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Executive Summary

Who’s in the issue...

Introduction

ur two interviews in this edition explore macro 
and micro perspectives on the challenges 
confronting the financial services industry. 
Professor Noreena Hertz discusses the broad 
issue of sustainability. While the term has 

gained currency in the banking world, there is no consensus 
definition of what sustainability encompasses; nor is there much 
evidence so far that analysts are including sustainability issues in 
their valuations of financial services companies. Professor Hertz 
argues that they should.

Our interview with Mr S Sridhar, chairman and managing 
director, Central Bank of India, looks specifically at changes 
to the Indian payment system and how banks in India are 
responding to the opportunities presented by automation and 
electronification.
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From a company’s point of view, sustainability 
involves an understanding of what it takes to 
survive today, and in the future.
Professor Noreena Hertz
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“Fast-moving enterprises 
employing advanced 
technologies can overturn 
decades if not centuries of 
business practice in a few 
short years.”
Daniel Marovitz, Deutsche Bank

“For external benchmarking 
to be reliable, there needs 
to be full transparency of 
methodology and data and 
also buy-in from senior 
management as data 
gathering can be extremely 
time-consuming.”
Colette Selfslagh, J. P. Morgan

“There needs to be a 
common rulebook that sets 
out standards for collating 
the data used for managing 
liquidity risk.”
PJ Di Giammarino, JWG-IT Group

“There is no real tangible 
pressure being placed on 
the issuers to change the 
way they communicate 
their corporate events.”
Dayle Scher, TowerGroup

Join the dialogue at: www.swiftcommunity.net/dialogue



Sustainability 
 in context

Noreena Hertz is Professor of Globalisation, 
Sustainability & Finance at Duisenberg 
School of Finance and Erasmus University’s 
Rotterdam School of Management and a Fellow 
of Cambridge University

oreena Hertz’s career began 
in St. Petersburg where, 
after completing her MBA at 
Wharton, she helped establish 
the city’s stock exchange. She 

subsequently advised the Russian government 
on economic reform as a consultant to the 
World Bank.

In addition to her academic career, she 
continues to advise corporations and 
governments and is the author of two best-selling 
economic analyses: The Silent Takeover and 
The Debt Threat. Hertz spoke to Dialogue about 
sustainability and the financial services industry.

N
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I think we are increasingly coming to 
see that risk is being underestimated by 
analysts who are only looking at a very 
narrow set of metrics in judging the 
success of a company. 
Noreena Hertz

Does sustainability have a broader  
application than the environment and 
environmental impact?
I think it’s a very reductionist definition of sustainability to think 
of it only in terms of green issues. The term has been used 
in a multiplicity of ways. From a company’s point of view, 
sustainability involves an understanding of what it takes to 
survive today, and in the future. That incorporates issues like 
the environment, but also things like labour relations, human 
rights, employee discrimination, equal opportunity, and the 
company’s role in the society. In other words, what does it take 
for a company to succeed today and in the future, beyond 

Sustainability 
 in context
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Interview – Noreena Hertz, Duisenberg School of Finance and Cambridge University

what one would associate with a standard 
balance sheet or profit and loss statement?

Does that mean it goes beyond 
the things that the CFO 
of a company would think 
that shareholders should be 
interested in?
Well, it may go beyond what he currently 
thinks shareholders should be interested 
in, but I would argue that, actually, all of 
these issues are issues that shareholders 
should be interested in. If we take a case 
like BP and we look, with hindsight, at 
the company and how it works, we can 
see a host of issues that analysts and 
institutional investors should have been 
aware of and interested in: for example, 
the discrepancy between a very strong 
focus on personal accident safety 
reporting and a lack of reporting on the 
safety of industrial core processes. 

If I’m a bank executive 
and I want to address the 
issue of sustainability in a 
comprehensive and concrete 
manner, where do I start? 
There are a few areas where sustainability 
interacts with what the bank does. One 
is the kind of products that the bank 

offers. Then of course, there’s the issue of 
how analysts evaluate companies where 
sustainability also needs to come into the 
picture. Then there are issues around the 
bank’s own brand and reputation. Those are 
three of the main elements we could look at. 

One of the most interesting is the area 
of valuation. I think we are increasingly 
coming to see that risk is being 
underestimated by analysts who are only 
looking at a very narrow set of metrics in 
judging the success of a company. 

Can sustainability issues be 
expressed in terms of metrics?

One of the challenges is that not everything 
can be quantified. Relying purely on 
quantitative assessments can easily 
be to our peril. Take value at risk (VAR) 
measurements that became such a focus; 
banks all felt that they had a safe capital 
cushion because they were just looking at 
this one number. And then they stopped 
thinking about what the number actually 
meant. So when we had multiple defaults, 
they were ill equipped. That’s a really clear 
example of why looking at numbers on 
their own can really be inadequate. 

The challenge for analysts, who 
normally do just look at numbers and 
can extrapolate and create nice models, 
is, “How do I now mine qualitative data? 
How do I understand it? What do I ask? 
How do I find out about it?” 

If you don’t take these issues into 
account, you run the risk that you’re 
going to value a company in a particular 
way and six months down the line there’s 
going to be a lawsuit related to some 
aspect of their operations. 

There have been some innovations in 
this area over the past decade, where 
we’ve seen things like political risk being 
introduced into assessments. We’re 
seeing a company like Goldman Sachs 
now saying that it is conscientiously going 
to be looking for sustainable factors in its 
analysis of a company. But it’s not going 
to be as simple as being able to plug 
some numbers into a model.

Smart investors realise that there’s a 
risk attached to only looking at an annual 
report. In fact, in a study by Thomson 
Reuters that came out recently, only 12% 
of CEOs felt that annual reports actually 
provided sufficient information. 

In many annual reports,  
you’ll now find a section 
on CSR. Sustainability 
presumably goes beyond that.

Corporate Social Responsibility (CSR) 
activities have not traditionally been 
viewed as having a real impact on a 
company’s bottom line. The part of CSR 
and sustainability that is about sponsoring 
a local community event, for example, is 
potentially something that will be rewarding 
for one’s employees and will create a sense 
of internal cohesion. And there are studies 
that show that these sorts of projects do 
have a positive correlation with employee 
retention, with the positive feelings people 
associate with the companies that they 
work in. But, I’m talking about something 
much bigger, which is about how we 
actually value companies. 

In a study by Thomson Reuters that came out 
recently, only 12% of CEOs felt that annual 
reports actually provided sufficient information.
Noreena Hertz
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01   Noreena Hertz is Professor of 
Globalisation, Sustainability & Finance 
at Duisenberg School of Finance and 
Cambridge University

There’s a lot of very compelling research now 
about how banks treat women very differently from 
how they treat men as clients – normally worse!
Noreena Hertz

Sustainability is of a different order. In a 
report on corporate sustainability released 
in June by Accenture and UN Global 
Compact, we see that whereas in 2007 
around 70% of CEOs felt that sustainability 
was an integral part of their business, 97% 
now see that it needs to be woven into 
their company’s operations. They see that 
there is a gap between what they think is 
needed and where they are at. 

There is a broad array of issues that I’m 
putting under the umbrella of sustainability 
– How do we treat women? How do we 
treat minorities? What are we doing on 
the environmental front? Are we thinking 
about the big picture? Are we backing 
up a corrupt regime or not? What are 
the looming dangers in our markets? 
All this now matters more than ever for 
companies, especially as we are still in 
a period of recession. Governments are 
going to expect companies to be paying 
for many more things that were previously 
state-subsidised services. Responsibility 
will be pushed onto the private sector. So 
I think banks need to be thinking about 
sustainability really differently.

When you look across the 
financial institutions that 
you’ve observed or been 
involved with, is there anything 
common in the way they’re 
approaching this challenge? 

I do a lot of speaking to C-level executives 
and recently I’ve been speaking to a lot in the 
financial sector specifically. When I raise the 
issue of thinking more holistically, it seems 
to resonate strongly with them. They really 
understand that there was a problem in the 
past. The supposedly expert advice that they 
were getting hasn’t given them the depth 
of understanding of the issues that they 
really need. I’ve been speaking to a variety 
of institutions from commercial banks to 
investment banks to central banks and they 
all want to continue the conversation on how 
to implement changes in their approach.

Do central banks have the 
same sense of the importance 
of sustainability as commercial 
banks?

I’ve only been dealing with two central 
banks recently. But the two that I have been 
dealing with absolutely do. When they’re 
thinking about risk in the banking sector 
as a whole, for example, they realise that 
they need to think about things that they 
perhaps hadn’t taken into account before. 

If we look at some funds that were heavily 
weighted in BP, they’ve seen their value 
fall by 50% in a number of months. That 
makes you think, well, what are the assets 
that are underpinning institutions? We need 
to interrogate them more than we have 
been. And yet, when it comes to regulation 
and what is actually mandatory, only 
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Interview – Noreena Hertz, Duisenberg School of Finance and Cambridge University

France and Denmark now have mandatory 
reporting for companies on sustainability 
and corporate social responsibility. 

This is where the banks need to be 
thinking ahead of the game and also 
thinking about new opportunities. I 
remember advising a very big financial 
services company a few years ago. I did a 
quick scan for them of global issues, which 
is something I sometimes do for clients. One 
of the purposes is to see where there might 
be potential points of intersection between 
the company and global events or issues. 
I was looking at developing countries, and 
noticing an increasing level of remittances 
that were going back to these countries. 
For the company that I was advising, that 
seemed like a real potential win. There was 
a trend happening that there was actually no 
reason for anyone within their company to 
have noticed, because it wasn’t a business 
they were currently serving. But actually, it 
was a huge business opportunity that they 
subsequently did tap into. 

So thinking sustainably not only involves 
looking at things that a company might get 
into trouble over; it’s also thinking about 
the opportunities coming out of this bigger 
world. It’s about understanding what’s 
important for success now and in the future. 
When I talk to companies about gender, 
for example – and I definitely would include 
gender in sustainability – how a company 

relates to women can be explored in so 
many ways. We can look at what you are 
doing to manage your feeder pool so that 
you have more chance of getting more 
women executives in higher positions. We 
can also look at it in terms of what you 
are doing to serve women as customers. 
There’s a lot of very compelling research 
now about how banks treat women very 
differently from how they treat men as 
clients – normally worse! That creates a 
potential opportunity for a bank that decides 
to act upon this information and treat 
women in a different way. So when we’re 
thinking about these issues, it’s not just, 
“where might I get slapped on the wrist or 
where might there be a cost, or where might 
there be a legal threat, or where might there 
be a looming risk?” Those are all important 
to think about. But also, where might there 
be a business opportunity that I just haven’t 
realised because I haven’t been thinking 
about the world in this bigger way?

You mentioned feeder pools. 
At the moment you are almost 
trying to re-educate people 
who are in place in various 
businesses to take these issues 
onboard. Is there a recognition 
at business school level that 

sustainability needs to be part 
of business education?
Yes and that’s a really important issue. At 
Duisenberg School of Finance, where I 
have a professorship, we, in conjunction 
with Holland Financial Centre, which 
is a public/private initiative set up by 
organisations from throughout the Dutch 
financial sector, are developing a finance 
and sustainability programme which is 
going to be compulsory for all our Masters 
in Finance students starting next year, 
whatever their actual specialisation within 
finance. 

In terms of the opportunities, there are 
all these new markets to prepare students 
for: carbon trading; funding the transition 
to a clean economy; microfinance. All 
these new areas have the potential to be 
extremely lucrative. There are also issues 
around valuation and risk where a better 
understanding of sustainability can have a 
real impact. 

One of the main issues identified as a 
challenge by the huge pool of CEOs that 
were studied in the UN Global Compact 
report was being able to employ students 
who are educated in these issues. At 
Duisenberg I am very committed to this, as 
is the school. We’re thankful that we have 
the support of the Holland Financial Centre 
to ensure that the future business leaders 
we are creating, who will be going from 
the school to the top financial institutions 
globally, will have that awareness. 

Join the debate at Sibos!
  Sustainability: Doing good is good for 
business  
Thursday 28 October – 09:00-10:00

To comment on this story, 
visit 

 www.swiftcommunity.net/dialogue

In terms of the opportunities, there are all these 
new markets to prepare students for: there’s 
carbon trading, funding the transition to a clean 
economy, microfinance; all these new areas have 
the potential to be extremely lucrative.
Noreena Hertz
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