed the role and opportunities for other 
stakeholders in the financial system. Notably, 
stakeholder participants identified how they 
experienced barriers to the adoption of sustainable 
finance that they attributed as being problems arising 
from inaction by other stakeholders. These perceived 
barriers restrict individual stakeholder agency, amplify 
the systemic status quo and restrict opportunities for 
the adoption of sustainable finance. 

Figure 5 Mapping the transition to sustainable finance 

LANDSCAPE (MACRO)
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climate change, global political 
developments, international 
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Recommendations  
and Conclusion
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The recommendations below arise out of a comparative 
analysis between the EU and Australia on the transition 
to sustainable finance. The recommendations are 
limited by the scope and context for which the research 
was conducted. We compared the EU Action Plan 
against the current Australian regulatory environment; 
we mapped the key institutions involved in sustainable 
finance in Australia and we interviewed a sample of 
23 stakeholders across the Australian finance sector. 
The topic of sustainable finance, together with our key 
findings, was discussed at a series of round tables 
and public seminars and any additional information 
and feedback was incorporated. 

Our key findings and 
recommendations fall  
under four main headings:

• Coordination and leadership

• Consistency and coherence

• Transparency and disclosure

• Culture, behaviour and responsibility
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RECOMMENDATIONS

3.1 COORDINATION AND LEADERSHIP

RECOMMENDATION 1.1
Create a task-force or committee-led 
process to advise on a sustainable 
finance action plan for Australia

The following recommendations relate to 
the activities and factors such a task force 
should consider: 

RECOMMENDATION 1.2 
Review the supervisory mandates of 
the key regulators to ensure they align 
with principles of sustainability

With the assistance of each supervisory 
authority, we recommend the task force 
undertake a review of existing mandates 
with the goal of clarifying the extent 
these can be interpreted through the 
lens of sustainable finance. The review 
should outline if the existing mandate 
sufficiently considers sustainable finance 
or if the existing mandate needs to be 
reconsidered and potentially amended 
to align with the principles of sustainable 
finance. The review process will clarify 
the extent to which each supervisory 
authority can and should act in the 
interest of promoting and supporting 
sustainable finance objectives including 
but not limited to ESG factors and the 
long and short term risks to financial 
stability resulting from climate change.

RECOMMENDATION 1.3 
Review and harmonise legal reform 
of duties and disclosure across 
the different sectors to require 
sustainability be considered in financial 
risk and opportunity management as 
necessary.

As a central coordinator the task force 
would be responsible for ensuring that 
any legal reform of fiduciary duties or 
disclosure requirements is done in a 
coordinated manner such that the legal 
duties of company directors, investors and 
fund trustees each support the inclusion 
of ESG considerations in a consistent 
manner, despite being spread across 
different legal regimes. Transparency 
should also be extended across the 
sector, from listed companies, to large 
investment funds, asset managers and 
the creators of financial tools such as 
ratings agencies. This harmonisation of 
the features of legal duties and disclosure 
obligations should support a norm of 
long-termism all the way through the 
investment chain. 

Australia lacks key centralised initiatives and leadership 
akin to that seen in the EU. Stakeholders are operating 
in a very unstable and changeable policy environment 
which is impeding progress towards sustainable 
finance. Not only is there a lack of certainty but a lack 
of coordination across the different sectors of the 

finance industry. A sustainable finance system should 
focus on long-term rather than short-term horizons, 
yet this requires a series of changes simultaneously 
undertaken by different stakeholders. There is a need 
for central coordination and leadership and a clear 
pathway for change.
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Recommended review processes should 
include consideration of the extent to 
which existing norms of finance: 

• provide a duty to extend the time 
horizon of risk analysis in line with 
the horizon of beneficiaries to capture 
long-term non-linear, non-cyclical risks 
(including climate related risks);

• a duty to design investment strategies 
consistent with beneficiaries objectives, 
including non-financial preferences;

• mobilise and orient private capital flows 
towards sustainable investments;

• permit prudential rules to be used to 
define new capital adequacy ratios for 
low-risk green investments.

RECOMMENDATION 1.4 
Emphasise the need for coordinated 
sectoral change by leveraging the role 
of peak body organisations

Australia has a rich and diverse financial 
services sector that is well represented 
by a number of peak bodies representing 
the interests of their members. While 
some peak bodies are already exploring 
how the principles of sustainable finance 
can be more widely adopted across their 
membership base, more can still be done. 
Peak bodies have the power to convene 
and lead their members they represent 
and therefore the power to promote 
change to the system from within. 
Peak bodies are in a unique position 
to develop guidelines, share tools and 
best practice and initiate new standards 
and labels. Peak bodies could conviene 
their constituencies to general rigorous 
deliberations and develop such guidance. 
We recommend that 

RECOMMENDATION 1.5 
Establish a working group that 
coordinates with relevant government 
departments to investigate funding 
and incentive/disincentive mechanisms 
supportive of sustainable investment

There is an opportunity for Australia 
to show international leadership to 
decarbonise its energy supply, deploy 
energy efficiency technologies and 
revolutionise its transportation network. 
Embarking on this this journey will require 
new finance and funding mechanisms 
that lower risks for upscaling sustainable 
technologies and crowd-in private capital. 

Australia has already proven the success 
of funding clean energy technologies 
through the Clean Energy Finance 
Corporation (CEFC). Given the success 
of this funding body we recommend the 
creation of other funding mechanisms 
for sustainable development investment 
opportunities such as: 

• Government backed climate fund - this 
would provide investment for low cost 
abatement opportunities to upgrade 
infrastructure, support businesses and 
citizens with energy efficiency and assist 
local communities with climate change 
mitigation and adaptation needs.

• Green investment bank (GIB) - a bank 
that is backed by the government 
and dedicated to green investments 
could provide low interest loans and 
issue green bonds for high risk or 
longer term projects. A bank could 
leverage the power of the balance 
sheet and capital adequacy ratios to 
provide credit for low carbon long-
term investments. The GIB would be 
wholly owned by the government and 
devolved administrations and would 
not impact on public finance due to its 
full independence. 
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3.2 CONSISTENCY AND COHERENCE

for all stakeholders. This will improve confidence in 
‘green’ markets and act as a catalyst for improving 
understanding and enabling education across the 
sector. 

The EU Action Plan aims to harmonise and standardise 
definitions, labels and benchmarks pertaining to 
sustainable finance. It will provide consistency 
around the meaning of green or sustainable finance 

RECOMMENDATIONS

RECOMMENDATION 2.1
Peak bodies should review the EU 
taxonomy and consider how this could 
be adopted as the basis for defining 
sustainable finance in Australia

The EU taxonomy defining sustainable 
economic activities is likely to become 
an international benchmark for use in 
application of standards, labels and 
benchmarks. A taxonomy would greatly 
assist in weighing the relative costs and 
benefits unique to the Australian financial 
sector and to ensure competitiveness in 
the emerging global market. 

Each industry sector should consider how 
application of the taxonomy could impact 
on future investment flows. The following 
peak bodies have been identified to 
convene and lead change within each of 
the respective sectors:

• Australian Banking Association (ABA) 
- The banking sector and all deposit 
taking institutions

• Insurance Council of Australia (ICA) - 
Australian insurance providers

• Association of Super Funds Australia 
(ASFA) and Australian Council of 
Superannuation Investors (ACSI) - 
Australian superannuation industry

• Australian Financial Markets 

Association (AFMA) - Financial 
markets

• Financial Services Council (FSC) 
and Financial Services Institute of 
Australia (FINSIA) - Financial services 
companies

• Australian Institute for Company 
Directors (AICD) - Australian directors

• Chartered Accountants Australia and 
New Zealand (CAANZ) - Chartered 
accountants

RECOMMENDATION 2.2: 
Representative peak bodies should 
convene and lead a review of the 
sustainable benchmarks, indices, 
tools, standards and labels for use 
within their industry sector. 

Demand for sustainable financial 
products in Australia is accelerating 
and there are no universal standards or 
labels for what these financial products 
represent. Financial products that contain 
terms such as “responsible”, “ethical” 
, “sustainable”, “green”, “renewable” 
etc are being sold on the Australian 
financial markets without any common 
definition for what these products actually 
mean and with no formal scrutiny or 
auditing process in place. We therefore 
recommend that Australia implements, 
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where appropriate, existing international 
standards and labels (e.g. Climate Bonds, 
Green Bonds, Investment Funds) 

RECOMMENDATION 2.3
In accordance with their mandates, 
Australian regulators (ASIC, APRA 
and ACCC) should collaborate to set, 
monitor and enforce appropriate use 
of minimum standards around the 
labels, ratings, standards and indices 
permitted in the Australian market. 

If minimum standards are implemented 
there must be enforcement mechanisms 
to maintain the credibility of labels and 
provide remedies for misrepresentation 
or misuse of definitions and standards. 
We recommend that Australian regulators 
ensure that these standards can be 
upheld and challenged through existing 

mechanisms in the financial system (e.g. 
Financial Ombudsman, APRA, ASIC, 
ACCC).

RECOMMENDATION 2.4
When preferred/minimum standards 
and definitions have been determined, 
all regulators and peak bodies should 
embark upon education and awareness 
campaigns to ensure accurate use and 
end-user or member understanding.

It is important that education about 
and awareness of green standards 
flow through the finance sector to the 
ultimate end-users and beneficiaries of 
green investments. Education campaigns 
and website information must be 
developed to support the appropriate 
use of any taxonomy, labels, indices and 
benchmarks.
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11. https://asic.gov.au/regulatory-resources/financial-services/professional-standards-for-financial-advisers-reforms/

RECOMMENDATIONS

3.3 TRANSPARENCY AND DISCLOSURE

Australian regulators provide strong reporting 
frameworks for companies and prudential operators, 
though these do not extend to every part of the finance 
sector. Many disclosure requirements are already 

undergoing re-interpretation in order to incorporate 
longer-term horizons and better integration of 
environmental, social and governance concerns.

RECOMMENDATION 3.1
Reporting requirements should 
make it mandatory to integrate ESG 
risks and opportunities into financial 
performance analysis.

Financial reports should be required 
to disclose the extent to which ESG 
factors, climate and emerging risks and 
opportunities have been considered as 
part of financial reporting. This should 
include not just whether these risks and 
opportunities have been incorporated but 
transparency around how they have been 
incorporated.

RECOMMENDATION 3.2
Regulators should continue to assess 
international reporting frameworks and 
determine which of these best meet 
the needs of the Australian market.

Mandatory reporting could be linked to 
use of one of the existing international 
reporting frameworks such as the 
TCFD, integrated reporting or the GRI. 
Accounting standards are also moving to 
incorporate ESG risks in more traditional 
reporting frameworks.

RECOMMENDATION 3.3
Regulators should consider how 
disclosure regimes satisfy needs 
beyond those of sophisticated investors 
to provide information to enable the 
general public to understand how to 
make sustainable financial decisions. 

One of the key barriers to the 
consideration of sustainability is the role 
of investors and financial advisers in the 
decision-making process. ASIC recently 
updated the professional standard for 
financial advisors11 and included several 
measures to raise the educational, 
training and ethical standards of financial 
advisers providing retail advice to 
clients on complex financial products. 
The sustainability preferences of retail 
clients and customers must be sought 
by financial advisers and this should be 
a mandatory obligation. Generally, there 
is an opportunity to enance the financial 
literacy of end-users, members and 
consumers.  
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3.4 CULTURE, BEHAVIOUR AND RESPONSIBILITY

RECOMMENDATIONS

Responsibility for sustainable finance should be 
across the financial system with individual stakeholder 
groups having clear understanding of their own agency 
and holding one another accountable. This realisation 
is necessary to overcome the general culture of 

continuing with the status quo rather than prioritising 
ESG factors. Overcoming this inertia requires 
industry leadership, education and actively placing 
responsibility on all stakeholder, while mandating 
authority to enforce accountability.

RECOMMENDATION 4.1
Improve long-term education and 
awareness around sustainable finance 
through peak bodies and professional 
associations with involvement of the 
tertiary sector.

Sustainable finance is a complex topic 
spanning many traditional disciplines 
and professions. Peak bodies, tertiary 
education institutions and other 
professional education organisations 
should include sustainable finance 
literacy in their professional education 
programmes as both stand-alone courses 
where specialised technical proficiency 
is required or integrated into existing 
curriculum. 

RECOMMENDATION 4.2
Strengthen industry guidance and 
codes by providing legal backing and 
enforcement mechanisms that clearly 
allocate responsibility to relevant 
regulatory institutions.

The Royal Commission into Misconduct 
in the Banking, Superannuation and 
Financial Services Industry in Australia 
recommended that industry codes be 
approved under statute such that breach 
of key promises made to customers in 
the code be a breach of the statute (p.11, 
24). This is equally relevant to some of 

the codes and standards now in place 
to encourage reporting and engagement 
on sustainability and ESG. Each industry 
sector should consider how to strengthen 
its codes, standards and guidance to 
provide redress for stakeholders adversely 
affected by a breach of the code.

RECOMMENDATION 4.3
Regulators to work together to improve 
and standardise, where practical, 
governance and risk management 
systems for all participants in the 
finance system: listed companies, 
banks, superannuation funds, asset 
management firms and financial 
advisors to encourage long-term 
decision-making.

Corporate culture starts with the board 
who are responsible to the company and 
its shareholders. Given the materiality 
of climate change risks and the 
importance of sustainability to the long-
term success of the company the board 
must take due regard to all stakeholder 
interests including those of employees, 
creditors, customers, suppliers and local 
communities, adhering to ESG standards 
and best practice. Boards should be 
compelled to appoint at least one voting 
member who is responsible for monitoring 
and overseeing ESG and broader 
sustainability objectives within the firm. 
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Sustainability should be embedded in 
the duties of all company directors and in 
the governance rules related to company 
management and these are considered 
as part of the fiduciary duties of directors 
and senior executives.

RECOMMENDATION 4.4
Link the remuneration of finance 
professionals with ethical responsible 
conduct that supports long-term 
sustainability objectives.

Our findings, as well as the findings of 
the Royal Banking Commission, suggest 
that rewards based on financial success, 
at both individual and corporate level, 
can skew decision-making to the short-
term and encourage risky or unethical 
behaviour. We recommend that the 
remuneration systems across the finance 
sector are reviewed with a view to linking 
remuneration more clearly to long-term 
sustainability objectives.

For Australia to transition to a sustainable 
finance system, policy and regulatory 

certainty are critical, especially in 
relation to setting and committing to 
the achievement of Paris Targets and 
other SDGs. Any visible progression 
towards this in Australia is grassroots and 
experts are calling for the government to 
take a consistent approach on carbon 
and energy policy and for coordinated 
sectoral leadership. A task force with 
legitimate backing from the Australian 
Federal Government would be a 
fundamental first step in this direction. 
Policy and coordinated leadership 
should be accompanied by guidance 
on implementation and the mechanisms 
that could most likely enable sustainable 
finance, attribution of responsibility 
and precise mandates to enforce 
accountability. 

Overall, it is clear that all participants in 
the Australian financial sector needs to 
recognise their agency in participating 
and shaping a rapidly evolving global 
landscape and be aware of the 
responsibilities of inaction. 




