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Welcome to our third edition of Tomorrow: As Invested As You Are.
This year we continue to look for ways to ensure stable, long-term
growth. We have our talented investment professionals and invited
external contributors unpacking the key sustainability themes – and
challenges – impacting our world.
As a fiduciary investing money on behalf of our clients,
we spend a lot of time and effort understanding
the potential impact of environmental, social and
governance (ESG) factors on investments over time.
These insights become key considerations in our
investment decision making.
As a business, Old Mutual Investment Group has
integrated ESG considerations across all its investment
processes, scaled up asset stewardship practices and
driven investment innovation in low carbon, resourceefficient and inclusive economic growth.
As at June 2017, we collectively had R122 billion
of our clients’ capital at work in the green economy.
We have also pioneered South Africa’s very first
responsible investment index and continue to support
regional ESG equity research (read more on pages
62 and 52 respectively). We have done all this in the
belief that, not only will our efforts result in better riskadjusted returns for our clients over time, but that they
will also contribute to building a healthy, dynamic and
inclusive economy.

UN- supported Principles of Responsible Investment and
the King Code for Corporate Governance, in securing a
way forward for all economic stakeholders.
Acting as a responsible business is also of prime
importance to us and through our managed separation
process Old Mutual’s Responsible Business programme
has gained renewed focus and become central to the
broader Group’s growth strategy (Khanyi Chaba details
this well on page 26).
I really hope you enjoy our publication. I personally
wish to thank all those who have given their candid and
valuable input for this edition. Let all these expert insights
spark critical conversations and inspire the necessary
action for us to build a better future. Together.
Regards
Dave Macready
MD – Old Mutual Wealth and
Investment Cluster

The challenges standing in the way of getting onto
this much-needed, sustainable long-term growth path
are wide ranging. In this publication, we focus on
the ones we believe are most critical. These include
climate change, water security, short- termism and
unemployment. We recognise that the only way
we are going to make headway in resolving the
sustainability issues facing our economy and the
world at large is through proactive leadership, robust
debate, determination to make the right decisions
and collaboration across all sectors of society. As
such we also reflect on the importance and role of
multilateral agreements and frameworks, such as the
UnitedNations’ (UN) Sustainable Development Goals,
our South African National Development Plan, the
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POSITIVE FUTURES

ENABLING
A POSITIVE
FUTURE
A VISION FOR
INCLUSIVE
GROWTH
The term “inclusive growth” is increasingly
making its way into everyday debates and
discussions, for obvious reasons. Although it has
become a political buzzword, we can all agree
that a progressive journey towards collective
well-being is not solely the responsibility of
policymakers.
The financial services industry, in particular, has
a pivotal role to play in promoting sustainable
economic growth, which will result in broadbased benefits and equality of opportunity.
PETER MOYO,
CEO: OLD MUTUAL EMERGING MARKETS

I

n particular, thriving businesses such as ours
have an obligation to build, educate and
empower the communities in which we do
business. It is in doing this that we positively
influence the millions of ordinary South Africans
who have entrusted us with their financial dreams.
As a client-centric business, we are acutely aware
of the challenges that our customers face. There
is general consensus of slow economic growth in
the short to medium term. The impact can be seen
in low consumer confidence, further exacerbating
the poor savings environment we experience in
South Africa. Our strong advice proposition is the
answer to mitigating financial risks and creating
long-term financial security. As our clients’ trusted
partner, we leverage the relationship that we have
with them to empower them and thereby lift the
levels of social and financial inclusion.

INCLUSIVE GROWTH
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for growth. When we grow, our contributions to
the communities we serve grow too.
Our customer base is varied, from first-time
savers to family providers and even babyboomers facing retirement. Although they all
have different needs, their common expectation
is for Old Mutual to be their voice while
delivering on their unique needs. As a business,
we value the aggregated contribution of every
single premium received and we do our utmost
to ensure that these are deployed effectively.

A GREAT RESPONSIBILITY
Responsible business is at the centre of
Old Mutual’s DNA. Connecting the dots
between how we do business today and the
potential impact of our actions on the lives of
ordinary South Africans a decade or two from
now is where it begins for us. Our Head of
Responsible Business, Khanyi Chaba, expounds
on this on page 26.
Social stability is a precursor for strong
economic growth. This growth will be driven
by investment, and the Old Mutual Investment
Group has been an active contributor, ensuring
we achieve our business objectives while also
supporting social imperatives. As an asset
allocator, we continuously seek investment
opportunities that contribute to the development
of a long-term, sustainable economy.

TEACHING PROSPERITY
Good governance plays a significant role
in the investment ecosystem. To contribute to
the development of these critical skills, we
have a world-class training and development
programme that is available to all South Africans.
Our Financial Wellbeing Programme raises
the bar by promoting ethical and responsible
practices for asset owners. Our efforts extend
beyond institutional clients, as we also educate
individuals on basic financial matters, with
the aim of improving financial behaviour and
increasing the likelihood of clients achieving their
set financial goals. We do all this because we
know that for our business to grow, the financial
circumstances for our customers need to improve.
By providing accessible financial services,
ensuring fair customer outcomes and promoting
financial education, we have geared Old Mutual

PETER, WHO TOOK OVER
THE REINS AS CEO OF
OLD MUTUAL EMERGING
MARKETS IN JUNE THIS
YEAR, IS NO STRANGER
TO OLD MUTUAL. THE
FIRST STAGE OF HIS
OLD MUTUAL CAREER
WAS BETWEEN 1997
AND 2005, AT WHICH
TIME HE WAS, AMONG
OTHER ROLES, DEPUTY
MANAGING DIRECTOR
OF OLD MUTUAL’S SA
BUSINESS. BEFORE HIS
RECENT RETURN TO OLD
MUTUAL, HE WAS GROUP
CEO OF ALEXANDER
FORBES AND GROUP
CEO OF NMT CAPITAL
– A COMPANY HE COFOUNDED IN 2002. HE
WAS ALSO CHAIRMAN
OF VODACOM UNTIL
JULY 2017. PETER IS THE
CHAIRMAN OF BUSINESS
AGAINST CRIME SOUTH
AFRICA AND SITS ON THE
ADVISORY BOARD OF
STELLENBOSCH BUSINESS
SCHOOL.

We are one of the largest asset managers in
South Africa and, as a result, the custodian
of sizable assets. We can – and have
previously – wielded significant influence when
deciding how to invest both for investment
return and maximum societal impact. We
remain committed to growing the wealth of our
customers by delivering market-beating returns in
a responsible and sustainable manner.
Our organisation is 172 years strong, with a
history of successfully partnering with our clients
during times of uncertainty. During this period,
we have assisted them in achieving financial
goals over many lifetimes. As we look towards
the managed separation of the Group, we
remain as steadfast in our values as we were in
1845. We seek to unlock and create significant
long-term value for all our stakeholders and have
remained focused on our commitment to South
Africa and its ongoing prosperity.
In bringing to life the vision of this great
business, we are driven by our stated goal:
enabling positive futures. We are fuelled by
a passion to make real the things that matter.
This manifests in our constant engagement in
activities that drive the economy, while shaping
social transformation. We do this simply
because the catalytic effect of enabling positive
futures is undeniable.
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NATIONAL DEVELOPMENT PLAN

WHAT WILL
SOUTH AFRICA
LOOK LIKE
IN 2030?

TREVOR SERVED AS SOUTH
AFRICA’S FINANCE MINISTER
FROM 1996 TO 2009. HE
WAS FIRST APPOINTED TO
CABINET AS MINISTER OF
TRADE AND INDUSTRY IN
1994. DURING HIS LAST
TERM IN OFFICE, FROM 2009
TO 2014, HE SERVED AS
MINISTER IN THE PRESIDENCY
RESPONSIBLE FOR SOUTH
AFRICA’S NATIONAL
PLANNING COMMISSION.
HE ALSO SERVED TWO TERMS
AS CHAIRPERSON OF THE
DEVELOPMENT COMMITTEE
OF THE WORLD BANK. HE IS
CHANCELLOR OF THE CAPE
PENINSULA UNIVERSITY
OF TECHNOLOGY AND
PROFESSOR EXTRAORDINAIRE
AT THE UNIVERSITY OF
JOHANNESBURG. TREVOR
HAS BEEN A NON-EXECUTIVE
DIRECTOR AT OLD MUTUAL
PLC SINCE JANUARY 2016.

INCLUSIVE GROWTH

“Economics is about people – their
work, their ownership of productive
assets or lack of it, their share of
what they produce, what they buy
and sell, their accommodation, their
recreation – in fact, every element
which we describe as quality of
life flows from the structure and
management of the economy.”
TREVOR MANUEL, CHAIRMAN, OLD MUTUAL EMERGING MARKETS
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T

his is an abstract from the resolution
on economic policy adopted at the
ANC’s Conference in 1997, which
marked Madiba’s exit as president
of the ruling party. It encapsulates the way
he saw Government’s role in the broader
economy.
At the time of its inception, the National
Development Plan (NDP) was destined to
plot a course of action for South Africa
until 2030, encompassing not only
economic factors, but broader societal
and governmental issues. Although there
has been some contestation about the
NDP’s objectives and its implementation,
it remains an opportunity to provide the
public and private sectors as well as
society at large a unique opportunity to
jointly plan, deliver and implement a new
South Africa.
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NATIONAL DEVELOPMENT PLAN

Development plans around the world have been
most successful where they have had social
support. It’s always been highlighted that an
active citizenry is central to the implementation
of the NDP. The success of this plan, regarded
as one of the country’s most strategic initiatives,
will ultimately depend on a collaborative
approach by public, private and nongovernmental sectors with citizen participation.

THE FUTURE NEEDS A PLAN
For our nation to meet its potential, South
Africa’s trajectory post democracy needs
realignment. We need to change course and
allow the NDP to steer us towards fully realising
our constitutional values of human dignity, the
achievement of equality and the advancement
of human rights and freedoms.
Our NDP aims to eliminate poverty and reduce
inequality by 2030. Twenty three years into
democracy and just 13 years away from that
target date, there is still broad consensus in
the market that South Africa remains a highly
unequal society, with poverty, inequality and
unemployment as its three main challenges.
The economy needs to grow at a faster rate
and in a more inclusive way that will benefit
all citizens.

“REDUCING
POVERTY BY
TACKLING
UNEMPLOYMENT
AND DEALING WITH POOR
EDUCATION ARE THE

MOST CRITICAL AREAS OF
FOCUS.”

South Africa has a large and sophisticated
economy, and is recognised for having a
number of sound and effective financial systems.
The country has historically ranked the highest
of all African countries in the World Economic
Forum’s Global Competitiveness Index (which
focuses on the quality of its institutions, the
strength of auditing and reporting standards,
efficacy of boards and protection of minority
shareholders’ interests). However, there are
weaknesses that South Africa has to address to
enhance its competitiveness and global image
at large. The country needs an economy that
is inclusive, more dynamic and one in which
the fruits of growth are shared equitably. When
the NDP was crafted, consideration was given
to how we could breathe activity into securing
all of the rights articulated in the South African
Constitution.

themselves and their cronies. Those left behind are the poor and vulnerable.
The NDP, like the Constitution, should be a plan for all our people and not
merely for the State.

Almost four years after tabling it in parliament,
there is no visible programme for the NDP’s
implementation, despite a number of projects
being currently underway. I am not sure that
there is adequate pressure to follow through
on measurable implementation. The current
leadership is failing to provide an inclusive
place for the involvement of the majority.
Moreover, the increasing reports and evidence
of rampant corruption suggest that too many
individuals occupy positions of authority for

Within this crisis, the private sector has an opportunity to get involved and use
its capital for both purpose and performance. It’s becoming increasingly clear
that to improve our education system, strong, effective partnerships will be key.
An illustration of this point is the success of Partners for Possibility, a co-action,
co-learning partnership between school principals from under-resourced schools
and business leaders for a creative solution to South Africa’s education crisis.
Partners for Possibility has earned local and global acclaim, including being
awarded the Institute for Justice and Reconciliation’s Reconciliation Award for its
work in strengthening the fabric of society in South Africa.
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AN EDUCATED APPROACH
Reducing poverty by tackling unemployment and dealing with poor education
are the most critical areas of focus. It is a fact that 80% of South Africa’s schools
are dysfunctional. The latest Trends in International Mathematics and Science
Study (TIMSS) highlighted how a shocking 27% of pupils who have attended
South African schools for six years cannot read, compared with 4% in Tanzania
and 19% in Zimbabwe. We are bottom of the class and we clearly need a new
approach as quality education leads to gainful employment. The number of
unemployed youth in South Africa is a travesty.
Low maths literacy, untrained teachers, high dropout rates, overcrowded
classrooms, poor leadership and management – a myriad of challenges call
for a greater investment into quality education for the country. And the solutions
cannot be the sole responsibility of Government.

This unique leadership development and social support hybrid model stresses the
need to link educators with their communities and the business sector. This year

INCLUSIVE GROWTH
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Many of the aforementioned issues relate to
the values of the Constitution. We have the
most remarkable Constitution – a bridge from a
horrible past that we must remember – but we
must continue to work at building a different
future. In that we find inspiration and hope.

WHAT ROLE CAN BUSINESS PLAY?
If we are to ever see the kind of South Africa
we envisioned when crafting the NDP, business
needs to participate and be active partners
in every aspect of economic growth and
employment creation. It must also be a voice
for peace and development and combating
corruption and cronyism. There is a trust deficit
in South Africa and it is affecting our economic
growth. Business doesn’t trust Government and
is disinclined to invest, which means that no jobs
are created. Read more about the bridge that
needs to be built between the private sector and
Government in Mills Soko’s article on page 10.

Old Mutual teamed up with Partners for Possibility, pairing 10 senior managers
from Old Mutual with a school principal for coaching and mentoring for the
entire year. This partnership forms part of Old Mutual’s initiatives in supporting
education and is now part of our staff volunteerism offering. The programme
has been whole-heartedly endorsed by a number of other great South Africans,
including Desmond Tutu and Thuli Madonsela.

BEING PROUDLY SOUTH AFRICAN
Regardless of where we are – in trade unions, business, politics or generally
in civil society – we can make a contribution to the economy by moving out of
our comfort zones and establishing a new basis for going forward. In order to
achieve this, the issue of social cohesion and nation building is most in need of
South Africa’s attention.
Mutual respect is the foundation for our Constitution, and this should be the
basis for our plans to create opportunities. Chapter 15 of the NDP focuses on
Transforming Society and Uniting the Country. Its main aim is to depict how to
build a caring democracy so that Government can lead broader society into
involvement. However, in light of the present issues – be it the state of Eskom or the
State of Capture report – it is unclear if the proposals to root out corruption, titled
“Fighting Corruption” in Chapter 14, are understood or acted on.
The rate of crime and general criminality in this country is increasing at an appalling
rate. According to the latest statistics, in 2015/16 a murder was recorded on
average 51.2 times a day, on average 57 houses were robbed each day and 40
cars were hijacked per day. Chapter 12 on Building Safer Communities is clear in
its recommendations on policing – from demilitarisation to the accountability of the
South African Police Service. There should also be community and private sector
participation in crime prevention and safety initiatives.

Without business, the objectives of the NDP
cannot be achieved. It is crucial for business
and Government to work together to drive
competitiveness and promote long-term growth,
as well as the creation of jobs. However,
collaboration needs persistent engagement.
A long-term view, investment in relations and
effective governance arrangements also all
need to be in place to achieve the desired
outcomes.
As a responsible investor, Old Mutual Investment
Group has committed capital towards our
country’s education. The Schools and Education
Investment Impact Fund of South Africa (Schools
Fund), launched in 2012, was the first fund
of its kind in the country and is an impressive
example of impact investing by the private sector
for quality education. Funded by Old Mutual
Life Assurance Company of South Africa, the
Government Employees’ Pension Fund (managed
by the Public Investment Corporation) and the
Eskom Pension and Provident Fund, the Schools
Fund is managed by Old Mutual Alternative
Investments’ Development Impact Funds team;
it aims to improve the quality of education by
creating access to affordable, independent
schools. It has funded 24 schools across the
country to date.
If the NDP succeeds, the South Africa of today
will look very different in 2030. The economy
will be more inclusive and dynamic and will
share the fruits of growth equitably. The future
is a matter of choice; we need to collectively
ask ourselves what the opportunity cost of
not participating, becoming involved and
supporting the planning, institutionalisation and
implementation would be.

2017 | TOMORROW – AS INVESTED AS YOU ARE

10

THE TRUST FACTOR

HEALING THE RIFT
There has been a deterioration in relations between
Government and business in South Africa, most
recently witnessed in their interaction around
Government’s proposed changes to the Mining
Charter. Conflict between these two key pillars of
South African society is not a new phenomenon as
the tension stretches back decades.
MILLS SOKO, DIRECTOR OF THE UNIVERSITY OF CAPE
T O W N ’ S G R A D U AT E S C H O O L O F B U S I N E S S

A

s Michael Spicer, the former CEO of Business Leadership South
Africa, previously noted, South Africa’s history (most notably
apartheid and race) has ensured that the kind of cultural
homogeneity, shared world views and goals that underpin other
successful societies have never characterised this country’s governmentbusiness relations.
While the release of Nelson Mandela and the unbanning of the African
National Congress (ANC) ushered in a period of closer interaction
between the two, it was short-lived. During former President Thabo
Mbeki’s tenure, the ANC government frequently berated (rightly so, in
some cases) the business community for criticising its policies and publicly
voicing concerns about political risks. Despite adopting a market-friendly
approach, it appeared that the Mbeki administration distrusted the
overwhelmingly white business community. At the same time, business
was concerned about the lack of clarity over economic policy within the
Tripartite Alliance (comprising the ANC, the South African Communist
Party and the Congress of South African Trade Unions).

A WIDENING TRUST DEFICIT
Under the Jacob Zuma administration, relations between business and
Government have significantly deteriorated. The #GuptaLeaks scandal
suggests that a chosen few business leaders have come to enjoy great
success due to their political affiliations, as opposed to their standing in
the business community. This has been to the detriment of the country’s
economic growth and poverty alleviation measures have been limited
as a result. The incident has prompted an increasing number of business
leaders to speak out against the quality of leadership in Government.
Trust in their ability to respect the needs of the economy and act in its best
interests is at an all-time low.
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VISIONARY AND EFFECTIVE

LEADERSHIP

FROM GOVERNMENT,
COUPLED WITH

STRONG SUPPORT

FROM THE BUSINESS
SECTOR, LABOUR UNIONS
AND BROADER CIVIL SOCIETY,
IS REQUIRED...

INCLUSIVE GROWTH

BUILDING TRUST:
CAN IT BE DONE?

Instead of engaging and allaying the fears of
the business sector, the Zuma administration
has chosen to castigate it for a perceived lack
of patriotism. Concepts like White Monopoly
Capital and Radical Economic Transformation,
which have made their way into the public
domain, and are thought to stem from an
orchestrated campaign devised by Gupta
public relations firm Bell Pottinger, have only
served to widen the chasm.

THE BUSINESS OF ARROGANCE
Business is not blameless either. All too often
its leaders have not provided a much-needed
counterbalance to the Government’s policy
discourse. In many instances, the business
sector’s stance on policy issues – notably
around calls for transformation – has been
defensive. Furthermore, the business sector has
tended to display an arrogant and a know-it-all
attitude.
None of this is helping the country to overcome
the devastating effects of unemployment,
poverty and inequality or to halt the decline of
the economy, which is reeling from the effects
of a triple credit rating downgrade. Instead of
working together to address these problems,
business and Government have opted to go
it alone, often operating at cross-purposes to
each other.
With the country at its lowest ebb since
1994 and the threat of economic collapse a
clear and present danger, both sides need to
engage with the aim of healing this divide.
Visionary and effective leadership from
Government, coupled with strong support from
the business sector, labour unions and broader
civil society, is required to reverse South
Africa’s economic underperformance.
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Bridging the gap between Government and
business will ultimately hinge on successfully
rebuilding the shattered trust between the
two. This will require the cultivation of new
and meaningful relationships between their
respective decision-makers based on a mutual
acceptance that they have different but
complementary strengths. In practical terms,
a mechanism is needed to bring together
business and key government departments to
engage in constructive dialogue and ideasharing. This mechanism should also facilitate
the strategic and systematic management of
the interactions between Government and
business.

FROM 1994 TO 1995,
MILLS WORKED AS
A RESEARCHER ON
PARLIAMENTARY AFFAIRS
AT THE INSTITUTE FOR
DEMOCRACY IN SOUTH
AFRICA, MONITORING
AND PREPARING
REPORTS ON THE WORK
OF PARLIAMENTARY
COMMITTEES IN THE
COUNTRY’S FIRST
DEMOCRATIC NATIONAL
LEGISLATURE. IN 1996, HE
JOINED THE NATIONAL
COUNCIL OF PROVINCES
(NCOP) – THE UPPER
HOUSE OF THE SOUTH
AFRICAN PARLIAMENT – AS
A RESEARCHER FOR THE
SELECT COMMITTEES ON
TRADE AND INDUSTRY,
FOREIGN AFFAIRS, AND
PUBLIC ENTERPRISES.
THIS WAS FOLLOWED BY
AN APPOINTMENT AS
HEAD OF POLICY AND
LEGISLATIVE RESEARCH IN
THE NCOP. IN ADDITION
TO HIS ROLE AT THE
UNIVERSITY OF CAPE
TOWN’S GRADUATE
SCHOOL OF BUSINESS,
HE IS THE FOUNDING
DIRECTOR OF MTHENTE
RESEARCH AND
CONSULTING SERVICES.

Overall, we need to develop a tangible
sense of common purpose that centres on the
pursuit of national interest. The current impasse
between business and Government has
brought the country to a crossroads. There is
widespread agreement that we need inclusive
structural transformation of the economy. We
can either rise to the challenge and walk the
path to prosperity together or we can continue
on the current trajectory where progress is
stifled and creative energies are burned up in
the courtroom. The choice is ours to make.

TOGETHER

INSTEAD OF WORKING
BUSINESS AND GOVERNMENT HAVE OPTED
TO GO IT ALONE OFTEN OPERATING
AT CROSS-PURPOSES TO EACH OTHER.

,
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SOUTH AFRICA IN REVIEW

THE GENESIS OF A
LOW GROWTH TRAP
South Africa — along with other emerging
market economies, such as Brazil, the
Philippines and Turkey — has, over a 23-year
period, been unable to significantly increase its
per capita GDP growth rates.

Chart 1 presents a cross-country
comparison of per capita GDP growth
rates from 1990 to 2013, and shows that
South Africa’s real GDP per capita grew on
average one percent a year for 23 years.
This slow growth has occurred in an era
dominated by emerging markets such as
China and India, which have recorded
growth rates of between 5% to 9% a year
for over two decades.

H A R O O N B H O R AT, P R O F E S S O R O F E C O N O M I C S I N T H E S C H O O L O F
ECONOMICS AND DIRECTOR OF THE DEVELOPMENT POLICY RESEARCH
UNIT (DPRU), UNIVERSITY OF CAPE TOWN (UCT)
K I R S T E N VA N D E R Z E E , E C O N O M I S T AT T H E D P R U ,
SCHOOL OF ECONOMICS, UCT

CHART 1

Source: International
Monetary Fund
Economic Outlook
2014, authors’
calculations
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South Africa’s experience is strongly
representative of an economy in the
midst of a middle income country
growth trap — a cycle of persistently
low economic growth that middle
income economies cannot escape.
Countries in a growth trap are
typically on a capital-intensive path of
industrialisation, a consumption- rather
than an investment-driven growth
trajectory, and a growth path built
on sectors that are not employmentintensive.

INCLUSIVE GROWTH
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ONE OF THE MOST

UNEQUAL MIDDLE INCOME
COUNTRIES IN THE WORLD
HAS BECOME POSSIBLY THE MOST UNEQUAL COUNTRY
HOW DID WE GET HERE?
Placed in the context of low and high growth
emerging economies, the data illustrates that
South Africa lags in numerous key areas. Firstly,
its fixed investment and savings rates (19% and
17% of GDP in 2010) are well below those of
high growth emerging economies such as China
(48% and 52% in 2010). Where investment
has grown in South Africa, it has largely been
driven by the private sector through large-scale,
capital-intensive projects in the mining, platinum
and automotive industries, which in turn reinforce
the economy’s growth trajectory. Secondly,
although efforts have been made to increase
competitiveness and reduce domestic oligopoly
power, trade growth has been slow. This is
partly due to labour market constraints and a
volatile exchange rate. Growth in production
for the export market and diversification have
therefore been relatively weak compared with
other upper-middle income economies. Thirdly,
the apartheid regime produced a highly unequal
education system. As a result, the quantity
and quality of human capital in South Africa
remain poorly matched to meet the conditions
required for the diversification of exports and the
absorption of labour.
At the sectoral level, South Africa’s lacklustre
growth has been uneven: post-apartheid
South Africa has thus delivered an economy
characterised by an eroding primary sector and
a manufacturing sector that lacks dynamism
and diversity. In turn, though, the modest
growth levels since 1994 have been marked
by a rise in financial and business services,
and wholesale and retail trade. In short, this
post-apartheid growth path has been built
around South Africa’s sophisticated and globally
competitive financial sector and its consumerdriven domestic aggregate demand. The failure
to expand the manufacturing sector — where
the share of GDP has remained at under 20% for
over two decades — through a large quantum
of low wage jobs has, however, resulted in very
poor levels of employment generation. This has
in turn perpetuated high levels of unemployment
and income inequality. Sustaining longer-term
growth, which underpins employment and rising
living standards, would therefore have to involve
production from a far broader spectrum of the
economy than just the tertiary sector.

THE ANGST OF A MIDDLE
INCOME COUNTRY

HAROON HAS COAUTHORED TWO BOOKS
ON LABOUR MARKET AND
POVERTY ISSUES IN SOUTH
AFRICA. HIS RESEARCH
INTERESTS COVER LABOUR
ECONOMICS, POVERTY AND
INCOME DISTRIBUTION. HE
IS A MEMBER OF THE WORLD
BANK’S ADVISORY BOARD
OF THE COMMISSION ON
GLOBAL POVERTY, AND
SITS ON THE PROGRAMME
COMMITTEE OF THE 2017
INTERNATIONAL ECONOMIC
ASSOCIATION WORLD
CONGRESS. HAROON WAS
RECENTLY APPOINTED AS AN
ADVISOR ON THE SOUTH
AFRICAN PARLIAMENT’S
HIGH LEVEL PANEL ON THE
ACCELERATION OF CHANGE
AND TRANSFORMATION.
HE WAS AN ECONOMIC
ADVISOR TO TWO PAST
FINANCE MINISTERS AND
TWO PREVIOUS PRESIDENTS,
SERVING ON THE
PRESIDENTIAL ECONOMIC
ADVISORY PANEL.

KIRSTEN IS COMPLETING
THE SECOND YEAR OF
HER MASTERS IN APPLIED
ECONOMICS AT UCT, WHILE
WORKING AT THE DPRU. SHE
HAS BEEN AN ACTIVE TUTOR
IN MICROECONOMICS,
MACROECONOMICS,
ECONOMETRICS AND
MATHEMATICS FOR
ECONOMICS
AT THE SCHOOL OF
ECONOMICS.

South Africa’s household poverty levels
have not changed significantly since
the onset of democracy. But perhaps
much more worryingly, the data suggests
that household inequality levels in the
aggregate have increased sharply;
specifically the national Gini coefficient
has increased from 0.62 in 1995 to 0.66
in 2010. Hence, in the post-apartheid
period, one of the most unequal middle
income countries in the world has become
possibly the most unequal country.
Arguably, the uneven pattern and low
level of economic growth lie at the core
of this welfare outcome, which has
ensured that a minority of high-end, welleducated households at the top of the
distribution have gained relative to those
at the bottom end. This lack of pro-poor
growth is a direct manifestation of a pathdependency in growth that consistently
favours modes of economic activity that
reproduce patterns of inequality and
marginalises employment creation.
An undiversified export profile, a low
quality schooling system, and insufficient
savings and investment levels, all serve
to perpetuate this low growth trap.
This has resulted in a growth path that
favours capital intensity over labour
intensity; the currently endowed over the
marginalised; and heavy manufacturing
over light manufacturing. Some of these
growth path dependency constraints
are reinforced by political economy
issues, which lead and shape investment
decisions, and poor decisions in areas
related to microeconomic policy. It is this
combination of factors that is responsible
for low growth and the perpetuation of
a growth path that is currently unable to
engender strong redistributive outcomes
and employment gains for the benefit of
the South African population.
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ETHICAL LEADERSHIP

A NEW AGE
OF ETHICAL EXCELLENCE
GIDEON POGRUND, DIRECTOR: ETHICS AND GOVERNANCE
T H I N K TA N K , T H E U N I V E R S I T Y O F P R E T O R I A’ S G O R D O N
INSTITUTE OF BUSINESS SCIENCE (GIBS)

A joke used to do the rounds in business
schools:
“If there was a course on business ethics,
it would be the shortest in the curriculum.”

There has, however, been a quiet yet dramatic
transformation of corporations – from an
amoral entity solely focused on maximising
shareholder wealth within the parameters of
the law, to a moral protagonist.
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I

ncreasingly, companies are expected to answer a
wider set of questions: “What is our purpose? What
is our contribution to society? What values should
guide our behaviour? What do we owe others – our
shareholders of course, but also other stakeholders such
as our employees, our customers and the communities
in which we operate?” At Harvard Business School,
they talk about a “new performance standard”
for world-class companies, distinguished by the
achievement of both financial and ethical excellence.
While this transformation is part of a global trend, it
is especially urgent and vital in South Africa because
of the country’s huge ethical and societal challenges
and low trust levels. Ratings downgrades, a recession,
poverty, unemployment, corruption, compromised
institutional integrity, social polarisation, populist
political agendas – all of these issues threaten the
conditions for the success of business and the country.
To address these challenges, business needs to assume
the role of a moral protagonist. However, while this is
already unquestionably the direction in which business
is moving, indifference and scepticism remain.

INCLUSIVE GROWTH

These attitudes stem from well-entrenched
stereotypes about ethics: they are abstract,
predictable and boring. Ethics are often viewed as
being about no more than “tick box” compliance
with rules and regulations – a necessary cost of
doing business perhaps, but a nuisance or an
irritation. Similarly, ethics are often regarded as
synonymous with Corporate Social Investment (CSI)
– which, for all its positive impact, does not form an
integral part of a company’s commercial activities
and, as such, remains limited in scope and scale.

I AM BECAUSE YOU ARE
The need for business to move ethics to the centre
of organisational decision-making is rooted in our
inherent interconnectedness. This is illustrated by a
newspaper article (Fears over KZN lagoons and
beaches, The Mercury, 23 March 2009) about a
man who recounted how he had gone for a swim in
a lagoon near his holiday cottage on the KwaZuluNatal south coast – as he had for many years – and
ended up infected with a deadly bacterium that
had him fighting for his life. The lagoon, he said,
looked “unspoiled” and “pretty much the way it did
when Vasco da Gama first saw it”, but the water
had become poisoned by necrotising fasciitis, a
flesh-eating bacterium which rapidly invades the
body. Knocking his foot against a submerged rock
caused his toes to bleed, and it was only when he
became feverish a few hours later that he went to a
doctor who diagnosed his condition. He recovered
only after surviving multiple organ failure and the
amputation of most of his leg.
What happened to him was of course not his fault
– all he did was go for a swim. Almost certainly,
the lagoon was polluted with this deadly organism
because communities living upriver were dumping
raw sewerage into it. When communities don’t
have proper sewerage facilities this is bound to
happen. But the man’s personal experience is
a dramatic illustration of the fact that we do not
operate in a vacuum; this incongruity offers a
chilling reminder of our interconnectedness. And it
is the same with companies as it is with individuals:
we are impacted by the broader environment. As
such, we have wider responsibilities which we
ignore at our peril.

JOINING THE DOTS
In South Africa, there are seemingly two parallel
worlds – what Colin Coleman, managing director
at Goldman Sachs, calls a “two speed society”.
One society is “modern, sophisticated, skilled,
dynamic and increasingly affluent and nonracial” while the other is made of people who are
“marginalised, unskilled, poor and young, mostly
rural or peri-urban outcasts, increasingly restless
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HOW CAN BUSINESS

DIFFERENT
STAKEHOLDER
GROUPS AND BETTER ESTABLISH
ITS LEGITIMACY, MAKING IT

BUILD TRUST WITH

HARDER FOR POPULIST POLITICIANS
TO UNLEASH THEIR

DANGEROUS AGENDAS?”
and bereft of hope”. Failure to appreciate that
one world will inevitably impinge on the other is
to live in a fool’s paradise.

GIDEON
CONCEPTUALISED,
ESTABLISHED AND
NOW DIRECTS THE
GIBS ETHICS AND
GOVERNANCE THINK
TANK. WORKING WITH
SENIOR BUSINESS
LEADERS, THE THINK
TANK’S PURPOSE IS TO
EXPLORE, DETERMINE
AND INFLUENCE HOW
SOUTH AFRICAN
BUSINESS CAN FOLLOW
A MORE ETHICAL
APPROACH AND
THEREBY HELP SECURE
THE CONDITIONS FOR
ITS SUCCESS. HE IS
THE CO-FOUNDER OF
ETHICS EVOLUTION, A
CONSULTANCY WHICH
HELPS COMPANIES
ACHIEVE COMPETITIVE
ADVANTAGE THROUGH
IMPROVING THE
ETHICAL THINKING
AND BEHAVIOUR OF
THEIR EMPLOYEES.
HE IS A CAMBRIDGE
UNIVERSITY GRADUATE,
A RABBI AND A
FORMER COMMODITY
TRADER WHO HAS
PARTICIPATED IN HIGHLEVEL ACADEMIC,
GOVERNMENT AND
INTER-FAITH FORUMS,
AND FEATURES AS
AN INTERNATIONAL
SPEAKER AND SCHOLARIN-RESIDENCE.

It is difficult to run a successful company in a
failing society. This, in a sense, is at the heart of
the current crisis threatening the sustainability of
South African business. But in this crisis lies an
opportunity. Following his sacking as Finance
Minister, Pravin Gordhan exhorted South
Africans to “join the dots”. On one level, this
has to do with developing a systemic analysis
of our situation – recognising the fundamental
and underlying problem as opposed to focusing
on what may appear to be its sporadic and
disconnected manifestations. On another
level, “join the dots” is about collaboration
between diverse stakeholders in pursuit of ethical
transformation and leadership, institutional
integrity and inclusive growth.
Many South Africans regard business as an
inherently negative force, as benefiting the rich
at the expense of the poor. The narratives and
rhetoric of populist politicians – in particular,
those who speak of “white monopoly capital”
– give expression to these attitudes, and in turn
inflame them. Some clearly do this for cynical
purposes, seeking to win public support or
deflect attention away from their own narrow
agendas and failures. But for business, the
practical question is:
How can it build trust with different stakeholder
groups and better establish its legitimacy,
making it harder for populist politicians to
unleash their dangerous agendas? How can the
narrative be shifted, repositioning business as a
force for good in South Africa?
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ETHICAL LEADERSHIP

TO MAKE A CONNECTION
Lord John Browne, who served as CEO
of British Petroleum from 1995 until
2007, recently published a book called
Connect: How companies succeed
by engaging radically with society.
Drawing on personal experience as
well as interviews with leaders of major
international corporations, he outlines
a model for what he calls “connected
leadership”. Browne’s model is closely
related to the view of the corporation as
a moral protagonist. Here are three tenets
which have great relevance to South
Africa:
First, it is vital that companies
define their contribution – or
why they are needed by society.
They need to discover and articulate a
purpose beyond maximising shareholder
value. Paul Polman, CEO of Unilever,
defines sustainability as “the right to
produce profits long into the future
given to firms that contribute to human
progress”. The purpose of Unilever’s
Lifebuoy soap, for example, is defined in
terms of “a movement to improve lives”.
Linking economic, product and social
missions, it offers a win/win opportunity
for business and society and includes the
target of educating 1 billion people in
100 countries about the benefits of handwashing.
Second, business needs to
professionally manage its
relationship with society.
It is wrong to dismiss stakeholder
TOMORROW – AS INVESTED AS YOU ARE | 2017

engagement as a fluffy function that is
extraneous to core commercial activities.
It should be recognised as crucial to
commercial success, and appropriately
resourced. This includes senior executives
applying a significant portion of their time
to managing societal connections.
Third, business needs to “engage
radically” with different societal
stakeholders. This doesn’t mean simply
accepting their positions or agreeing with
their criticisms. Illogical demands and
unreasonable expectations should not
be left unchallenged. It means carefully
listening to what others have to say and
being willing to engage in a process of
self-reflection.
Nicky Newton-King embodied this
approach when, in late 2015, the
Economic Freedom Fighters (EFF) marched
on the Johannesburg Stock Exchange (JSE).
Their leader, Julius Malema, lambasted
“white pigs who treat blacks like dogs”,
and the mood in the crowd was tense
and angry. It would have been easy for
Newton-King, the CEO of the JSE, to remain
in her ninth floor office and ask another
colleague to fetch the EFF’s memorandum.
But she believed that it was her responsibility
to show visible leadership at a tense time
in South Africa’s history, coming as it did
at the end of nearly 10 days of violent
protests around the country. In her words,
“To understand concerns, one has to listen.
That does not mean one needs to agree,
but if one does not make an effort to listen
properly to what is being said, how can
one properly respond?”

There has been a growing attempt by
business to engage with broader society
and to directly address ethical and
social challenges. Examples include the
CEO Initiative and the work of Business
Leadership South Africa, as well as the
efforts of a number of companies to
develop business models which merge
financial and social imperatives. There
needs to be much more of this, and here
in the midst of our crisis lies the opportunity
for business – to build trust with diverse
societal stakeholders and work together
to achieve collective impact. Doing
so will depend on assuming the role
of moral protagonist – clearly defining
its contribution, applying professional
management and engaging radically.
Upon this rests the future of South African
business and society.

IT IS DIFFICULT
TO RUN A

SUCCESSFUL
COMPANY IN A
FAILING
SOCIETY.
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LET’S GET
TO WORK
This year I went to Lagos for an investor
conference at which we were given the
opportunity to engage with several CEOs in
the Nigerian economy. Out of pure curiosity,
I asked them what their views were on the
current South African economic environment.
Their answer: “You (South Africans) are letting us

down.” In the same vein, a week following that trip
I was in Windhoek, Namibia for a roadshow and
enquired why certain reforms were taking so long
to implement. Their response: “If it hasn’t happened
in South Africa, then it definitely won’t happen here.
We follow your lead.”
At that moment, South Africa’s importance in
the African context truly dawned on me. I had
underestimated just how highly the rest of the
continent regards our country and the fact that
they use us as the blueprint for their own economic
development.
T I N Y I K O N G W E N YA , E C O N O M I S T: M A C R O S O L U T I O N S ,
OLD MUTUAL INVESTMENT GROUP

THE MAIN REASON BEHIND OUR

UNEMPLOYMENT CRISIS
IS A MISMATCH BETWEEN

TOO MUCH UNSKILLED LABOUR
AND INSUFFICIENT SKILLED LABOUR

AS PART OF THE ECONOMIC RESEARCH UNIT, TINYIKO ANALYSES
MACROECONOMIC DATA AND ECONOMIC POLICY ISSUES
AFFECTING THE INDUSTRIES IN WHICH OLD MUTUAL INVESTS. SHE
ALSO REPORTS TO CLIENTS ON THE FUNDAMENTAL AND CYCLICAL
ASPECTS OF THE DOMESTIC ECONOMY. TINYIKO SERVED HER
CHARTERED ACCOUNTING ARTICLES AT OLD MUTUAL, FIRST AS A
CREDIT ANALYST AT FUTUREGROWTH ASSET MANAGEMENT AND
LATER AS AN EQUITY ANALYST WITHIN GLOBAL EMERGING MARKETS.

AFRICA’S GATEWAY
Ranked 25th after Austria, South Africa is the
only African country that is included in the
2017 A.T. Kearney Foreign Direct Investment
(FDI) Confidence Index; an index that tracks
the foreign direct investment intentions of top
executives of the Global 1 000 companies.
By virtue of inclusion, global corporations see
South Africa as the gateway to Africa and are
prepared to invest as soon as the country’s
political environment improves. By FDI project
numbers, South Africa remains the largest FDI
hub on the continent, attracting 20.6% of the
continent’s total FDI projects in 2016.

This lead can be attributed to the South African
government, which identified insufficient
infrastructure as the main obstacle to unlocking
macroeconomic growth and provided the private
sector with a number of projects that they could
participate in to narrow the deficit.
Government’s action originated in the Growth,
Employment and Redistribution (GEAR) strategy
introduced in 1996, which aimed to achieve
macroeconomic stability and the rapid creation
of employment. GEAR was premised on the idea
that creating an investment-friendly business
environment would attract FDI and enable South
African firms to compete in the global market.
This in turn would generate employment. GEAR
was effective in that the economy grew at an
impressive rate of 4% in the year that it was
implemented, and as a result, the current account
deficit became more manageable – providing
a more stable macroeconomic landscape with
steadily growing exports. However, GEAR did
not solve South Africa’s critical unemployment
crisis, which rose from 20% to a high of 27.7%
between 1996 and 2016.
2017 | TOMORROW – AS INVESTED AS YOU ARE
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CHART 1

ADDRESSING UNEMPLOYMENT

AFRICA’S HUB ECONOMIES ACCOUNT FOR THE MAJORITY OF FDI

Source: ERNST & YOUNG

WHAT’S THE REASON BEHIND
OUR UNEMPLOYMENT CRISIS?
In 1994, the newly elected South African
government inherited an economic system
of low growth with mass unemployment. To
address this, it invested heavily in education,
allocating a sizeable sum of the budget
towards this ministry. In the fiscal year ending
March 2016, R213.7bn was spent on
basic education (15% of the total budget).
According to the National Treasury, this is
projected to rise an average of 7.4% annually
over the next three fiscal years. A lack of
investment in basic education is therefore not
the core reason behind South Africa’s high
employment rate but rather the quality thereof.
In fact, according to the United Nations,
South Africa allocates a higher proportion of
its budget towards education than the US, UK
and Germany.
The main reason behind the country’s
unemployment crisis is a mismatch between
too much unskilled labour and insufficient
skilled labour.
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DRIVEN BY THE
DISCOVERY OF GOLD
IN 1886, MINING
TRANSFORMED
THE SOUTH
AFRICAN ECONOMY
INTO THE MOST
INDUSTRIALISED
COUNTRY IN
AFRICA.
The labour market, in
response to the growing
interest by foreign
investors, migrated in
droves to this sector.
At its peak in the 1980s
mining employed
760 000 individuals.
Today this has reduced
considerably to
447 000 as the mining
sector contracted.
Meanwhile, the tertiary
sector of the economy
grew at a faster rate than
the labour force could
be retrained.

At a Department of Science and Technology
seminar in September 2013, Hitachi Power Africa
fleet director for Medupi and Kusile, Mark Marais,
noted that a key constraint facing his company
during the construction of both power stations was
a shortage of experienced engineers, construction
and fabrication supervisors and artisans. South
Africa’s finance sector also suffers from a skills
shortage – it has been estimated that the country
needs another 22 000 qualified accountants in
order to fill the current skills gap. However, the
sector most in need of new skills is information
technology (IT), with between 30 000 to 70 000
skilled IT workers urgently required. This is because
IT systems and networks have increasingly become
the backbone of modern economies, similar to what
roads, railways and ports were during the Industrial
Revolution. Technology companies continue to
see large investments into their stocks as investors
realise that the only companies that will survive are
those with an ability to innovate and stay ahead of
changing times. In fact, Apple, Microsoft, Amazon
and Facebook collectively make up more than
10% of the S&P 500. Naspers in South Africa is
the largest share on the JSE, representing 20% of
the market’s value. Technology is the key to the
economy’s advancement going forward.
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HOW CAN WE FIX THIS?

CHART 2

If we are to compete in the new world economy,
namely the Fourth Industrial Revolution, which
is characterised by fast-paced technological
progress, we need to create the right
infrastructure to train young people to alleviate
the skills gap and reduce unemployment.
The Government can begin to address this
skills shortage simply by investing in focused IT
academies – such as the successful Cisco which
is integrated into the Cape Peninsula University
of Technology – that enrol grade 12 youths
who do not qualify for university entrance. By
introducing such specialist academies, young
individuals who do not have an exemption can
be exposed to the industry through both theory
and practical training within the academies,
partnering with businesses to then learn on the
job and obtain a diploma/degree within that
period. In the IT industry, practitioners typically
learn most of what they do on the job, thus it
is critical for Government to partner with the
private sector to award internship programmes
focused on developing IT skills.

STUDENTS
ENROLLED
BY FIELDS OF
STUDY
TRENDS
IN SOUTH
AFRICA
Source:
Chet data, World
Economic Forum
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Building the right talent for Africa’s jobs of today and tomorrow is critical
and the funding of these IT academies in partnership with the private sector is one key intervention
that Government can employ not only to get the country back on track –
for the rest of Africa to follow suit – but to grow sustainably into the future.

CHART 3

DISRUPTION TO
THE LABOUR
MARKET IN
SOUTH AFRICA
Source: Future of
Jobs Report, World
Economic Forum
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LONG-TERMISM

FOCUSING ON

LONG-TERM
OUTCOMES

HYWEL GEORGE, DIRECTOR OF INVESTMENTS,
OLD MUTUAL INVESTMENT GROUP

The last decade has tested market participants’
ability to withstand short-term volatility while
navigating long-term structural changes.
We live in a world where the pace of change
in politics, technology and social dynamics can
seem astounding, even overwhelming.

HYWEL IS RESPONSIBLE FOR THE DELIVERY OF INVESTMENT PERFORMANCE ACROSS OLD MUTUAL INVESTMENT GROUP’S LISTED
BOUTIQUES AND IS KEY IN PROVIDING THOUGHT LEADERSHIP TO THE BUSINESS AS WELL AS NURTURING AND DEVELOPING
NEW INVESTMENT PRODUCTS. HE HAS WORKED IN INSTITUTIONAL AND PRIVATE CLIENT ASSET MANAGEMENT IN EUROPE AND
THE MIDDLE EAST FOR OVER 25 YEARS. HE HAS MANAGED THE UK AND EUROPEAN EQUITY BUSINESS FOR GOLDMAN SACHS,
MANAGED MORGAN STANLEY’S ASSET MANAGEMENT EQUITY BUSINESS IN EUROPE AND WAS CEO OF DUBAI INTERNATIONAL
CAPITAL, A PUBLIC EQUITY BUSINESS WITH CLIENTS THROUGHOUT THE MIDDLE EAST. PRIOR TO JOINING OLD MUTUAL INVESTMENT
GROUP HE WAS A FOUNDING PARTNER OF INTEGRAL ASSET MANAGEMENT, A UK-BASED BOUTIQUE WEALTH MANAGEMENT FIRM.
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NAVIGATING THE FUTURE AT WARP SPEED

A

merican author and investor Ray Kurzweil, in his book titled
The Singularity is Near, talks about a point in the not-too-distant
future when machine technology merges with, and enhances, human
capabilities. The implication of this for our daily existence is open
for debate. However, what is less debatable are his observations about the
long-term trend towards increasing mechanisation and the exponential growth in
computing power.

This trend is observable today in the field of robotics. For example, the payback
time for an industrial robotic arm has decreased from 5.3 years to 1.5 years
over the period 2010 – 20161. Coupled with this, there has been a rapid
increase in technological sophistication and functionality. Between 2009
and 2015, the Republic of Korea doubled its robot density from 231 to 531
(measured as the number of industrial robots per 10 000 employees2). This trend
is mirrored in other Asian countries as well as in Europe, with the International
Federation of Robotics indicating that by 2019 more than 1.4 million new
industrial robots will be installed in factories around the world.
CHART 1

PAYBACK PERIOD –
THE TIME REQUIRED FOR A COMPANY’S
INVESTMENT IN A ROBOT TO BE RECOUPED
YEAR

2010

2013

2016*

Average selling
price (Rmb K)

463

400

332

No workers
replaced

3

3

3

Workers annual
wages (Rmb K)

31

46

60

Payback period
(years)

5.3

2.5

1.5

SHIPMENTS
OF INDUSTRIAL
ROBOTS TO CHINA
2009

5 525
2012

22 987
2015

*ESTIMATED

66 000

Source: https://www.ft.com/content/1dbd8c60-0cc6-11e6-ad80-67655613c2d6?mhq5j=e3

Will such automation positively or negatively impact economic growth,
well-being and employment levels? The implications are not yet fully
understood. However, many turn to Kurzweil’s work on long-term trend
analysis to try and understand how best to navigate this brave new world.

1 https://www.ft.com/content/1dbd8c60-0cc6-11e6-ad80-67655613c2d6?mhq5j=e3
2 https://ifr.org/img/uploads/Executive_Summary_WR_Industrial_Robots_20161.pdf
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LONG-TERMISM

A SYSTEMIC VIEW
Plotting a route forward in an uncertain world is helped by having a secure
long-term view. For example, our MacroSolutions boutique tracks asset class
returns annually in their Long-Term Perspectives research (visit our website
– www.oldmutualinvest – for the latest issue), with research spanning an
87-year period.
Being a long-term investor is, however, not just about being able to
understand long-term trends. It is also about being able to have a systemic
view of the market and its connectivity to other social and biophysical
systems. Seeing the world in this way results in a clearer appreciation of
how long-standing ESG trends impact the stability and viability of markets.
For us responsible investment is central to our client promise and we see
it as being additive to our competitive advantage. We understand that
for committed long-term investors and other core market actors, the interconnectivity of ESG issues and long-term market returns is no longer an
issue of idle contemplation. In June 2017, Swiss RE announced3 that by the
end of 2017, all of its US$130bn global portfolio will be shifted to ESG
benchmarks.
Within our business Old Mutual Customised Solutions has led the domestic
market with its family of ESG indices. These are low tracking error products
designed to offer market returns with a measurable ESG delta to the
benchmark. In simple terms, such best-in-class strategies offer a very low
cost option on the long-term mispricing of ESG risks. You can read more
about this in Frank Sibiya and Shariefa Parker’s article on page 62.
For asset owners with long-term liability horizons it is becoming increasingly
clear that pursuing short-term returns in a manner that potentially undermines
long-term system stability is not a prudent course of action.

CHART 2
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WHY FOCUSING ON THE LONG-TERM MATTERS
Concern around the short-term focus of investors and issuers can be seen
as problematic at a systemic level. Primarily, short-termism undermines
future economic growth due to the lack of long-term capital investment,
which ultimately leads to slower GDP growth, higher unemployment
levels and lower future investment returns for savers4. To test this thinking,
the global advocacy group Focusing Capital on the Long Term, in
collaboration with McKinsey, undertook research on the performance
of companies with a long-term value focus. Published in the Harvard
Business review5, the research indicates that “companies that manage for
long-term value creation have consistently outperformed their peers since
2001, across almost every financial metric that matters” – see right.
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Global financial crisis

-4
2006
Long term
*indexed to 2001

3 https://www.responsible-investor.com/home/article/swiss_re_makes_130bn_move_to_esg_benchmarks_and_urges_peers_to_follow_suit/
4 http://www.fcltglobal.org/
5 https://hbr.org/2017/02/finally-proof-that-managing-for-the-long-term-pays-off
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THE INTER-CONNECTIVITY OF ESG ISSUES AND

LONG-TERM MARKET RETURNS
IS NO LONGER AN ISSUE
OF IDLE CONTEMPLATION.

MARKET CAPITALISATION, US$ BILLION*

In February 2017, the McKinsey Global Institute also released a
discussion paper titled Measuring the Economic Impact of ShortTermism6. Its main findings were that long-term firms:
■■

Exhibit stronger fundamentals

■■

Deliver superior financial performance

■■

Continue to invest in difficult times

■■

Add more to economic output and growth

20

18

+US$7bn

16

14

He indicated that in the current global context this business approach
represents one of the most significant opportunities for long-term
investment.

12

10

The Harvard professor Michael Porter also spoke of this long-term
systemic approach in his work on shared value. He defined shared
value as “a management strategy in which companies find business
opportunities in social and environmental problems”.

Global financial crisis

These findings show that there are indeed rewards for asset managers
who align their business models and investment approach with long-term
value creation.

8

AS INVESTED AS YOU ARE
As the investment arm of Old Mutual Group, we have a powerful
partnership with the Old Mutual Life Assurance Company (South Africa),
which ensures that we invest with a long-term horizon. Our approach
to responsible investment is an important contributor to maintaining this
culture of long-term thinking and sustainability. We believe this sets us up
collectively for mutual success, and rewards not only our clients but also
our staff and our broader stakeholders.

6

4

2

We take pride in the manner in which we ensure long-term alignment
within and across our multi-boutique structure. Our investment teams
across Old Mutual Investment Group are actively incentivised with
boutique and group level equity. And, because we are as invested as
you are, our fund managers must retain a portion of their incentive pay
in the products they manage. These measures ensure that our teams are
truly aligned with our client outcomes in the long term, which we believe
is at the heart of our consistent, market-leading long-term returns.

0

-2

-4
2005
Long term

2010
Short term

Source: https://www.mckinsey.com/global-themes/longterm-capitalism/where-companies-with-a-long-term-viewoutperform-their-peers

6 http://ww2.oldmutual.co.za/docs/default-source/esg-documents/q1-2017/mgi-shorttermism_vfinal_public.pdf?sfvrsn=2
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TRENDS

2017

5 KEY ESG TRENDS

01

IN IT FOR THE LONG HAUL
Investors are differentiating themselves by gearing
towards the long term as globalisation and technological
advancements have increasingly strained social cohesion
and fanned populist sentiment.
READ HYWEL GEORGE’S
INSIGHTS ON LONG-TERMISM
O N PA G E 2 0 .

Sources: 2017 ESG Trends To Watch, MSCI ESG Research LLC; 8 Sustainability Trends Driving Business In 2017,
University of Cambridge Institute of Sustainable Leadership; 2017 Investment Outlook, Old Mutual Investment Group
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02

LET’S BE THE
CHANGE
The impact of climate change has
been increasingly experienced in
2017, with more countries suffering
the physical consequences. And
despite policy uncertainty on this issue
due to political agendas, investors
are already mitigating exposure to
the physical risks, especially with
regard to energy and the encroaching
scarcity of water in various regions.
The results of this include fund growth
in water efficiency and renewable
energy projects.

03

R E A D M O R E A B O U T C L I M AT E C H A N G E
I N T H E T R U M P E R A O N PA G E 4 8 .

ESG INVESTING AS
A PRECISION TOOL
Research that points to ESG
factors as a financial performance
indicator continues to grow. And
institutional investors are looking
to apply more targeted strategies
to integrate ESG signals across
asset classes, markets and factor
exposures. After recognising that
there is a lack of comparable
year-on-year ESG data, four
years ago Old Mutual Investment
Group partnered with the MSCI
to start building up ESG coverage
on both the South African and
broader African markets.
READ ABOUT THE ESG ALPHA
SIGNAL IN EMERGING MARKETS
O N PA G E 5 2 .

F I N D O U T A B O U T I N V E S TA B L E WAT E R
O N PA G E 3 6 .

04
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#SDGs
The United Nations’ Sustainable Development Goals (SDGs)
have become a de facto framework for bringing together
investors, companies, governments and citizens to protect the
planet, end poverty and promote prosperity. Businesses are
aligning their strategies and delivery plans with the SDGs,
but they may require trade-off decisions.
R E A D M O R E A B O U T T H E S D G S O N PA G E S 2 8 A N D 3 0 .

05

SOCIAL INEQUALITY AT
FEVER PITCH
Escalating social inequality is burdening businesses
and governments, demanding a remedy to the
disparities and resulting conflicts. In today’s world,
how a company responds to these issues will
influence its market competitiveness.
G O T O PA G E S 6 A N D 1 2 T O R E A D M O R E A B O U T
S O U T H A F R I C A’ S I N E Q U A L I T Y C H A L L E N G E S A N D T H E
B AT T L E F O R I N C L U S I V E G R O W T H .
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RESPONSIBLE BUSINESS

DOING
GREAT THINGS
As a proudly African business, Old Mutual
recognises its significant responsibility and role,
in partnership with others, to help create and
support prosperous societies. Our business
decisions take full account of the social, fiscal
and environmental challenges facing today’s
world. We have committed ourselves to enabling
positive futures for our customers and society
through our Responsible Business approach.
WE LEARNED ABOUT HOW THE GROUP DOES THIS
IN CONVERSATION WITH KHANYI CHABA,
HEAD OF OLD MUTUAL EMERGING MARKETS
RESPONSIBLE BUSINESS.

US A LITTLE ABOUT OLD MUTUAL’S RESPONSIBLE
Q TELL
BUSINESS APPROACH.

A

Our Responsible Business philosophy is based on our corporate
purpose, which is to help our customers achieve their lifetime financial
goals while investing their funds in ways that will create a positive future
for them, their families, their communities and broader society. Not only
is this approach the responsible and right thing to do from a humanitarian
perspective, it also makes business sense and is a vital element of ensuring
that our long-term future is sustainable.
We are committed to operating responsibly and making decisions that take
account of their impact on our society. This approach is part of everything
we do – from our day-to-day operations to the way we invest our funds, help
develop local communities and pay our taxes. And our Positive Futures Plan is
our guide to doing this.
Visit https://www.oldmutual.co.za/about-us/aboutresponsible-business/positive-futures for our Positive Futures Plan
We have two key focus areas, both of which relate to our customers’
financial well-being and the way in which we invest their funds. We
contribute to the achievement of the former by promoting a savings culture
through financial education and awareness programmes and creating a culture
of financial self-dependence by mitigating financial risks. We see this as the key
to alleviating poverty and easing the burden on the state on retirement. With
our responsible investment strategy we deploy the funds collected into
investments that fuel the economy, drive growth and deliver infrastructure such as
schools, housing and other essential deliveries that impact the fabric of society.
Our investments are guided by Environmental, Social and Corporate Governance
(ESG) principles.

TOMORROW – AS INVESTED AS YOU ARE | 2017

ARE AFRICAN
Q
ORGANISATIONS SHIFTING
THEIR PERCEPTIONS OF
RESPONSIBLE BUSINESS? I.E. DO
THEY SEE BEING A RESPONSIBLE
BUSINESS AS INTEGRAL TO
SUSTAINING AND IMPROVING
THEIR PERFORMANCE?

A

The state of the economy and the
continent’s social challenges provide
a great opportunity for organisations such
as ours to rethink our business models and
introduce shifts in how we operate and serve
our customers. Responsible business practice
must not be seen as a mere Corporate Social
Investment (CSI) exercise that we use to
market our good works. There is evidence of
a correlation between financial performance
and social and environmental performance.
Consumers are becoming more aware of the
environmental and social implications of their
day-to-day consumption decisions and in some
cases make purchasing decisions related to
their environmental and ethical concerns.
Businesses are increasingly realising that
companies can increase long-term profits by
operating as a responsible business.
Doing business in Africa means that we have to
be conscious of the challenges caused by low
economic growth, high levels of indebtedness,
unemployment, lack of food and water security,
insufficient infrastructure and the adverse effect
of climate change. The concept of shared value
is therefore key in providing a way in which
business growth can be unlocked by identifying
business opportunities while making positive
contributions to the environments in which we
operate.

INCLUSIVE GROWTH

Operating as a responsible business with good
intentions gives us a competitive advantage in
a number of areas. Firstly, it brings about new
products that meet our customers’ long-term
goals. Secondly, cost savings are another key
benefit. By operating with sustainability as an
objective, we use fewer resources such as energy
and, consequently, lower some of our costs.
Thirdly, reputations can take decades to build up
but hours to lose through irresponsible actions or
behaviours. Operating as a responsible business
in all that we do can limit these risks. And finally,
operating as a responsible business enables us to
look at our long-term interests and ensure that our
future is secured.

WHAT ARE SOME OF THE
Q
CHALLENGES IN ADOPTING A
RESPONSIBLE BUSINESS STRATEGY
IN AFRICA?

A

The scale and connectedness of Africa’s
social and environmental challenges
require a step change in the private sector’s
contribution to a sustainable society. To be truly
responsible, some very tough and hard decisions
must be taken in terms of business and operational
strategy. In-depth and calculated analyses need
to be made in every part of the business to assess
the validity, relevance and sustainable positive
outcome that we table or mandate. We need
to remain innovative, transparent and true to our
Responsible Business ethos.
As we are an organisation with a long legacy,
historic issues and products can be difficult to
remove or amend, and this is one of our biggest
current challenges. However, in an uncertain and
a volatile world we can’t achieve our growth
vision without also increasing our positive social
impact and laying the foundation for a prosperous,
thriving business and environment. The opportunity
therefore is to marry the two so that the challenges
don’t hinder our business growth but instead
enable mutual benefits for us as a group and the
environments in which we operate.
While challenges surely exist, great strides have
been made by organisations like ours to turn
the tide by focusing on inclusive growth and
responsible leadership. Old Mutual is expanding
across Africa with a focus on creating shared value.
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WHERE HAVE THE MOST CHALLENGES BEEN
Q
IN OLD MUTUAL’S RESPONSIBLE BUSINESS
APPROACH?

A

Of our two focus areas, financial well-being poses the greatest
challenge due to the state of the economy and the enormous
financial pressures facing our nation and people. The latest 2017
Old Mutual Savings and Investment Monitor states that a staggering
40% of working metropolitan households in South Africa have no formal
retirement savings, 33% of the working population believe that the
government will take care of them when they are older and 56% are not
saving for their children’s education. These realities make it harder for us to
encourage a culture of saving. While we can effect great programmes to
encourage people to be financially savvy and conscious about their money
management and plans, the reality is that there are a growing number of
people who just don’t have the ability to save or plan, as they live on a
hand-to-mouth basis.
We are working to ensure that our 10.9 million customers and 28 565
employees in Africa have access to the best financial education available,
equipping them to make responsible and appropriate financial decisions
for themselves and their families. We also provide a range of trusted
financial education programmes for markets that are currently largely
excluded.
A key learning from our over 170 years of existence is that knowledge is
power and if we can educate people to manage their finances better and
plan for the future, we’ll be acting responsibly and doing great things for
the future of our country and our people.

HAS OLD MUTUAL’S RESPONSIBLE BUSINESS
Q HOW
PROGRAMME BENEFITED THE COMPANY?

A

Being a responsible business, we recognise that we have an impact
on the societies in which we operate. Secure, transparent and
affordable financial products are at the heart of a sustainable economy
and a strong and thriving society, and that is what we seek to provide
for all of our customers. And our products and services are key to, and
often serve, lower income groups. We aim to demonstrate that we are a
responsible corporate citizen in the eyes of governments, regulators and,
most importantly, our customers. And, to that end, Old Mutual has been
awarded a number of accolades in recognition of its positive contribution
to society.
Our brand was rated in the top five Sunday Times Top Brands as being
the most responsive to communities. Similarly, Old Mutual Investment
Group was recognised by the National Business Awards as a Leader in
Responsible Investing with a strong commitment to ESG policies. In 2015,
the Top Employers Institute ranked Old Mutual as No. 1 in its financial
services and insurance category for the fifth consecutive year. Our overall
ranking for 2016 – spanning all industries and 134 companies – leapt
from fourth to second place. Also in 2015, we were certified by the
Institute as a Top Employer in Africa overall, as well as a Top Employer in
all of the eight individual countries we operate in.
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SUSTAINABLE DEVELOPMENT GOALS

Developed in collaboration with TROLLBACK

+ COMPANY | TheGlobalGoals@trollback.com | +1.212.529.1010

For queries on usage, contact: dpicampaigns@un.org

OUR GLOBAL
TO-DO LIST
In late 2016, a number of large Northern
European institutional investors announced a
major initiative to invest pension fund assets
in alignment with the United Nations’ (UN)
Sustainable Development Goals (SDGs), and to
do so at scale.
Their press release articulated their objective:
“We invest in solutions that contribute to
the UN SDGs. These investments meet our
financial risk and return requirements and
support the generation of positive social and/
or environmental impact through their products
and services, or at times through acknowledged
transformational leadership. We distinguish
between investments where impact has and those
where it has not been measured, and encourage
the latter to report on measurable impact.”
DUNCAN VINK, JOINT MANAGING DIRECTOR,
UFF AFRICAN AGRI INVESTMENTS
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17 GOALS
The SDGs, otherwise known as the Global
Goals, are a global call to action to end poverty,
protect the environment and ensure that all
people enjoy peace and prosperity.
“These 17 Goals build on the successes of the
Millennium Development Goals (MDGs), while
including new areas such as climate change,
economic inequality, innovation, sustainable
consumption, peace and justice, among other
priorities. The goals are interconnected
– often the key to success on one will involve
tackling issues more commonly associated
with another.” U N I T E D N AT I O N S D E V E L O P M E N T
PROGRAMME (UNDP)

A BLUEPRINT FOR THE BOLD
At Old Mutual Investment Group, we seek to have
positive social and environmental impacts and
to produce market-leading returns. The SDGs
provide a global reference framework within
which institutional investors can set different
thematic priorities for themselves that are in line
with their clients’ wishes.
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INCLUSIVE GROWTH

THE SDGs TACKLE THE ROOT
CAUSES OF POVERTY AND

UNITE US TO MAKE
A POSITIVE
CHANGE
FOR BOTH PEOPLE
AND THE PLANET.

We explicitly target investible solutions to
specific themes through a range of asset
classes in both public and private markets.
The SDGs function in the spirit of partnership
and pragmatism to ensure we make the right
choices now to improve life, in a sustainable
way, for future generations. They provide
clear guidelines and targets for all countries
to adopt in accordance with their own
priorities and the environmental challenges
of the world at large. Above all, the SDGs
are an inclusive agenda. They tackle the root
causes of poverty and unite us in making
a positive change for both people and the
planet.

HOW AGRICULTURE CAN
ADDRESS THE GOALS
Apart from making a positive contribution
to the achievement of the SDGs, asset
managers and investors can benefit from
the investment opportunities that arise from
them. Investments in agriculture, particularly,
address a number of critical SDG goals.

MOUTHS TO FEED
USAID completed a study in February 2017 on the
effect of different interventions on hunger and food
insecurity in the region. Their scenario analysis,
as illustrated in chart 1, shows that a combined
effort around the three main factors, namely yield
increase, land utilisation expansion and food
loss reduction, will have the greatest effect on
improving food security. Old Mutual Investment
Group invests across all of these three factors.
ONE OF THE CO-FOUNDERS
OF UFF AFRICAN AGRI
INVESTMENTS, DUNCAN
STARTED HIS CAREER AS
FINANCE MANAGER OF
BOTHO-UBUNTU FOODS
IN JOHANNESBURG. HE
HAS WORKED AS AN
INVESTMENT MANAGER AT
INTERNATIONAL CORPORATE
AND COMMERCIAL
INSTITUTIONS AND COFOUNDED UFF AFRICAN AGRI
INVESTMENTS IN 2006.

Globally, it is becoming clear that investing into
putting land to productive use, increasing yield
by improving farming practices and irrigation
techniques, combined with investing along
the value chain (into packing stations and cold
storage), has a compounding effect on hunger
reduction – a challenge most prevalent in subSaharan Africa.
Many people, especially those in rural areas,
depend directly on the environment for their
survival. With climate change posing substantial
challenges to an already vulnerable environment
and human-driven pressures such as population
growth, urbanisation and an increasing demand
for food security, agriculture could be the key
to unlocking a more sustainable future. We, as
UFF, are particularly well positioned to provide
institutional investors with access to investment
opportunities that directly contribute to achieving
their goals and also assist in addressing the SDGs
in a meaningful and measurable manner.

Africa’s potential for agricultural production
is not being realised. Agricultural yields in
Southern Africa are currently only 4.2 tons
per hectare, compared to the global average
of 6.1. However, to substantially increase
these yields will require greater investments
in quality inputs such as seeds, fertiliser and
pesticides, as well as better soil and water
management practices.
CHART 1

THE
AGRICULTURAL
RESILIENCE
SCENARIO
Source: USAID |
The horizontal axis
represents decreases
in hunger, the vertical
positive axis represents
decreases in net
import dependence
as a percentage of
demand, and the
bubbles are weighted
by the increase in GDP.

40
Percent reduction in agricultural import dependence

Increasing the amount of land under
cultivation could also address shortfalls in
regional food production. In Southern Africa,
some 327 million hectares are considered
arable land. Angola (~27%), Mozambique
(~20%) and Zambia (~18%) contain most of
the region’s arable land. Of this, only 12.5%
is actually cultivated. Specifically, none of
the above countries use more than 10%
of their arable land. To address this (and
simultaneously increase crop resilience), an
expansion of irrigation is necessary. However,
the impact of an increase in agricultural
water demand (versus supply) must also
be considered. Overall water demand
is expected to increase in all countries in
Southern Africa.
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SUSTAINABLE
DEVELOPMENT
GOALS

Sources: www.un.org;
Old Mutual Investment Group
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FIXED INCOME

LEADING GOOD
GOVERNANCE

IN THE FIXED INCOME
ENVIRONMENT
As a responsible investor, our focus has
increasingly been on the “G” element of the
ESG (Environmental, Social and Governance)
aspects in our due diligence and investment
decision-making.
We believe that good governance lies at the
heart of a sustainable business that delivers
returns for ALL the stakeholders of the business,
viz. shareholders, lenders, employees,
customers, suppliers and society at large.
G E R S H W I N L O N G , I N V E S T M E N T A N A LY S T;
R I N G E TA N I N D L O V U , I N V E S T M E N T A N A LY S T;
O L G A C O N S TA N TAT O S , C R E D I T & E Q U I T Y P R O C E S S M A N A G E R
– A L L AT F U T U R E G R O W T H A S S E T M A N A G E M E N T
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E

SG factors are integral to the investment
analysis and due diligence process and
we apply these to listed and unlisted
assets, equity and debt, and across
the various sectors we invest in on behalf of
our clients. In this context governance is an
important risk indicator in the fulfilment of an
entity’s mandate and its ongoing operational
sustainability.

KING IV: PRINCIPLE 17
Our focus on ESG in our investment decisionmaking has recently been affirmed by the release
of the King IV Report on Corporate Governance.
In addition to a focus on ethical and effective
leadership and transparency, there is a specific
principle (Principle 17) that is directly applicable
to institutional investors in King IV. Principle 17
requires “the governing body of an institutional
investor to ensure that responsible investment
is practised by the organisation to promote the
good governance and the creation of value by
the companies in which it invests”.
Events during 2016 in the state-owned entity
(SOE) sector led to us suspending new funding
to six SOEs on governance concerns. Following
this suspension, we committed to embarking on
an in-depth review of the corporate governance
practices of these entities with a view to better

RESPONSIBLE INVESTMENT

understanding the governance mechanisms
underpinning them, the risks and opportunities,
and to facilitate an engagement process with
the management of the SOEs. Our vision was
to create a long-term foundation for better
governance, better transparency and disclosure
and long-term sustainability of our investments.

ENHANCING DISCLOSURE AND
TRANSPARENCY
Typically, to date, governance reviews of large
listed companies and SOEs have followed a
tick box/desktop analysis approach. Publicly
available information has been limited to what
is presented in the integrated annual reports,
on the entities’ websites and in media reports.
In the past, we relied on these sources as
inputs to our due diligence process. However,
the ongoing and concerning news flow in
the SOE sector prompted us to amend our
approach and expand the scope of our review.
We stretched our evaluation to include a
detailed assessment of policies, processes and
practices; an assessment of the relevant board’s
independence and commitment to fiduciary
responsibilities; and an understanding of the
relationship with the shareholder.
Governance is a dynamic process, the
monitoring of which requires ongoing
attention and engagement with management
and shareholders. An important aspect of
our governance reviews is encouraging
enhanced governance practices through
specific recommendations and increasing
public disclosure and transparency to create
sustainable improvements. More frequent and
dynamic reporting over and above that which is
currently available has already been negotiated
with some SOEs.
Most significantly, this information is
available to the broader market via SENS
announcements, on the relevant SOE websites
and in their integrated annual reports – our
hope is that this will shine a light on governance
and contribute to improved standards in
governance practices to the benefit of all
stakeholders.
Our review allowed us to make certain
recommendations to improve governance and
disclosure and included (but was not limited to):
■■

■■

Restricting the authority delegated to certain
sub-committees to more appropriate levels
Improvements to how directors’ conflicts are
dealt with
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POLICIES AND
PROCEDURES
OLGA IS RESPONSIBLE FOR
THE MANAGEMENT OF
THE CREDIT AND EQUITY
INVESTMENT PROCESS,
INCLUDING MANAGING THE
INVESTMENT ANALYST TEAM
AND ENSURING THAT THE
CREDIT AND EQUITY PROCESS
GENERATES GOOD QUALITY
AND HIGH-YIELDING ASSETS
FOR OUR CLIENTS’ FUNDS.

FORM THE SKELETON OF
CORPORATE GOVERNANCE BUT

ETHICAL AND
EFFECTIVE
LEADERSHIP
IS AT THE HEART OF SOUND
CORPORATE GOVERNANCE.

■■

■■

■■

RINGETANI IS RESPONSIBLE
FOR DEAL ORIGINATION
IN THE UNLISTED MARKET,
INVESTMENT ANALYSIS, AND
DEAL NEGOTIATION AND
STRUCTURING. SHE JOINED
FUTUREGROWTH IN 2014
AFTER SIX YEARS AT KPMG.
SHE COMPLETED HER ARTICLES
IN 2010 AND WAS PART OF
KPMG’S CORPORATE FINANCE
DIVISION FROM 2012.

The implementation of “cooling off” periods
for board members conducting business with
the entity once their directorship has ended
The implementation of an appropriate
politically exposed persons (PEP) policy, and
Increasing the quorum and voting
requirements for board and sub-committees.

Additional public reporting, preferably on a realtime basis through SENS, agreed to includes:
■■

Disclosure of board charters

■■

Reporting on significant changes thereto

■■

■■

■■

For lending institutions, loans approved per
transaction approval level
Reporting on changes in the board
composition
Details of loans made to PEPs and the
performance of these over time.

ETHICAL LEADERSHIP IS A DAILY
TASK

GERSHWIN IS RESPONSIBLE
FOR DEAL ORIGINATION
AND STRUCTURING, CREDIT
ANALYSIS AND TRANSACTION
MAINTENANCE WITHIN
THE INFRASTRUCTURE AND
DEVELOPMENT SECTORS IN
SOUTH AFRICA AND THE REST
OF AFRICA. HE PREVIOUSLY
WORKED IN DEVELOPMENT
FINANCE RELATED ROLES IN
BANKS AND LOCAL DFIS. HE
ALSO SPENT FOUR YEARS IN
THE OLD MUTUAL INVESTMENT
GROUP’S CENTRAL CREDIT
TEAM FOCUSING ON THE
LISTED CREDIT MARKET AND
ALTERNATIVE INVESTMENTS.

Policies and procedures form the skeleton of
corporate governance but ethical and effective
leadership is at the heart of sound corporate
governance. Policies and charters only tell
a small part of the story and, on their own,
are not enough for an entity to claim that their
governance is sound.
An ongoing commitment by the shareholders,
the board and executive leadership to
implement and practise good governance on
a day-to-day basis is of paramount importance
in ensuring the SOEs can sustainably execute
their mandates. We also recognise that
sound corporate governance is a journey and
that ongoing improvements and corrections
are necessary to ensure ongoing focus and
execution.
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RESPONSIBLE OWNERSHIP

JOINING
FORCES

A FRAMEWORK FOR VALUE CREATION
R O B E R T L E W E N S O N , H E A D O F E S G E N G A G E M E N T: O L D M U T U A L I N V E S T M E N T G R O U P

If the practice of responsible investment includes
acting as a responsible steward of our clients’
assets, a question that is often posed to us is
“What value can be created by responsible
ownership?”
In our view, the answer lies in our approach
towards responsible ownership, as well as to
quantitative and qualitative research on the value
added by an actively engaged shareholder on
a company’s long-term performance and good
governance practices.
We demonstrate our approach and highlight
some research findings here to illustrate
this further.
ROBERT IS RESPONSIBLE FOR PROXY VOTING AND
ENGAGEMENT, CHAMPIONING RESPONSIBLE
INVESTMENT AND REPRESENTING THE OLD MUTUAL
INVESTMENT GROUP ON VARIOUS INDUSTRY BODIES.
HE HAS A DECADE OF EXPERIENCE IN THE LEGAL
PROFESSION AND CORPORATE GOVERNANCE/ASSET
MANAGEMENT, AND USES HIS KNOWLEDGE OF LAW
AND NEGOTIATION TO PROMOTE CLIENTS’ INTERESTS.
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COMMITMENT TO RESPONSIBLE
OWNERSHIP

T

o act as responsible stewards of assets,
we ensure that the management teams
of investee companies are accountable
for company performance and conduct.
We implement our stewardship activities both in
terms of proxy voting and engagement with listed
investee companies, locally and internationally,
and with investee companies in unlisted markets.
We see this as an effective way to meet our
commitment to protect investor interests with
regard to the way companies manage their
environmental, social and governance (ESG)
risks and opportunities. We publicly disclose the
outcomes of our responsible ownership activities
on a regular basis and our latest report (2016)
can be accessed on our website.

RESPONSIBLE OWNERSHIP AND
VALUE CREATION
There are two important questions to consider
with regard to responsible ownership:
1) Is there a correlation between poorly
governed companies and low returns?
2) Is there a correlation between active
engagement and positive performance?

RESPONSIBLE INVESTMENT
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ESG ENGAGEMENTS GENERATE A

CUMULATIVE SIZE-			
ADJUSTED ABNORMAL RETURN
OF +2.3% OVER THE YEAR…
As there is no extensive record of ESG
engagements by investors in the South
African market over a long period, we look to
overseas markets for critical analysis. In most
jurisdictions, it seems that research into the
correlation between investment performance
and engagement is still being formulated, bar
a recent academic report by various UK and
US institutions1 into an extensive proprietary
database of corporate ESG engagements with
US public companies from 1999 to 2009 by a
large institutional investor.
The analysis produced a number of interesting
results such as that successful (unsuccessful)
engagements are followed by positive (zero)
abnormal returns. It also found that companies
with inferior governance practices and with
institutional investors that take their responsible
ownership responsibilities seriously are more
likely to be engaged. Furthermore, successful
engagements were more likely if the firm has
reputational concerns and better capacity
to implement changes requested by the
institutional investor. These findings appear to
hold true in the South African market where
companies with strong management of ESG
risks and opportunities are more likely to
establish correct governance policies and
practices, empowering management to think
strategically about the long term.
Another important finding of the report is that
collaboration between responsible owners
on a number of occasions increases the
likelihood of successful environmental and social
engagements. This is unsurprising given the
latter’s scale and long-term nature, which often
require in-depth expert analysis and research
into the specific issues that are material to the
company. Unlike governance concerns, it is
difficult to quantify the impact on a company’s
long-term sustainability and its financial
performance on the environment and on
social issues.
What does the financial performance of a
company following engagement look like?
According to the report, ESG engagements
generate a cumulative size-adjusted abnormal
return of +2.3% over the year following initial
engagement, with cumulative abnormal

ARE THERE BENEFITS
BEYOND FINANCIAL
PERFORMANCE?
Sustainalytics’3
recent report entitled
Engagement: Unlocking
the black box of value
creation provides a good
summary of the different
types of value created by
responsible ownership.
In their view, the impact
of our active ownership
activities goes beyond
the financial value they
create to a broader
definition of value
creation. Value creation
in this context includes:
■■ Fulfilling fiduciary

duties
■■ Obtaining more

in-depth insight into
investee companies
■■ Increased
collaboration between
the portfolio manager,
analyst teams and ESG
analysts
■■ Raising companies’

awareness of investors’
ESG concerns
■■ Improved relationships

with investee
companies
■■ The transformation of

investee companies’
corporate behaviour.

returns much higher for successful, successive
engagements (+7.1%). After a year these
gradually flatten out when the objective is
accomplished (for the median firm in the sample).
The report did not identify any abnormal returns
for unsuccessful engagements.

WHAT CAN WE CONCLUDE
FROM THIS RESEARCH?
Among other insights, the important take-away
points from the above research are twofold:
1) Successful ESG engagements generate
abnormal, positive returns
2) Collaboration with other responsible
owners contributes positively to successful
engagements, particularly with regard to
environmental and social issues.
In our summary of our engagement activities
in our 2016 Responsible Ownership Report2,
we emphasise the importance of the outcomes
achieved from successfully concluded
engagements and show where we have
collaborated with other institutional investors
to achieve these. It is also important to note
that where we have not achieved a successful
outcome on a specific ESG issue with the
company, follow-up engagements are initiated
to press management on the matter until we
can conclude that the ESG concern has been
satisfactorily addressed and the engagement
concluded.
As we deepen our responsible ownership
practices and investee companies improve
their reporting practices and stakeholder
engagement (as encouraged by King IV),
our aim is to quantify the results of long-term
engagement on their risk-adjusted returns. We
are eager to ascertain whether the empirical
evidence in the South African market supports
the conclusions derived from the international
research data set. Practising responsible
ownership, the outcome of our application
of Principle 17 of King IV, creates different
types of value on a daily basis and we see our
internal business environment, our clients and
the market itself capturing the full value benefit
of our responsible ownership practices.

1 Dimson, E., Karakas, O. & Li, X. (2015). Active Ownership. Review of Financial Studies
2 http://ww2.oldmutual.co.za/docs/default-source/old-mutual-south-africa/omig/omig-about-us/responsible-investments/responsible-ownership-report-2016.pdf
3 Engagement: unlocking the black box of value creation – Niamh O’Sullivan & Jean-Pascal Gond (June 2016) Sustainalytics and Cass Business School (City University London)
2017 | TOMORROW – AS INVESTED AS YOU ARE

INVESTING IN OUR
FUTURE WATER
SECURITY
C H R I S T I N E C O LV I N , S E N I O R M A N A G E R – F R E S H WAT E R P R O G R A M M E S ,
W O R L D W I D E F U N D F O R N AT U R E - S O U T H A F R I C A ( W W F - S A )

KEY FACTS
While the Minister of Water and Sanitation
is responsible for South Africa’s water
resources, the institutions envisaged
to implement her custodianship are in
transition and not fully functional.
Water source areas are the cornerstone
of our ecological infrastructure, delivering
50% of South Africa’s river flow.
Tomorrow’s water security will require
special consideration of ecological
infrastructure when investing in new agroforestry, infrastructure and mines in water
source areas. New financial instruments
are also needed to ensure maintenance
and protection of these living assets.
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T

he water sector is just emerging from the
pressure test of South Africa’s first national
“democratic-era drought” during 2016-17,
when eight out of nine provinces declared
disasters as a result of water scarcity. The drought
highlighted key challenges in the water sector and
provided impetus for urgent revision of some of our
water management practices.
Our levels of water efficiency are low in many
sectors, with high loss ratios for most of our urban
areas (national average 37% of non-revenue
water). Linked to this, we have low levels of
re-use and recycling in areas that can no longer
afford water to flow down a one-way street. In
a water-scarce country, there should be no such
thing as “waste water”.
The water value chain is ripe for a rethink aligned
to the “circular economy” and flags are emerging
as industries investigate ways to introduce a
more efficient industrial metabolism, with high
levels of re-use. The recycling of industrial effluent
by AB InBev in Port Elizabeth is a great example
of what can be achieved, as is Beaufort West’s
re-use of sewage effluent back into the potable
supply.

OUR PLANET
A NEW WAVE?

INVESTABLE WATER

The sudden shift to a water-constrained economy
as a result of the drought has also highlighted an
awareness that opportunities for innovation and
better management are not only at the tap end
but also at the source of our water supplies.

Water source areas can be drawn into
responsible investment in three ways: via
investments in new, environmentally sustainable
developments; investments into incremental
improvements in existing supply chains in the
catchment areas; and direct investments into
catchment maintenance programmes linked to
downstream “grey infrastructure”.

Water resources include catchments, rivers,
wetlands and aquifers which ultimately deliver
water into our engineered systems. These critical
natural elements are part of South Africa’s
ecological infrastructure – the upstream elements
of the water value chain. In different parts of the
world, they are receiving new attention as part of
“green infrastructure” or “natural capital”. In South
Africa, we use the term “ecological infrastructure”,
defined by the South African National Biodiversity
Institute as “naturally functioning ecosystems that
deliver valuable services to people, such as water
and climate regulation, soil formation and disaster
risk reduction”.
Ecological infrastructure has long been
neglected as a recipient for investment or
special attention, despite the fact that healthy
landscapes that deliver food and water to
society are an assumed starting point for most
development planning. As we progress deeper
into the Anthropocene – the geological epoch
during which human activities drive change on
a planetary scale – our ecological infrastructure
can no longer be assumed to be working to
sustain us on its own. It also requires investment
and management.
In South Africa, 50% of our river flow comes
from 8% of our land area – our water source
areas. These are our high mountain catchment
areas, where rivers are born, out of sight of
major cities, and, for most of us, out of mind.
We need to bring these source areas back into
the frame and start finding new ways to deal
with the risks that threaten them. Poorly planned
development – such as acid generating coal
mining, badly managed agriculture, high cover
forestry and alien invasive plants are key risks to
their hydrological integrity as they cause siltation,
pollution and declining water yields that leave
downstream assets stranded.

ECOLOGICAL
INFRASTRUCTURE
HAS LONG BEEN

NEGLECTED
AS A RECIPIENT FOR
INVESTMENT

OR SPECIAL
ATTENTION

		

CHRISTINE’S PRIMARY
RESPONSIBILITY IS ENSURING
THE WWF-SA’S FRESHWATER
PROGRAMME BUILDS WATER
SECURITY FOR PEOPLE
AND NATURE IN SA. IN
THE SIX YEARS THAT SHE
HAS BEEN IN THIS ROLE,
SHE HAS EXPANDED THE
SCOPE OF THEIR WORK
TO INCLUDE TWO NEW
PROGRAMMES FOCUSED
ON SOUTH AFRICA’S
WATER SOURCE AREAS
AND WATER STEWARDSHIP.
PRIOR TO JOINING WWF-SA,
SHE WAS LEADER OF THE
HYDROSCIENCES RESEARCH
GROUP AT THE COUNCIL FOR
SCIENTIFIC AND INDUSTRIAL
RESEARCH (CSIR) FOR MORE
THAN 16 YEARS. IN THIS
POSITION, SHE LED A GROUP
OF WATER SCIENTISTS
FOCUSED ON BIOPHYSICAL
ASPECTS OF SOUTH AFRICA’S
WATER CHALLENGES,
AND SPECIALISED IN
GROUNDWATER-DEPENDENT
ECOSYSTEMS AND THE
ROLE OF GROUNDWATER
IN INTEGRATED WATER
RESOURCE MANAGEMENT IN
SOUTHERN AFRICA

FACTBOX
Investors can get a
granular overview of
water risk in South Africa
using WWF’s water
risk filter at
http://waterriskfilter.
panda.org/

You can also find out
which water source areas
are linked to different
towns in South Africa
by visiting
www.journeyofwater.
co.za

More information about
water stewardship for
corporates is available at
www.wwf.org.za/what_
we_do/freshwater/
water_stewardship_
programme/
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A new development – typically a mine or
plantation – in a water source area requires
specific consideration of the naturally high water
yields. Internalising potentially higher costs for
water-sensitive design features in any new project
does not result in a direct increased return on
investment, but does mitigate project risk and
downstream liability.
Responsible South African corporates are
exploring investment options into existing supply
chains via social investment and enterprise
development mechanisms. Some, such as
Mondi, Woolworths and Sanlam, have made
a commitment to water stewardship, a process
used to assess and mitigate water risk in supply
chains. They have partnered with government
and non-governmental organisations on the
Land-User Initiative Scheme of the Department of
Environmental Affairs (DEA). This follows a similar
model to the Working for Water/ Fire/ Wetlands
programmes which clear alien vegetation, while
aiming for high employment in low-skill jobs.
Private-public funded programmes such as these
create social benefits, improved ecological
infrastructure and water returns. Opportunities
exist to improve the skill levels of the teams that
are involved in them and unlock more value from
the alien plant biomass, linking it to localised
bio-energy facilities, construction materials and a
carbon source for agriculture.
Downstream “grey infrastructure”, particularly
for water supply, will increasingly require
co-investment directly into the maintenance
of the upstream catchment to ensure reliable
water yields. If alien plants are left to choke out
indigenous vegetation, they will increase the
propensity of wild fires, water yields and, most
importantly, the structure of the catchment areas.
Although Government levies a water resource
charge in its water tariffs, in the absence of
catchment management agencies there is a
gap in terms of who manages this spend on
maintaining ecological infrastructure. While
institutional failings are being resolved at a
national level, individual project investors are
finding local entities that can manage this coinvestment. It is expected that this will be a key
new responsible investment area for infrastructure,
and international adaptation finance such as the
Green Climate Fund is being considered by the
Development Bank of Southern Africa and the
DEA as a co-investment.
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SOUTH AFRICA’S WATER RESOURCES
BY NUMBERS

Source: World Wide Fund for Nature-South Africa (WWF-SA), May 2016
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UNDER CONSTRUCTION
C H E RY L H I L L M A N , D E V E L O P M E N T P R O J E C T M A N A G E R , D E V E L O P M E N T
I M PA C T F U N D S , O L D M U T U A L A LT E R N AT I V E I N V E S T M E N T S

Urbanisation and rapid population growth are
common characteristics of developing countries.
When these factors are not effectively managed
they result in urban sprawl and rising poverty,
impacting economic development. South Africa’s
experience, exacerbated by the legacy of
apartheid, has not been dissimilar.
APARTHEID PLANNING POLICIES RESULTED IN THE
FOLLOWING:
■■

■■

■■

■■

Large parts of the population were relocated to dormitory townships on the
urban edge.

WHO OWNS THE CITY?

S

patial transformation of our cities is
essential to ensure that all people
have access to opportunities. This
will provide poverty relief and
create economically viable cities.
The Integrated Development Plan (IDP),
a local government framework, sets out
the following principles for sustainable
development:

■■

■■

For the majority of the population, there were long distances between home,
work and school.
The majority of the country had limited access to basic services such as
healthcare and education.
Inadequate public transport and restricted mobility resulted in poorer
communities having limited access to economic opportunities in the city.

Early post-apartheid housing programmes were focused on the eradication of
housing backlogs. They did not address the ineffective planning and service
delivery approaches which perpetuated exclusion and were consequently
unable to meet the needs of a growing population.

■■

■■

Densification – compact urban
development and maintenance of urban
growth boundaries to prevent sprawl
Transit Oriented Development (TOD) –
development along identified economic
corridors, mixed-use development and the
promotion of alternative transport methods
The provision of affordable housing
with access to basic services and work
opportunities
The inclusion of well-designed, quality
public spaces to encourage social
interaction and community development.

2017 | TOMORROW – AS INVESTED AS YOU ARE
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AFFORDABLE HOUSING

SUSTAINABILITY IN THE
AFFORDABLE HOUSING CONTEXT
Often, in the affordable housing sector there is a
tendency to favour economic success over other
sustainability principles, which can affect quality
of lifestyle and the built environment. On the
other hand, focusing on environmental and social
sustainability without achieving realistic financial
returns renders a project unviable. The aim should
therefore be to find a balance between economic,
environmental and social factors, which in
the long run will create truly sustainable living
environments.
Quality of life is informed and transformed by the
quality of environment which is experienced on
a daily basis. This creates desirability, maintains
high tenancy ratios and maximises returns to
investors.

BUILDING UTOPIA? THE MUPINE
DEVELOPMENT CONCEPT
The Mupine property in Cape Town, owned by
Old Mutual Life Assurance Company South Africa,
will be developed by Old Mutual Alternative
Investments’ Development Impact Funds business
unit, which has a specific mandate to invest in
affordable housing.
The intention for the project is to create affordable
housing opportunities in close proximity to
work opportunities and existing transportation
infrastructure – in this instance, through the provision
of affordable rental accommodation across a
range of unit types, unrelated to housing grants or
subsidies.

The development has been proposed for the
selected site for the following reasons:
■■

■■

APART FROM MANAGING
VARIOUS ASPECTS OF THE
DEVELOPMENT PROCESS
ON AFFORDABLE HOUSING
PROJECTS, ONE OF CHERYL’S
PRIMARY ROLES IS TO ASSESS
THE SUSTAINABILITY OF NEW
DEVELOPMENTS, ESPECIALLY
WITH REGARDS TO URBAN
PLANNING AND QUALITY
OF ENVIRONMENT. BEFORE
JOINING OLD MUTUAL
INVESTMENT GROUP, CHERYL
WORKED AS A DEVELOPMENT
PROJECT MANAGER FOR
AN AFFORDABLE HOUSING
DEVELOPER. PRIOR TO THAT
SHE SPENT OVER 20 YEARS
IN THE ARCHITECTURAL FIELD,
MAINLY IN RESIDENTIAL
HOUSING, WHERE ONE
OF HER KEY ROLES WAS TO
IDENTIFY SOLUTIONS FOR
THE CREATION OF QUALITY
YET AFFORDABLE HOUSING
MODELS. CHERYL BRINGS
WITH HER OVER 10 YEARS
OF EXPERIENCE IN THE
AFFORDABLE HOUSING
INDUSTRY AND BELIEVES
STRONGLY IN THE CREATION
OF DEVELOPMENTS THAT ARE
SUSTAINABLE ON ALL LEVELS.

■■

■■

The current use of the site as a golf course
is no longer sustainable land use, given
the ongoing water crisis as well as the
shortage of affordable housing in the city.
There are limited opportunities for welllocated, affordable rental accommodation
in Cape Town.
The property is well located, with access
to basic services, transport and work
opportunities.
Affordable housing is the fastest growing
sector of the residential property market.

A key tenet of the development is to encourage
community living and the formation of a vibrant
social network through the creation of a secure,
“village” environment. Shared community
spaces for recreation and play will be easily
accessible via a network of landscaped
pedestrian routes. In addition, mixed land use
and integration across sectors will provide for
socio-cultural diversification.
Economic sustainability can be supported
through reduced maintenance costs,
effective property management systems and
affordable rental/utility costs. The use of
quality materials and best practice design
methods will enhance the built environment.
Environmental sustainability will be reinforced
through the use of alternative energy methods,
thermally efficient design and sustainable
building materials. In addition, reduce, re-use
and recycle concepts will be encouraged
wherever possible.
The development’s concept also promotes the
use of public and non-motorised transport (as
per the transit-oriented development or TOD
policy) by limiting private vehicle ownership
through lower parking bay/unit ratios.
The use of alternative transport methods is
supported by the site’s location near major
rail and bus routes, as well as the planned
provision of safe pedestrian and cycle lanes.
The objective is to build a sustainable
community while contributing to a liveable
and workable broader city environment.

Source: ARG Design
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Source: ARG Design

FROM MUPINE TO PORTLAND

A COMPETITIVE FEATURE

In early 2017, the Mupine project team was invited
to attend a sustainable development “incubator” event
hosted by the EcoDistricts organisation in Portland,
USA. A highlight of the event was development analysis
using the EcoDistricts sustainable development tool.

Sustainability is an increasingly important criterion for investors, including in the
residential property market. A successfully implemented sustainability strategy
impacts a company’s reputation and brand image – demonstrating accountability
and purpose linked to the greater good. Conversely, the lack of a sustainability
approach could result in losing market share to competitors. In today’s market, an
integrated sustainability strategy has become crucial not only for the company’s
reputation and competitive edge, but ultimately for its economic success.

The first step in this process was the identification
of potential stresses between the project and the
surrounding areas. Mupine is located across from
the proposed Conradie housing development, and
together these two developments could increase
the local area population by up to 10 000 people.
With traffic congestion a major concern, ensuring
TOD success is vital. However, current conditions
of the public transport system do not encourage
their use. In addition, the public areas around
the proposed residential developments are not
conducive to cycling or walking.
Despite these challenges, residents and workers
in the area need to be able to move freely from
place to place in a safe environment. During the
EcoDistricts incubator process it became obvious that
a shared approach is essential to finding workable
solutions for the regeneration of the area. This
requires engagement by all relevant stakeholders,
including the development team, Old Mutual,
the rail authority as well as Local and Provincial
Government.
To be sustainable, development can no longer occur
in silos. An inclusive and a collaborative approach
is required for the creation of a mutually beneficial
solution for the entire precinct. The project team has
committed to pursuing this route as development
planning continues, and the Mupine development
is envisaged as a pilot project to demonstrate our
commitment to sustainable development.

Source: ARG Design

DURING THE ECODISTRICTS
PROCESS IT BECAME
OBVIOUS THAT A SHARED
APPROACH IS ESSENTIAL TO FINDING
WORKABLE SOLUTIONS FOR THE

INCUBATOR

REGENERATION
OF THE AREA
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Sources: African Infrastructure Investment Managers (AIIM); Futuregrowth Asset Management; Old Mutual Investment Group; Old Mutual Alternative Investments; Old Mutual Specialised Finance;
figures as at 30 June 2017

RESPONSIBLE INVESTMENT

43

44

CLIMATE CHANGE

A WORLD
OF CHANGE
CLIMATE EFFECTS AND
THE EL NIÑO IMPACT
D AV I D L E V I N S O N , E S G A N A LY S T: AV I O R C A P I TA L M A R K E T S

DAVID HAS A PARTICULAR INTEREST IN
CLIMATE CHANGE AND ITS STRATEGIC
EFFECT ON BUSINESS AND INVESTMENT.
HE HAS WORKED IN GLOBAL MARKETS
IN LONDON FOR EIGHT YEARS, WITH
ROLES IN FIXED INCOME AND EMERGING
MARKETS.
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Climate change has begun to manifest in many
ways, with varying degrees of unpredictability.
Within financial markets it is challenging us to
venture into new realms of assessing risk and
opportunity.

N

ational policy frameworks addressing carbon regulation and
energy production signify a government’s sincerity to address the
climate change risk. It is these roadmaps that provide allocators
of capital with much-needed clarity and surety. But successfully
mitigating anthropogenic impacts (human-created environmental pollution) is
not an overnight solution, and the transition will be best managed by remaining
cognisant of the climatic shifts taking place across the globe and locally.

When considering global warming, most of us immediately attribute
the Earth’s rising atmospheric temperatures to man’s industrial activities.
Unfortunately, greenhouse gases are not unique to the atmosphere, given
that as much as 90% of Earth’s CO2 is stored within its oceans, which then
further absorb around one-quarter of all CO2 produced by fossil fuel burning.
Historically, El Niño events have occurred roughly every two to seven years.
However, recent readings of the Oceanic Niño Index (a measure of the Pacific
Ocean’s surface temperatures) have hinted at greater variability since the turn
of the 21st century. Although the science is as yet inconclusive, this is arguably
attributable to the higher quantities of CO2 in our oceans and atmosphere.
Such fluctuations, as represented in chart 1 below, could spell more frequent
El Niño and La Niña events in the future. These trends are forcing the
investment universe to rethink the cyclicality of rainfall in South Africa, and
the challenge it poses to the country’s food production, water security and
impact on inflation.

EL NIÑO AND FOOD PRODUCTION
El Niño events arise from the weakening, or reversal, of typical west-blowing
trade winds along the equatorial Pacific Ocean. The shifting winds suppress
cooler waters from rising off the west coast of South America, the impact
CHART 1
3

OCEANIC
NIÑO INDEX
(DEGREES
CELSIUS
DEVIATION
FROM MEAN)
Sources: National
Oceanic and
Atmospheric
Association, Avior
Capital Markets
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CLIMATE CHANGE

IMPACT OF EL NIÑO ON REGIONAL WEATHER PATTERNS AND CROP YIELDS

CHART 2
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of which is atypical condensation and weather
across South America and Southeast Asia.
Climate forecasts are becoming increasingly
complex, but a rather simplified rule of thumb is
to assume drier conditions for Southern Africa
during El Niño years, while conversely La Niñas
carry the promise of higher than average rainfall.

35 %
30 %
25 %
20 %
15 %

5%
0%

COFFEE

PALM OIL

COCOA

FISH

Avg monthly yoy

SUGAR

OTHER AGRI

El Niño months

CHART 4
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Palm oil, coffee and cocoa are examples of
crops with concentrated regions of production,
and hence tend to exhibit a greater price
response to global weather events. In contrast,
crops such as soy, maize and wheat will be
largely buffered on the world market as a result
of the global scope of their production. Chart 3
illustrates the varying price responses of select
commodities to recent El Niño events.
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Tongaat Hulett

Within an increasingly globalised agricultural
market, a crop’s response to such events often
hinges on the geographical concentration
of production. As El Niño patterns manifest
uniquely across continents, those crops within
diverse regions of production tend to have a
lower production and price response to the
phenomena. Chart 2 above attempts to capture
the weather impacts of the most recent strong El
Niños (1982, 1997, 2016) and the subsequent
production response across key crops.

2017
JSE Top 40

THINK GLOBALLY, ACT LOCALLY
It takes roughly six months for the effects of an El
Niño to reach the shores of Southern Africa. This
time lag affords us the ability to make a relatively

OUR PLANET

CHART 5

SOUTH AFRICA’S DAM WATER LEVEL DEVIATION
FROM HISTORIC AVERAGE

47

commodity supply/demand dynamics. This often
entails putting climate change and water supply
security issues firmly on their agendas.
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The social consequences of the 2015 El Niño
continue to be experienced two years on. Food
price inflation in South Africa has for the most part
fallen back into line. However, water levels across
most provinces remain worryingly low. While the
northern regions benefited from La Niña-induced
rains during the summer months of 2016/17, the
remaining areas will need a couple of seasons to
recover and return to normal levels.
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Chart 5 maps the deviation of South Africa’s
national surface water levels from historic
averages for the past five years. By March 2016,
El Niño-induced drought had caused national
dams to fall 23% below their seasonal averages.
By the end of the first half of 2017, a full year
later, according to NIWIS statistics, Western
Cape and KwaZulu-Natal water levels remained
30% and 24% below average, respectively.

Sources: National Integrated Water Information System (NIWIS) , Avior Capital Markets

educated call on the climatological strength of
the event. In the second half of 2015, the world
found itself in the middle of the first “strong”
El Niño in almost two decades. South Africa was
still recovering from the effects of a dry 2014 and
a drought-riddled 2015, before El Niño weather
patterns served to add further fuel to the fire.
Low agricultural yields and high soft commodity
price inflation in the subsequent months
highlighted the country’s exposure to food and
water security risks. Chart 6 showing white and
yellow maize spot prices, captures the price
response of agricultural products to dry El Niño
conditions, followed by improved rainfall during
a La Niña-induced wet season. The price of
white maize (the variant for human consumption)
peaked at R5 280 a ton in January 2016, before
returning to below R2 000 by March 2017.
South Africa’s domestic commercial demand for
maize is currently around 10.5m tons a year,
with forecasts suggesting a 14% increase to 12m
tons by 2025. Looking back at the country’s
maize shortfall in 2015/16, by our estimates
an additional investment of R3.1bn into the
further irrigation of 282 000 hectares of maize
would have been required to maintain national
production levels.
From an equity investment perspective, food
producers in South Africa are arguably most
exposed to such climatological events. Chart 4
on the previous page captures the average share
price performance of the country’s poultry (Astral,
RCL and Sovereign) and sugar producer (Tongaat
Hulett) relative to the JSE Top 40. The period,
stretching from 2015’s strong El Niño to the
2016/17 La Niña event, highlights agriculture’s
hyper-sensitivity to adverse shifts in seasonal
weather and the impact on company bottom-line.
Across the food sub-sectors, equity preferred
plays are those companies that build business
models that are more resistant to global

MORE THAN A DRY SPELL

SOUTH AFRICA’S
DOMESTIC
COMMERCIAL
DEMAND FOR
MAIZE:

South Africa is one of the driest countries on the
planet, and the responsible management of its
water resources will support the challenge that
climate change poses to local agriculture. Lack
of reliable water access could further compromise
food security, which is already being tested by
population growth, rapid urbanisation and the
evolution of land use.
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Markets

The lingering effects of the recent El Niño are
evident, and the investment universe is getting
increasingly comfortable and adept at pricing
in such risks. The response from both the private
and public sectors will be key mitigation drivers
for future climatological disruptions. Whether we
see increased public investment in building dam
infrastructure, or corporate investment in water
efficiency technologies, the most telling shift
could be that of everyday consumers’ attitudes
towards our most precious resource.
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POPULISM

WILL
POPULISM
TRUMP CLIMATE
CHANGE?
The hard-won, multi-lateral Paris
Climate Agreement, to which
there are almost 200 signatories,
articulates the commitments of
nations to limit their greenhousegas emissions and contain the
impact of global warming.
Its success undoubtedly lies in
international cooperation and
commitment. It was therefore a
significant blow when President
Donald Trump, representing
the world’s largest economy,
announced in June 2017 that he
was withdrawing the US from the
agreement, stating that America
might re-enter only under more
favourable terms.

1 International Institute for Environment and Development,
https://www.iied.org/climate-denial-populist-right
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BUILDING FORTRESS STATES

A

wave of populism and nationalism
is reshaping political landscapes
around the world. Nations are
turning inwards, literally building
walls around themselves. Events such as Brexit
and Trump’s presidency are indicative of this
trend, which has been brought on by anaemic
economic growth, rising inequality, terrorism
and a consequent worldwide surge in refugees
seeking safe havens in developed countries.
This populist nationalism tends to either wholly
reject the science of climate change and/or
does not view it as a priority concern.

Climate change, according to the Director of
the International Institute for Environment and
Development, Andrew Norton, is a highly
inconvenient truth for nationalism.
“(It’s) unsolvable at the national
level … combating climate change
calls for international cooperation,
multinational agreements and
rules… some countries might need
to sacrifice for others.” The need for an
international order of this nature is clearly
completely at odds with nationalists’ mantra
of “country first”!

SO WHAT’S TO BECOME
OF THE CLIMATE AGENDA?
Climate denial helps sustain a business-asusual agenda (as shown in Exhibit A). Soon
after his election, President Trump, who
had promised to bring back jobs to the rust
belt and coal mining regions in his election
campaign, issued an executive order that
rolled back rules limiting carbon emissions
and regulating fossil fuel producers. Norton
warns that isolation from the developing
global green economy could lock a
country into technologies that will become
increasingly redundant and increase its
dependency on fossil fuel energy that will
become ever more expensive in relation to
renewable alternatives.
It is for this reason that various stakeholders
are undeterred by America’s climate changeunfriendly political attitude. According to UN
Global Compact Founding Executive Director,
George Kell, developments are already
underway, with cities, business and investors
working towards climate progress.

THESE INCLUDE:
■

■

■

■

17 large cities, which have already
committed to carbon neutrality - many
more are planning major efforts to
reduce pollution and invest in low carbon
infrastructure.
70 major global companies are switching
to 100% renewable energy and over
1 000 are putting a price on carbon
ahead of regulatory requirements.
Nearly 9 531 companies from all
continents are integrating sustainability
practices into their strategies and
operations as part of the UN Global
Compact movement.
Responsible and climate-related
investment is rapidly growing, with over
US$20 trillion now invested in socially
responsible products. The UN-backed
Principles for Responsible Investment (PRI)
now has over 1 300 members, and stock
exchanges are increasingly demanding
disclosure of relevant information as part
of their listing requirements.
It is now possible for anyone to
make sure their money can be put to
beneficial use as new instruments
combine sustainability with
quantitative approaches for the retail
investment market (for example).

■

THE WILL OF THE PEOPLE
Climate change denial is not incidental
to a nationalist, populist agenda – it is its
intentional core. And so, with a populist
narrative being the loudest voice in the room,
progress may not come from the top down
(as is traditional) but rather from local efforts
and non-state actors. Firstly, communities
need to embrace more sustainable lifestyles
and demand products and services from
companies that are serious about reducing
emissions and their environmental footprint,
while treating their employees well. Secondly,
money should be invested in sustainable
corporations that foster the transformation
towards low carbon activities.
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AFRICAN AGRICULTURE

VERTICAL INDOOR
FARMING
– A SUSTAINABLE ANSWER FOR
LARGE-SCALE AGRICULTURE?
As Africa grapples with climate change-induced
extreme weather patterns, the continent’s
leaders are increasingly recognising its negative
effect on agriculture. Industry stakeholders are
also exploring climate adaptation for African
agriculture and investigating climate-resilient
sustainable projects to ensure food security.
T H E O VA N D E R V E E N , B U S I N E S S D E V E L O P M E N T E X E C U T I V E ,
UFF AFRICAN AGRI INVESTMENTS

T

he adoption of innovative farming methods is gaining prominence,
and we are sure to see solutions that use science and technology to
ensure resilient and sustainable climate risk and soil management, as
well as improved water management.

As Old Mutual Investment Group’s agricultural investment adviser for
Africa, we believe that our role requires an active approach to improving
traditional farming methods and looking for new ways to implement modern
agricultural technology that is tailor-made for the continent.

FARMING INDOORS
Our focus is driven by our vision of feeding Africa’s megacities with the right
fresh produce grown within the cities themselves. Furthermore, the same
plant production units will be able to produce top quality plant material for
our investments in orchards mainly in the rural areas.
As high quality plant material for commercial scale agriculture is limited,
it poses a risk to creating farms with additional hectares or developing a
greenfield operation; we therefore advocate getting involved in indoor

THEO HAS BEEN IN THE FRESH PRODUCE TRADING AND
DISTRIBUTION GLOBAL INDUSTRY SINCE 1984. AT UFF AFRICAN AGRI
INVESTMENTS HE IS RESPONSIBLE FOR RELATIONSHIP MANAGEMENT
WITH AGRICULTURAL OPERATORS AND THEIR CLIENTS. HIS WEALTH
OF EXPERIENCE IN THE INDUSTRY ADDS VALUE, IN PARTICULAR,
TO THE AUDIT OF THE COMMODITY FLOWS FROM ALL THE FARM
OPERATORS THAT ARE PARTNERED WITH.
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OUR FOCUS IS DRIVEN
BY OUR VISION OF

FEEDING AFRICA’S
MEGACITIES
WITH THE RIGHT
FRESH PRODUCE.

OUR PLANET

vertical farming in a closed environment. This
core technology is practised in different parts
of the world, including the US, Japan and
Europe.
Using innovative strategies with state-of-theart technology and “plant growing recipes”,
the facility can produce various crops in
a controlled, disease-free environment.
The result is faster-growing produce that is
healthier, more homogeneous and available
year-round. Indoor farming facilities are able
to expedite plant growth by providing a
secure, an access-restricted and a pathogenfree environment. Vegetables and herbs,
for example, have growing cycles ranging
between two and four weeks, depending
on the crop, whereas young trees and vines
have growing cycles of four to seven weeks
depending on the commodity.

51

FEEDING INNOVATION
Closed vertical indoor farming technology is the
result of many years of research and development
and is based on a combination of climate control
and LED lighting systems, which create the ideal
environment for plants to grow. The environment is
calibrated to produce the required characteristics
(agro-physiological properties, shape, size and
aroma). As such, pesticides, herbicides and
fungicides do not have to be applied and water
usage is reduced by 90%.
The current market for vertical farming is thriving,
with a lot of activities taking place to naturally
grow fresh vegetables and fruits as close as
possible to urban markets. Various reputable
retailers are looking into this environmentally and
energy-friendly way of organic growing as it also
minimises logistical costs.
2017 | TOMORROW – AS INVESTED AS YOU ARE
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GLOBAL EMERGING MARKETS

DOES ESG DRIVE ALPHA
IN EMERGING MARKETS?
We have always contended that investing in
a portfolio of companies in emerging markets
that rate well on Environmental, Social and
Governance (ESG) factors need not result in
a sacrifice of returns. Our research points to
evidence that it can lead to superior returns and
that there are intuitive explanations for this.
WA L E E D H E N D R I C K S , E S G A N A LY S T, A N D W I U M M A L A N ,
INVESTMENT PROFESSIONAL: GLOBAL EMERGING MARKETS,
B O T H AT O L D M U T U A L I N V E S T M E N T G R O U P.

Sustainability (ESG) is a macro-thematic trend that is
reshaping the competitive landscape, and companies
that are able to respond to this trend and innovate
early on will reap the benefits of stronger growth
prospects, enhanced operating efficiencies, stronger
social licence to operate, enhanced staff retention,
lower cost of capital and, ultimately, a stronger and
more sustainable competitive advantage.

WALEED IS RESPONSIBLE FOR ESG
RESEARCH AND ANALYSIS OF COMPANY
PRACTICES AND THEMATIC ISSUES,
QUANTITATIVE RESEARCH AND ANALYSIS,
THE DEVELOPMENT OF ESG TOOLS AND
INTEGRATING ESG FACTORS INTO STOCK
SELECTION AND VALUATION PROCESSES
ACROSS ASSET CLASSES. HE JOINED THE
RESPONSIBLE INVESTMENT TEAM IN 2013.
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They will also reduce
operational risk and
be positioned towards
more sustainable growth,
ensuring improved financial
performance, which will
ultimately have a positive
impact on valuations and
share price returns.
Our hypothesis is that betterrated ESG companies in
emerging markets outperform
the lower-rated ESG
companies, as well as the
benchmark, and therefore
incorporating ESG factors
when investing in emerging
market equities can lead to
superior returns.

WIUM IS RESPONSIBLE FOR ANALYSIS AND
STOCK SELECTION IN THE TECHNOLOGY,
MEDIA, TELECOMMUNICATIONS, INTERNET AND
HEALTHCARE SECTORS FOR THE GLOBAL EMERGING
MARKETS FUND, WHICH HE JOINED IN 2013. HE
HAS 11 YEARS’ EXPERIENCE IN ANALYSING STOCKS
IN THE EMERGING MARKETS, HAVING PREVIOUSLY
WORKED AT ALLIANCEBERNSTEIN FOR SIX YEARS.

RESPONSIBLE INVESTMENT
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ESG INTANGIBLE VALUE ASSESSMENT (IVA)
APPLIES A THREE-STAGE APPROACH:
STEP 1: Identify key ESG drivers of risks and opportunities for each industry
STEP 2: Evaluate risk exposure and management
STEP 3: Rank and rate each company against industry peers

QUANTITATIVE RESEARCH

T

o test our hypothesis, we
compared the returns of the
MSCI Emerging Markets Index
constituents, grouped according
to their ESG ratings.
We decided to apply the MSCI ESG
Intangible Value Assessment (IVA)
Industry Adjusted score to the MSCI
Emerging Markets Index constituents
from 31 January 2013 to 31 May
2017. We used this assessment tool
and period since we believe that the
MSCI’s IVA ESG score is a very reliable,
independent and objective assessment,
and to ensure sufficient coverage.
At 31 January 2013, MSCI had 80%
coverage (90% by market cap weight)
of the MSCI Emerging Markets Index,
increasing to 99.83% by May 2017.
The score is derived by analysing
companies’ risks and opportunities that
arose from ESG factors. Through an indepth examination of material issues for
the industry and rigorous benchmarking
against industry peers, the MSCI IVA
ESG score can reveal hidden risks or
opportunities that may not be captured
by conventional financial analysis.

The companies in the MSCI Emerging Markets Index were ranked and placed into
five portfolios according to their MSCI IVA score: Portfolio 1 (8-10); Portfolio 2
(6-8); Portfolio 3 (4-6); Portfolio 4 (2-4); and Portfolio 5 (0-2). We equal-weighted
each portfolio at the start of the analysis, without rebalancing, to allow for price
movement in order to see how each portfolio would perform if we held on to the
same basket of companies for the duration of the investment period.
CHART 1

20%

ENERGY IVA PORTFOLIOS: 31 JANUARY 2013 31 MAY 2017 (CUMULATIVE RETURNS, US$)
18.8%

19.3%
16.6%
EM Index
Performance
7.7%

15%
10%

7.5%

5%
0%

Portfolio 4
Portfolio 1

Portfolio 2

Portfolio 3

-5%

Portfolio 5
-4.2%%

Score 8-10
(28 stocks)

Score 6-8
(62 stocks)

Score 4-6
(143 stocks)

Score 2-4
(192 stocks)

Score 0-2
(235 stocks)

Sources: Old Mutual Investment Group; MSCI

JUST A “GOOD-TIMES” SIGNAL?
These quantitative research findings provided compelling support for our hypothesis.
However, we were concerned that it might have been a “good-times” signal that would
only add value in bull markets. To test whether ESG factors provide alpha in both bull
and bear market conditions, we decided to test two extreme sectoral performances over
the same period.
During the period under assessment, the information technology sector showed
significant outperformance whereas the energy sector underperformed. The same
methodology was applied to both sectors for the same period. And even though the
information technology sector as a whole performed well at 53.6%, the companies in
Portfolio 1 significantly outperformed their lower ESG scoring peers in Portfolios 2 to 5.
Portfolio 1 with 84.5% outperformed the Infotech sector by 30.9%.
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GLOBAL EMERGING MARKETS

CHART 2

90%

EM INDEX: INFOTECH IVA PORTFOLIO 31 JANUARY
2013 - 31 MAY 2017 (CUMULATIVE RETURNS, US$)

84.5%

80%

75.1%
IT sector
performance
53.58%

70%
60%

49.8%

48.2%

51.9%

50%

30%
20%
10%
INFO TECH 1
Score 8-10
(5 stocks)

INFO TECH 2
Score 6-8
(4 stocks)

INFO TECH 3
Score 4-6
(21 stocks)

INFO TECH 4
Score 2-4
(23 stocks)

INFO TECH 5
Score 0-2
(14 stocks)

Sources: Old Mutual Investment Group; MSCI

The energy sector, as mentioned above, experienced a negative return of 19.1% during the
assessment period. However, we can see from chart 3 that even in bear market conditions, the
better-rated ESG companies continued to show positive performance. Portfolio 2 significantly
outperformed Portfolios 3 to 5, as well as the energy sector as a whole by 32.2%.

CHART 3

EM INDEX: ENERGY SECTOR PORTFOLIOS 31 JANUARY
2013 - 31 MAY 2017 (CUMULATIVE RETURNS, US$)

20%

Energy sector
performance
-19.11%

13.1%
0.8%

10%
0%
-10%
-20%
-30%
-40%

Ensuring that the companies we
invest in meet our minimum corporate
governance requirements is a key
pillar (alongside quality and valuation)
of Old Mutual Global Emerging
Markets boutique’s investment
philosophy.
To evidence this approach, we
provide some detail below on one of
the holdings in the Old Mutual Global
Emerging Markets Fund, Taiwan
Semiconductor Manufacturing
Company Limited (TSMC).

40%

0%

GOVERNANCE IS A KEY
PILLAR

Energy 1

Energy 2

Energy 3

-4.2%%

-34.0%

Energy 4

Energy 5

Score 2-4
(13 stocks)

Score 0-2
(17 stocks)

-5%
Score 8-10
(0 stocks)

Score 6-8
(5 stocks)

Sources: Old Mutual Investment Group; MSCI
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Score 4-6
(12 stocks)

TSMC is the world’s largest
semiconductor foundry, representing
around 30% of global capacity. It
manufactures leading edge chipsets
for nearly all of the global leading
electronics companies, including all
of Apple’s upcoming A11 application
processing units for the new iPhone, to
be launched in late 2017.
TSMC has been a core holding in the
Old Mutual Global Emerging Markets
Fund since 2012. It has a very strong
competitive advantage through scale,
technology, leadership and customer
trust and is the leader in an industry
with high barriers to entry (due to
technology, very high capex and R&D
requirements). It also has a highly
regarded, experienced and educated
management team. TSMC has
sustained returns on invested capital
at above 25%, with a free cash flow
margin that has averaged more than
20% over the past 10 years.
TSMC rated very well in the internal
proprietary framework that we
use to analyse the governance
structures, policies and practices of all
companies we consider investing in,
scoring 81% against our hurdle rate
of 60%.

RESPONSIBLE INVESTMENT

Old Mutual Global Emerging Markets
Corporate Governance Assessment.

Importance

% Score

Value Creation and Capital Management

30

60%

Board and Shareholder Structure

30

90%

Fair Information Disclosure and Management Access

20

85%

Representation of Data (Accounting)

10

100%

Ethics and Social Responsibility

10

90%

100

81%

Total

TSMC also scored very well on the independent, quantitatively based assessment
that was developed by the Responsible Investment team, scoring 5.7, which is
much higher than the MSCI Emerging Markets Index average of 4.9.
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THERE IS CLEAR
PROOF OF

SUPERIOR

Responsible Investment
Governance Assessment

Weight%

AVERAGE SCORE

MSCI EM
Index Ave.

GEM Portfolio
Average

TSMC

4.9

5.6

5.7

Auditing

10%

53%

66%

88%

Board Structure and Experience

20%

50%

52%

10%

Capital Structure

10%

70%

76%

100%

Director

15%

51%

64%

83%

Remuneration

15%

38%

42%

24%

Diversity

5%

42%

41%

72%

Human Capital

4%

52%

60%

100%

Governance of Environmental
and Social Issues

11%

35%

43%

100%

MSCI AGR rating

10%

52%

56%

22%

SHAREHOLDER
RETURNS FOR
BETTER-RATED ESG

At 31 January 2013, TSMC was a constituent of Portfolio 2 in the above
analysis. By 31 May 2017 it had improved and would have been eligible to
move into Portfolio 1 had we run the split at that time. TSMC delivered a total
shareholder return of 121% in US$ from 31 January 2013 to 31 May 2017.

NOTE: Past performance is not an indication of future performance.
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RENEWABLE ENERGY

A ROAD MAP
FOR SA’S
ENERGY FUTURE
Energy planning is the archetypal “wicked”
problem. Its significance cannot be
underestimated. It reaches the furthest
corners of social and economic development
at a macro- and community-level, impacting
our basic needs – jobs, livelihoods, water,
education, health and the environment that
sustains us. Spanning every sector of society in
this way, it draws in multiple perspectives from
disparate value systems.
F R A N C I S J A C K S O N , I N V E S T M E N T P R I N C I PA L , A F R I C A N
INFRASTRUCTURE INVESTMENT MANAGERS (AIIM)

THE NATIONAL INTEGRATED RESOURCE PLAN
Globally, the energy market is in rapid flux, responding to the technological
advances dominating price dynamics, and social awareness driving power
consumer choices. We observe continuing defection from national supply,
divestment from certain supply sectors, disruption from step changes in energy
storage innovation and cost gains in a maturing renewables market. Following
South Africa’s crippling load-shedding and subsequent economic slowdown,
the present national demand is materially lower than that projected in the
Integrated Resource Plan 2010 (IRP2010). These are all features of a context
within which we would be fools fuelled by hubris if we were to lock in our longterm choices today based on trends projected 30 years into the future.
Mega-projects are symptomatic of the one-size-fits-all long-term commitments
that have typified our energy management architecture in the past.

FRANCIS BRINGS TO HIS ROLE AT AIIM A 15-YEAR CAREER
IN INDEPENDENT POWER PRODUCTION (IPP) AND ENERGY
PROJECT DEVELOPMENT IN NEW ZEALAND AND SUBSAHARAN AFRICA. THE 138MW AMAKHALA EMOYENI
WIND FARM AND 94MW WEST COAST ONE WIND FARM
FORM PART OF HIS LEGACY AS HEAD OF DEVELOPMENT FOR
AFRICA AT A CAPE TOWN-BASED IPP DEVELOPER. ALONG
WITH THE THEME OF ENVIRONMENTAL, SOCIAL AND
GOVERNANCE (ESG), HE HAS AN INTEREST IN HELPING
SHAREHOLDERS ACHIEVE CONGRUENCE BETWEEN THEIR
VALUES AND THEIR INVESTMENTS.

1

Internationally and locally, they have a track
record of material cost and schedule overruns1,
increasing the cost per unit energy. For Eskom to
continue to fund new capacity, with its relatively
high gearing and the most recent credit rating
downgrade, National Government guarantees
would be increasingly necessary to ensure
continued access to funding markets.
However, given Government’s own funding
challenges, private sector participation will be
critical. It must then be acknowledged that in line
with international trends, the private sector will be
attracted to certain sectors, such as renewable
energy, while other sectors (notably coal-fired
and nuclear power generation) will no longer
attract significant investor appetite due to mandate
constraints, reflected in increased cost of capital
requirements for those options.

IN ONE STUDY, OUT OF 180
NUCLEAR GENERATION PROJECTS
ASSESSED, 97% EXPERIENCE COST
OVERRUNS, WITH AN AVERAGE
OVERRUN OF 117%.
IN COMPARISON, WIND POWER
PROJECTS WERE FOUND TO BE LESS
AFFECTED, WITH 5% OF PROJECTS
EXPERIENCING COST ESCALATIONS
WITH AN AVERAGE OVERRUN OF
7.7%.

Sovacool, BK, Gilbert,A, Newgent, D. An international comparative assessment of construction cost overruns for electricity infrastructure, Energy Research and Social Science Journal, July 2014 p.154, table 1
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ACTUAL AVERAGE TARIFFS IN R/kWh (APR 2016 – R)

CHART 1

- 59%

5

- 83%
4

3.65

3
2.18
2
1.51

Local job creation in the building of the REISA solar facility
at Kathu

1.19

1.17
0.87

1
0.87

With this level of complexity and uncertainty, there
will undoubtedly be unintended consequences
to the most well-meaning interventions. The latest
plan, the IRP2016, is an attempt to juggle multiple
crystal balls, some more transparent than others. In
such a complex environment, with the potential for
any decision to have far-reaching socio-economic
implications and against a market backdrop of
rapid disruption, how do we plan and develop an
energy mix that has the greatest systemic benefit?

■■

■■

■■

2

Look at it from multiple perspectives
by facilitating truly representative
engagement between stakeholders
Cross-examine the system value of the
different technologies and the implications
of their integrated development
Make the planning process adaptive
by updating it regularly and assigning
greater value to shorter lead times and
smaller components

0.69

0.62

0
Solar PV

Wind

Source: CSIR Energy Centre, Pretoria, 31 March 2017

LIFETIME COST PER ENERGY UNIT

CHART 2

(R/kWh) FOR NEW CAPACITY (APRIL 2016 ZAR)
3.69
FIXED
(CAPITAL,
O&M)

2.89

ADAPTIVE PLANNING TO
MAXIMISE VALUE AT MINIMUM
RISK
We shouldn’t look for a single large intervention
that will alleviate all of our concerns. Instead, we
must approach this problem as one that needs to
be managed on an ongoing basis. If we attempt to
come up with the ultimate single solution, we will
be ignoring the dynamic nature of the problem. We
must consider possible solutions holistically, taking
the following into account:

0.62

0.62

0.62

Solar PV

Wind

Assumed capacity factor2

1.41

1.41

Nuclear

Gas
(CCGT)

Mid-merit
Coal

82%

90%

50%

1000

0

400

1.0

1.09

Baseload
Coal (PR)

VARIABLE
(FUEL)

Gas
(OCGT)

Diesel
(OCGT)

50%

10%

10%

1000

600

600

CO2 in kg/MWh
0

0

Source: CSIR Energy Centre, Pretoria, 31 March 2017

Participating in the REIPPPP has afforded Old Mutual Investment Group
the opportunity of realising impact and of supporting the National
Development Plan. The IDEAS portfolio alone contributed R192 million
in enterprise development and socio-economic development funding,
with tangible results in education, health and social development in rural
communities – 41% of the R473 million national total by March 2017 –
and the creation of some 7 800 direct job-years of employment – 25% of
the national total of 31 200 job-years.

“Formal comments on the Integrated Resource Plan (IRP) Update Assumptions, Base Case and Observations 2016”, CSIR Energy Centre, Pretoria, 31 March 2017
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We have already learned a great deal about
what needs to be fed back into this process so
that we keep learning as we go. The costs of
wind and solar power have dropped past two
historic milestones since the inception of the
Renewable Energy Independent Power Producer
Procurement Programme (REIPPPP). First, both
wind and solar (photovoltaic) PV fell below the
new-build cost of coal and nuclear. Then, in the
expedited window of the fourth round of the
REIPPPP, the average tariff for solar PV dropped
to the point where it matched that of wind2. The
rapid downward cost trajectory of storage must
be captured in a learning rate projection to avoid
the model missing the hinge point at which it

2050

522 TWh

We have learned that the rationale behind
including artificial annual build constraints on
renewable energy in the IRP2010 no longer
applies. At that time, market capacity was
uncertain and there were concerns about grid
integration. Since then, the private sector and
Eskom have successfully integrated 3 052 MW
from 56 operating IPP projects3. South Africa
already has sufficient flexibility to accommodate
25% variable energy without additional
upgrades, storage or peaking capacity4. In
the IRP2016 model, the requisite amount of
each type of generation for matching supply

DRAFT IRP2016

LEAST COST

“BASE CASE”

ENERGY MIX
DEMAND:

becomes a viable alternative to other forms of
flexibility, such as gas.

5%

18%

14%

1%

COAL

49%

COAL (NEW)

2%

1%

NUCLEAR
NUCLEAR (NEW)

9%

10%

19%

6%

6%
0%

0%

28%

21%

11%

HYDRO + PS
GAS
PEAKING
BIOMASS/-GAS
OTHER STORAGE
WIND

COST
TOTAL SYSTEM COST
(R Billion/year)

AVERAGE TARIFF
(R/KWh)

CSP
SOLAR PV

700

627

1.34

1.20

187

86

41

15

252-295

310-325

ENVIRONMENT
C02

C02 EMISSIONS
(Mt/yr)

WATER USAGE
(billion litres/yr)

JOBS
DIRECT & SUPPLIER
(‘000)

Source: CSIR Energy Centre, Pretoria, 31 March 2017
3 “Independent Power Producers Procurement Programme (IPPPP). An Overview, as at 31 March 2017”, IPP Office
4 International Energy Agency, Next Generation Wind and Solar Power report, 2016 (http://www.iea.org/publications/freepublications/publication/next-generation-wind-and-solar-power---from-cost-to-value---full-report.html)
5 “Formal comments on the Integrated Resource Plan (IRP) Update Assumptions, Base Case and Observations 2016”, CSIR Energy Centre, Pretoria, 31 March 2017
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Early childhood development is one of the primary areas of socio-economic development funding by the REISA solar facility at Kathu

to demand is costed according to its fixed and
variable components. This ensures that the
blended cost is representative of the system cost
for variable generation in the mix. There is no
hidden “backup” cost. With these learnings and
the known strategic grid corridors defined in
the gazetted Renewable Energy Development
zones, artificial build constraints on renewables
should be removed as they distort the ability to
solve for a least-cost solution. Without them, the
model generates a least-cost high renewables
scenario with greater system value in nonmonetary parameters such as water, carbon and
job creation5.

UNLOCK OUR CREATIVE CAPACITY
TO GENERATE A SUSTAINABLE
TRAJECTORY
Our diversity in perspectives and our delightfully
unpredictable nature as human beings will add
the element of the unexpected – and hence risk
– to our forecasts. Despite this, we should take
comfort in the fact that in these same qualities is
the creativity that will save us from our presently
unsustainable trajectory. If we are able to
respond to disruptions appropriately, we will
harvest opportunities for energy solutions that are
more capable of meeting our needs. Failure to do
so will result in us finding ourselves on the wrong
side of history.
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INDEXATION

TWO GLOBAL
MEGATRENDS
CONVERGE

The prominence of the Principles of Responsible
Investment (PRI) has grown tenfold, as
evidenced by the number of signatories and
assets under management (AUM), which,
as of April 2017, were 1 700 signatories,
representing US$62 trillion in AUM1.
This has prompted investors to increasingly look
at ways of incorporating Responsible Investment
(RI) approaches into their investment strategies. For
example, MSCI currently has US$58 billion in assets
benchmarked to their range of ESG indices2 and is
the world’s largest provider of environmental, social
and governance (ESG) indices3 and research.
Index investing has similarly become a global
megatrend as investors increasingly recognise the
benefits that low cost index funds can offer to their
overall investment portfolio.
F R A N K S I B I YA , P O R T F O L I O M A N A G E R , O L D M U T U A L
CUSTOMISED SOLUTIONS
S H A R I E FA PA R K E R , P O R T F O L I O M A N A G E R , O L D M U T U A L
CUSTOMISED SOLUTIONS

FRANK IS RESPONSIBLE FOR MANAGING
BOTH LOCAL AND INTERNATIONAL FUNDS,
OPTIMISATION AND IMPLEMENTATION. HE
USED TO BE A MATHEMATICS AND STATISTICS
LECTURER AND ALSO WORKED AS A RESEARCH
ASSISTANT UNDER THE OPERATIONS RISK
MANAGEMENT FUNCTION.

SHARIEFA IS PRIMARILY RESPONSIBLE FOR
DOMESTIC AND INTERNATIONAL PORTFOLIO
OPTIMISATION AND IMPLEMENTATION.
SHE BRINGS TO HER ROLE A STRONG
UNDERSTANDING OF VALUATION
METHODOLOGIES ACROSS FINANCIAL
INSTRUMENTS IN VARIOUS ASSET CLASSES.
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THE FOUR CATEGORIES OF
RI INDICES
At Customised Solutions we understand the
emergence of RI indices and have seen them
evolve into the following four categories:
■■

■■

■■

■■

Best in Class > ESG scores are used to select
companies that best manage the long-term risks
affecting their industry, while being cognisant of
the parent index to limit systematic risk.
Screen Exclusions > This approach
excludes companies involved in certain
business activities (e.g. alcohol, gambling,
coal, etc.) to achieve their objectives, and
includes those with ethical, moral or faithbased investment strategies.
Resource Efficiency > With humanity’s
ever-growing demands on the Earth’s natural
resources, increased pressure to respond to
climate change and limit pollution, companies
that use fewer resources and produce less
waste in the production of their goods and
services are identified to create an index with
an increased resource efficiency score relative
to the parent index.
Green Growth Impact > To address the
risks of climate change, resource depletion
and environmental erosion, companies are
classified according to a green economy
taxonomy, which facilitates the creation of
indices not previously possible with traditional
sector and industry classification frameworks.

Old Mutual’s Responsible Investing Equity Index
Fund has adopted a best-in-class approach
to ESG investing. We believe that this offers
investors an optimal trade-off between taking a
strong stance on ESG issues to mitigate against
the long-term risks within each industry, without
introducing significant systematic risk relative to
the market.

THEORY ASIDE, LET’S TALK
ACTUAL PERFORMANCE
With a full year of actual performance behind
the Responsible Investment Equity Index Fund, we
unpack what has been driving its outperformance
(as seen in chart 1) relative to its parent index,
the FTSE/JSE Shareholder Weighted Index (SWIX).

1 Principles of Responsible Investing www.unpri.org/about
2 MSCI www.msci.com/esg-index-family, as of Dec 2016, based on
Bloomberg, Morningstar and MSCI data
3 MSCI – by number of indices and by assets tracking the indices
compared with publicly available information produced by FTSE
and S&P Dow Jones
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RESPONSIBLE INVESTMENT EQUITY INDEX FUND VS
FTSE/JSE SHAREHOLDER WEIGHTED INDEX
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Gold, with claims dating back as far as 1950.
Indications are the claimants will receive settlement
amounting to about R450m by the end of 2017,
a fraction of the R10bn liability it could have cost
based on a 2009 paper published by the University
of Witwatersrand and University College London.
BHP Billiton, Glencore, Impala Platinum, Lonmin and
Sasol are also ineligible for inclusion in the fund due
to controversies and/or low ESG ratings.
While the underweight exposure to resources relative
to the SWIX contributed to outperformance, the stock
selection within the resources sector contributed
almost four times as much outperformance, which
highlights the benefits of selecting companies that
better manage ESG risks relative to their peers.

Source: Old Mutual Investment Group as of 30 April 2017 | Gross Total Returns |
Returns prior to April 2016 are back-tested.

Gross Total Return as of 30 April 2017		

1-yr

Responsible Investment Equity Index Fund		

8.11%

FTSE/JSE Shareholder Weighted Index (SWIX)		

4.41%

Relative					+3.70%

The biggest contributors to the fund’s forecast tracking error relative to the
Shareholder Weighted Index (SWIX) originate from the best-in-class ESG
selection approach, as well as sector tilts introduced through this process.
While the fund aims to neutralise sector tilts arising from the screening process
by selecting the top 50% of companies from an MSCI ESG Ratings perspective
within each sector, this is not always possible, as indicated in the factbox.

WHAT CAUSES SECTOR TILTS
WHEN SCREENING?
■■

Number of companies within a sector

■■

Size distribution of companies within a sector

■■

Number of companies eligible for inclusion

■■

Secondary effects from other sector tilts

THE IMPACT OF CONTROVERSIES AND POOR ESG RATINGS
In extreme situations, it is theoretically possible for all of the companies within a
particular sector to be excluded from the fund if they have been involved in severe
controversies or have had very poor ESG ratings. While not affecting every
company, such a situation has recently arisen within the materials (more commonly
known as resources) sector. A number of prominent South African gold mining
companies are liable for the class action lawsuit brought against them by former
workers now suffering from various lung diseases, including silicosis and pulmonary
tuberculosis. The companies implicated in this severe health and safety controversy
include Anglo American, AngloGold Ashanti, Gold Fields, Harmony and Sibanye

Beyond the resources sector, Steinhoff was the
biggest contributor to the outperformance of the
SWIX by not being included in the fund (due to
a lower MSCI ESG rating) than its peers in the
consumer discretionary sector. As of 30 April 2017,
it lagged the market by a one-year total return of
-20.84%, which caused the outperformance. The
main reasons for its lower score are primarily due
to issues pertaining to labour management and
chemical safety, among others. It has also been
flagged for controversies relating to bribery and
fraud within the governance category. German
authorities raided its offices in November 2015 to
investigate possible overstatement of sales that were
reported as income in intragroup sales.

WAIT, THERE’S SOME
DETRACTION TOO!
It would be remiss of us if we neglected to highlight
where value has been detracted over the last year.
Not all positions in the fund selected or excluded
based on ESG criteria, will always contribute to
outperformance, especially over the short term.
Within the telecommunications sector, MTN
detracted the most value from the fund relative to
the SWIX. There are only three securities in this
sector, with MTN dominating in terms of size relative
to Vodacom and Telkom, and it will therefore
be included in the fund to meet the 50% sector
coverage requirement, unless it is ineligible due to a
severe controversy. While MTN lagged the market
over the year, the value it detracted was more than
offset by the other stock selection decisions.
Responsible investing is very much a long-term global
theme, which makes evaluating its performance
over a short period almost contradictory. That said,
the Responsible Investing Equity Index Fund aims to
balance the objective of investing in companies that
are better for the planet (environment), better for the
stakeholders who interact with the company (social)
and place greater emphasis on best practice from a
governance perspective (governance) while being
cognisant of the systematic risk relative to the overall
market.
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GREEN ECONOMY

MID- AND SMALL
CAP GROWTH
FROM A GREEN
ECONOMY

Over the last 10 years, South African companies
and asset managers have spent a tremendous
amount of time and effort on many areas of
responsible investing, in particular where
remuneration and board structures are concerned.
This includes the right skills and experience and oversight
functionality of the board and the appropriate long-term
incentive structures for the executive teams.
Sadly, Government and state-owned enterprises
are miles behind the private sector and their overall
performance in terms of profits or losses and overall
service delivery is, quite frankly, no surprise.
WA R R E N J E R V I S , F U N D M A N A G E R : O L D M U T U A L I N V E S T M E N T G R O U P

S

o what is responsible investing? As defined by the United Nationssupported PRI (Principles for Responsible Investing), “responsible
investment is an approach to investing that aims to incorporate
environmental, social and governance (ESG) factors into investment
decisions, to better manage risk and generate sustainable, long-term returns”.
To quote the PRI further, its mission statement states: “We believe that an
economically efficient, sustainable global financial system is a necessity for longterm value creation. Such a system will reward long-term, responsible investment
and benefit the environment and society as a whole.” The reality is that any entity
has, or has access to, a limited amount of resources and if it uses those resources
in a short-term, unsustainable, risky manner the entity will surely not survive.

WARREN BRINGS IN-DEPTH KNOWLEDGE OF, AND
CONSIDERABLE INSIGHT INTO, THE MID- AND SMALL
CAP SECTORS TO OLD MUTUAL INVESTMENT GROUP.
HE HAS 24 YEARS’ WORK EXPERIENCE IN ANALYST AND
PORTFOLIO MANAGEMENT POSITIONS, BOTH IN SOUTH
AFRICA AND LONDON. WARREN HAS BEEN THE FUND
MANAGER OF THE OLD MUTUAL SMALL COMPANIES
FUND (UNIT TRUST) SINCE 2009, WHILE ALSO
MANAGING SEVERAL OTHER CLIENT PORTFOLIOS.
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A SUSTAINABILITY CULTURE
RISING
There are many examples of mid- and small cap
companies that are managing greenhouse gases,
waste and water better, focusing on safety and
employee / community relations, and managing
boards and incentive structures better. Many of
these companies produce a sustainability report
and actively highlight where they are doing
excellent work in their own businesses or in
the community at large. Entire business models
are based on waste management or recycling,
some of which are unlisted but would still be
considered mid- or small-sized businesses in the
listed space. The key is that businesses have
to adapt to a changing and challenging set of
business circumstances to survive, and ensuring
appropriate focus on ESG will ensure that they
do. Omnia, as an example, has an energyefficient plant that can supply additional power
to over 50% of its Sasolburg complex, thereby
decreasing its reliance on the national electricity
provider.
City Lodge is one company that has been
managing a sluggish, slowly recovering hotel
market since the 2010 FIFA World Cup.
Occupancies and revenue per room have
been recovering gradually every year. The
management at City Lodge have, however, been
very proactive in managing what they could
control: their overall hotel cost base. For years
now, they have focused on lighting systems,
overall energy used to manage the carbon
footprint, and even when the laundry operates
and how much water it uses. To quote from
the latest City Lodge annual report: “Adding
on to our highly impactful energy efficiency
programme that has reduced our carbon footprint
over the past few years, we are piloting another
new programme. At our new Road Lodge
Pietermaritzburg, we have installed a grey water
treatment plant, which is able to treat water
expelled from the laundry so that it can be used
for irrigation in a portion of the garden. Based on
this project, we are using the data obtained to be
able to assess the feasibility of installing similar
products into new hotels, and where possible,
as retrofits into some of our existing hotels. This

RESPONSIBLE INVESTMENT

project is still in its infancy, but demonstrates our
commitment to finding various ways of reducing
water consumption in our operations. With
regard to solar, we have identified a possible
project which, if economically feasible, will see
the commencement of a 12-month pilot on using
solar-generated electricity to provide some of the
electricity at one of our Gauteng-based hotels.”
All these various initiatives have made the
hotels more cost effective and
more
focused on long-term
value creation for all
stakeholders.

THE DEMAND FOR POWER
Any country that is looking to develop its
economy needs cheap power, an educated
and a productive workforce, and an abundant
source of water. In particular, in Africa it is vital
that a suitable power infrastructure be built over
the longer term for the region’s overall economic
growth. Africa also has one of the world’s fastest
growing urbanisation rates and cities on the
continent are going to need abundant power
sources and infrastructure. There is a perpetual
need for power infrastructure and US$835bn
needs to be spent just to meet current demand.
The renewable energy opportunity across Africa
is enormous.
A quality small cap share that
is integrally linked to the
power sector as a
whole, and
renewable
energy in
particular, is
Consolidated
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Infrastructure Group Limited (CIL). Two of
their main divisions are integrally involved in
building substations and power infrastructure
in sub-Saharan Africa, or are involved in
oil and gas waste management in Angola.
CIL offerings span the power value chain
covering distribution, transmission and
generation. The 2017 CIL order book has
R2.3bn of renewables work in
it. This is up from R1.6bn
in 2016, out of
a total
2017
order book
of R6.6bn.
The overall African
renewables pipeline
currently sits at R13bn and is a
huge opportunity – not only for the
company but also for Africa as a whole,
generating clean energy for the continent at a
very good price relative to alternatives.
Imagine the prospects for Africa as a
continent with an abundance of clean
renewable energy. CIL is one company that is
capitalising on the growth opportunities from
the green economy.

THE KEY IS THAT

BUSINESSES HAVE
TO ADAPT
TO A CHANGING AND
CHALLENGING SET OF BUSINESS
CIRCUMSTANCES

TO SURVIVE.
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ENTREPRENEURSHIP

THE STATE OF

ENTREPRENEURSHIP
THE STATE OF
ENTREPRENEURSHIP
RAPELANG RABANA, FOUNDER AND CEO OF REKINDLE LEARNING
A N D E X E C U T I V E D I R E C T O R , N I S E L A C A P I TA L

Entrepreneurship is often presented as the
panacea for many of South Africa’s
socio-economic challenges.
With a 13-year unemployment high of 27.7%1,
GDP growth slumping to 0.7%2 and one of the
highest Gini coefficients in the world, the pressure
is on to pull a rabbit out of the hat before the ticking
time bomb that is the nearly 50% of South Africans
living on less than R3 500 a month, explodes.
Although many people emphasise entrepreneurship as
that proverbial rabbit, in the same way as one cannot
simply “pick up” the falling rand, there is no magical
switch to “turn on” entrepreneurship.
The complexities, particularly from the perspective of
building truly entrepreneurial mindsets, are greater
than we realise.

S

outh Africa’s entrepreneurial eco-system
is not particularly insufficient. The Global
Entrepreneurial Index3, which measures
barriers to entrepreneurship across 92%
of the world’s GDP and 85% of its population,
including physical infrastructure, government
policies, access to finance, entrepreneurial
attitudes and quality of education, ranks
South Africa 46 out of 85 countries. This is
ahead of many of our African counterparts,
including Zambia, Morocco, Kenya, Ghana
and Nigeria. However, according to the
Global Entrepreneurship Monitor, South Africa’s
entrepreneurial activity levels have remained
limited from 2001 to 20164. Moreover, they
are significantly lower than African countries
in which the entrepreneurial eco-system is
considered weaker.

I BELIEVE WE NEED A

CLEARER LANGUAGE
THAT ALLOWS US TO
UNDERSTAND THE

DEEPER NUANCES OF
DEVELOPING PEOPLE
TOMORROW – AS INVESTED AS YOU ARE | 2017

INCLUSIVE GROWTH

SA FALLS FAR BEHIND

I believe we need a clearer language that
allows us to understand the deeper nuances
of developing people. We need enhanced
frameworks that enable us to measure a person’s
ability to respond to challenges around them
so that we can better assess the triggers that
will propel them to the next stage of their
development.

Fervent convictions that South Africa’s small
business sector will be the catalyst for growth
do not change the reality that South Africa is
ranked 55th out of 62 economies with respect
to the perceived opportunities and capabilities
of ordinary citizens to start businesses – well
below the average for efficiency-driven
economies. Moreover, the African regional
average for entrepreneurial volition is four times
higher than for South Africa and the average
for efficiency-driven economies is more than
double South Africa’s score.

One such framework is the A2B Transformation
method developed by local social entrepreneur
and internationally acclaimed Ashoka fellow
Vivienne Schultz. This ground-breaking work
explains complex neuro-behavioural concepts on
how to develop ordinary people into conscious,
self-driven, responsible and contributing members
of society – in practical steps.

The country’s nascent entrepreneurial activity
(those who have committed resources to a
business but have not paid salaries for more
than three months) is down 30% from 2015.
The Total Early-stage Entrepreneurial Activity
(TEA) (which measures adults aged 18 to 64
in the process of or who have just started a
business) has dropped 25% and the African
regional TEA rates are 2.5 times higher than
South Africa’s.

WHERE THERE’S A WILL,
THERE’S A WAY
Strikingly, Schultz’s research – conducted in
2011 – found that as much as 84% of the
general South African workforce has low levels
of responsiveness5 (the extent to which people
are able to respond to tasks and challenges).
Combined with low levels of volition, this
can trigger the development of an external
locus of control – a debilitating state of mind
characterised by the belief that one’s life
circumstances are ruled by external factors that
are entirely out of their control, such as luck,
fate, injustice, bias or prejudice. This can cause
chronic dependency. I have grown increasingly
concerned about the prevalence of this mindset
as a result of my own interactions with socalled entrepreneurs and those interested in
entrepreneurship.

Encouraging entrepreneurship is a complex
concept. Many of our efforts so far have
focused on implementing the right policies and
government interventions, which have been
successful to a point. But we have placed
inadequate emphasis on understanding the
human mindset, the psyche that could create
a nation of entrepreneurs – a country is not as
entrepreneurial as its entrepreneurial policies,
but rather as entrepreneurial as its people. And
evidently, we have work to do here.

MIND OVER MATTER
So far, the discourse on the human perspective
has not been particularly sophisticated.
We talk broadly about “human capital”
development, about ensuring a good
education for young people, providing
them with training in business start-ups and
development, and providing exposure and
entrepreneurial experiences to empower wouldbe entrepreneurs. However, programmes that
deliver these services are often run by people
who have limited personal experience of
entrepreneurship. These ideas are therefore
somewhat superficial and show a lack of
understanding of the complexities of the human
psyche – the stimulus that is needed, the
cracking of consciousness or moment of truth to
recognise and harness the ability to become a
successful entrepreneur. Becoming a successful
business person doesn’t simply happen by
educating people about marketing, sales and
finance, no matter how noble the intention.
1 www.statssa.gov.za
2 www.statssa.gov.za/?cat=30
3 www.mara-foundation.org/index.php/ashish-j-thakkar-global
entrepreneurship-index-
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RAPELANG IS AN
INTERNATIONALLY
RECOGNISED TECHNOLOGY
ENTREPRENEUR AND FOUNDER
OF REKINDLE LEARNING, A
LEARNING-TECH BUSINESS
THAT DEVELOPS SMART
SOLUTIONS FOR CORPORATE
TRAINING AND ACADEMIC
LEARNING. SHE IS ALSO A
PARTNER AT NISELA CAPITAL,
AN AFRICA-FOCUSED PRIVATE
EQUITY AND ADVISORY FIRM.
RAPELANG WAS RECENTLY
SELECTED BY THE WORLD
ECONOMIC FORUM AS A
YOUNG GLOBAL LEADER
FOR 2017.

On the other side of the coin, many great leaders
and entrepreneurs are deeply unconscious of
how they became successful. They are often
unaware of the points of stimulus life has given
them. They presume that hard work, a lot of effort
and a bit of luck is all anyone needs to “make it”
and that the inverse applies – those who haven’t
made it simply haven’t worked hard enough.
Such is the gap in the understanding of the
human psyche which, given the historic divide
of haves and have-nots in South Africa, does
not contribute positively to race relations and
economic development.
An approach such as A2B Transformation places
people on a measurement scale and gives
us the means to incrementally increase their
responsiveness in any educational, training or
development process. It is a good example of the
type of approach we need to help us understand
how to support those in need, stimulate
disillusioned unemployed people, change
education systems, churches and homes, and
create empowering mindsets to improve the state
of entrepreneurship in South Africa.

4 www.gemconsortium.org/country-profile/108
5 www.a2btransformation.com/why-and-how-you-need-to-empower-your-team/
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LISTED PROPERTY

BUILT TO LAST?
– ESG PERSPECTIVES
FOR LISTED PROPERTY
When you think of the impact of industry on the
environment, property may not immediately
come to mind. Yet according to the Environment
and Energy Study Institute, this seemingly benign
sector is responsible for more carbon dioxide
(CO2) emissions than any other industry.
E VA N R O B I N S , P O R T F O L I O M A N A G E R :
OLD MUTUAL INVESTMENT GROUP

ENVIRONMENTAL (AND CASH FLOW) SUSTAINABILITY
“In 2010, buildings accounted for 32 % of total global final energy use,
19 % of energy-related greenhouse gas emissions (including electricityrelated), approximately one-third of black carbon emissions and an eighth
to a third of F-gases… This energy use and related emissions may double
or potentially even triple by mid-century…” – Intergovernmental Panel on
Climate Change Report on the property sector.
To mitigate this, the listed property sector has moved strongly towards
constructing green buildings. Interestingly, it is far better for the environment
to revamp an existing building than to knock down and rebuild. Many South
African blue-chip companies have recently built flashy, new “bragging rights”
green head offices at a huge cost to the environment, leaving behind empty
A-grade office blocks that could have been refurbished – a travesty in a market
with vacancies at over 10%.

A COMPELLING CASE
The business case for green buildings is self-evident, given the sharp rise in electricity
prices. Prospective tenants look not just at rental but at total occupancy cost, of
which utilities (electricity and water) are a major component. Environmentally and
spatially inefficient buildings can soon become functionally obsolete due to high
operating costs per employee, which makes them unviable. Consequently, green
office buildings can command a higher rental as they lower the total occupancy costs
per employee. There are other benefits too, such as a better work environment and
healthier staff. Green buildings trade at a higher multiple, command higher rents and
provide better returns1.

EVAN MANAGES OLD MUTUAL’S INSTITUTIONAL AND UNIT
TRUST SA QUOTED PROPERTY PORTFOLIOS. HE HAS EXPERIENCE
IN A WIDE RANGE OF ROLES IN THE ASSET MANAGEMENT
INDUSTRY, PARTICULARLY IN EQUITY RESEARCH, PORTFOLIO
MANAGEMENT AND STRATEGY. PRIOR TO JOINING OLD
MUTUAL, EVAN WAS A RATED BROKER ANALYST IN NEDSEC’S
PROPERTY SECTOR AND HEADED UP THE FIXED INCOME ASSET
CLASS AND LISTED PROPERTY PORTFOLIOS AT ANOTHER
FINANCIAL SERVICES COMPANY.

Listed property funds in South Africa have
increasingly been making the buildings they
manage more efficient (e.g. by installing solar
power/hot water systems). However, this has not
been of the scale and level of differentiation to
be an investable theme, as it is overseas. In spite
of this, together with the SA REIT Association,
we have made a concerted effort to improve
the environmental, social and governance
(ESG) disclosure practices of their members,
including reporting in terms of the Global Real
Estate Sustainability Benchmark (GRESB) listed
property assessment. We are pleased to note an
improved uptake of the GRESB assessment this
year as South African REITs are starting to see
the benefit of disclosing their ESG performance.
We will continue to drive the investor agenda for
enhanced ESG reporting practice.

AT THE MALL
There is less emphasis on the green attributes
of shopping centres, which make up half of
our listed property portfolios. Although higher
utility costs are forcing shopping centres to
become more efficient, there is much room for
improvement in this regard. Unfortunately, the
big retail tenants for whom shopping centres are
designed are as much to blame as the landlords.
For example, they could lower their high lux
lighting levels, introduce more natural lighting
and reduce their air conditioning usage.
Real estate investors are also concerned with the
sustainability of the cash flows generated by the
buildings they buy. Buildings must not become
obsolete when leases expire. Financial gearing
must be at a responsible level and should not
boost short-term earnings at the expense of
the long term. Short-term performance is often
improved by skimping on maintenance and
capex, pushing up costs or delaying revenue

GREEN

BUILDINGS TRADE
AT A HIGHER
MULTIPLE COMMAND

HIGHER
RENTS
AND PROVIDE
BETTER
RETURNS

1 Devine A, Kok N, Green Certification and Building Performance: Implications for Tangible and Intangibles, The Journal of Portfolio Management, Special Real Estate Issue, 7th Edition (2015)
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streams. Ill-considered acquisitions are also
used to boost earnings in the short term,
although they destroy value over time. We do
not pay for one-off earnings, believing that
sustainability in all its forms is what ultimately
matters most.

THE STATE OF GOVERNANCE
Property has long held the reputation of
being the JSE’s governance “bad boy” and
is regarded by many as a dubious “cowboy”
sector. On our proprietary governance
scorecard, the sector is rated poorly compared
to other sectors on the JSE. However, we are
pleased to note that this appears to be turning
around. Property is increasingly becoming
a substantial sector that is professionally
managed and is no longer run by dodgy
developers. Governance has also improved,
although there is still much work to be done in
this regard. We are actively engaging with
industry participants to address this.
Remuneration is another area in which we
frequently engage property companies.
Many funds have compensation schemes
that only enrich management (as opposed
to shareholders) when markets go up, not
because they have added any real value. In
addition, performance standards are often
soft or inadequately disclosed. Lastly, property
companies do not have the same degree of
management complexity as their industrial and
financial services counterparts, yet benchmark
their pay to them. Management has a perverse
incentive to raise capital to grow assets even if
this does not enhance shareholder value.

THE MANCO PROBLEM
Management companies (mancos) are subject
to conflicts of interest as their fees are based
on fund size, which means that they are
incentivised to grow even when this destroys
value. Furthermore, there are frequent relatedparty issues as the manco is often a vendor
of properties to the fund. Mancos – and not
shareholders – can extract the bulk of the
control premium offered in a takeover. We
penalise funds that have mancos and are
pleased to report that there are now fewer of
them.
Ultimately, when property companies
go wrong, they can go very wrong. Bad
governance, including excessive and unaligned
remuneration, can cause sub-optimal outcomes
for investors. With this in mind, property
investors ignore ESG at their peril.
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LOW CARBON
INVESTMENT IN
LISTED EQUITY
WHAT’S THE RISK?

J O N D U N C A N , H E A D O F R E S P O N S I B L E I N V E S T M E N T, O L D M U T U A L I N V E S T M E N T G R O U P

Despite the US withdrawing from the Paris
Agreement, the risks posed by climate
change remain real and significant. The
Intergovernmental Panel on Climate Change says
that “the scientific evidence for warming of the
climate system is unequivocal”.

WITH OVER 20 YEARS’ EXPERIENCE IN THE FIELD OF
SUSTAINABILITY RESEARCH AND ENGAGEMENT, JON
LEADS THE RESPONSIBLE INVESTMENT PROGRAMME AT
OLD MUTUAL. HIS FOCUS IS ON DRIVING THE SYSTEMIC
INTEGRATION OF MATERIAL ESG ISSUES ACROSS OLD
MUTUAL. JON ALSO HEADS UP THE SUSTAINABILITY
RESEARCH AND ENGAGEMENT FUNCTION FOR OLD
MUTUAL INVESTMENT GROUP.
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One of President Trump’s key
scientific institutions, NASA, goes
further to say, “The current warming
trend is of particular significance
because most of it is extremely likely
(greater than 95% probability)
to be the result of human activity
since the mid-20th century and
(it is) proceeding at a rate that is
unprecedented over decades to
millennia.”
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PARIS AGREEMENT – NOT JUST HOT AIR

T

he central aim of the Paris Agreement is to strengthen the global
response by setting ambitious targets of capping climate change
at well below 2°C above pre-industrial levels, with an aspirational
target of 1.5°C. The Agreement works initially on a “voluntary
opt-in” basis, with the signatory parties putting forward their Nationally
Determined Contributions (NDC) for emission reductions. These voluntary
contributions form the basis of the collective effort across 153 nations
representing 63% of current global greenhouse gas emissions1.
This is a significant step forward for global collective action, simply because
by being voluntary, the agreement concretely evidences the global majority
will to reduce the carbon intensity of economic growth. Notwithstanding this,
more needs to be done as current Paris commitments still fall short of what is
required by science.

THE MARKETS ARE

BEGINNING

TO UNDERSTAND
THAT CLIMATE RISKS ARE A

MATERIAL THREAT

TO THE STABILITY AND
VIABILITY OF LONG-TERM
MARKET OPERATIONS

It seems that the markets are beginning to understand that climate risks are
a material threat to the stability and viability of long-term market operations,
and are therefore pushing for greater action. In June 2017, the Financial
Stability Board published guidelines for climate risk disclosure. These
standards were drafted by the market for the market, and are supported by
investors with roughly US$25 trillion in assets under management.

1 It is important to note that the emission pledge pathway by signatory nations has over 90% probability of exceeding 2°C, and only a “likely” (>66%) chance of remaining below 3°C this
century. The current policy pathways have a higher than 99.5% probability of exceeding 2°C – http://climateactiontracker.org/global.html
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UNBURNABLE CARBON

CARBON, A FREE OPTION?

Navigating through the noise and bluster of global climate politics in order
to understand the impacts on financial markets is not without its challenges.
Perhaps some of the most enterprising work undertaken in this regard is that
of the Carbon Tracker (http://www.carbontracker.org/) – a UK-based think
tank that first propositioned the idea of the Carbon Bubble or “unburnable
carbon”. Beyond simply looking at cost implications from annual company
emissions, they went one step further and undertook a detailed analysis of
the amount of carbon sitting on the balance sheet of the world’s biggest
resource companies.

Given the slow pace of market and policy
reform around climate change risk, it’s
perhaps not surprising that investors are
cautious about taking big bets in respect of
climate risk. For prudent long-term investors
the question has, however, been focused on
the best approaches to achieving marketrelated outcomes while lowering exposure to
climate risk.

Their work showed that in global listed markets there is roughly five times as
much “carbon” on company balance sheets versus what science is telling us
we can safely emit2. The idea of the carbon bubble or unburnable carbon
was thus born and along with it the very serious question of how to manage
this risk in long-term portfolios.

This thinking has driven the development
of a series of innovative indices that have
low market tracking errors with measurable
carbon reduction to the parent benchmark.
A host of these indices exist in the market
– some only make use of Scope 1 and 2
emissions, some include stranded carbon
assets and some go so far as extending to
include Scope 3 supply chain emissions.
Irrespective of the approach, the indices
provide investors with the “free option” on
the long-term miss-pricing of carbon-related
risks4. Essentially, this means that once the
full pricing of carbon emissions is felt in the
market, low carbon strategies should begin
to outperform.

CHART 2

COMPARISON OF THE GLOBAL 2°C
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Investors have strategic choices in respect
of managing carbon risk. They can choose
to wait for carbon to be fully priced, seek to
maintain market level returns while hedging
carbon exposure, pursue growth companies
that benefit from a low carbon economy, or
seek to engage companies and market level
actors to shift the system to safer ground. In
the short term we have seen carbon indices
gain traction globally with large-scale
investors who see this approach as a low risk
means of reducing carbon exposure while
maintaining market level returns. Is this one of
the markets’ first truly free options?

2 Unburnable Carbon – Are the world’s financial markets carrying a carbon bubble? – http://www.carbontracker.org/wp-content/uploads/2014/09/Unburnable-Carbon-Full-rev2-1.pdf
3 Scope 1 refers to company emissions from primary combustion of fossil fuels, Scope 2 comprises emissions from the consumption of electricity and Scope 3 comprises those emissions that arise from supply chain activity.
4 From a pure carbon reduction perspective some might argue that these indices do little to shift the overall system as the net carbon risk in the market is the same, it is just shifting hands.
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SOUTH AFRICA:
STRANDED COAL ASSETS

CHART 3

South Africa is a high greenhouse gas (GHG)
emitter in absolute and relative terms. We
rank 17th in the world for absolute emissions
and our per capita emissions are some 25%
above the global average. The emission
intensity of our economy (measured as 716
tCO2e/$million unit GDP) is some 40% higher
than the global average. Some other salient
carbon facts about South Africa are:

■■

■■

■■

■■

■■

28% of South African coal production
is exported – an important source
of foreign exchange – and 72% is
consumed locally
Coal provides 81% of the power
generated by state-owned power
utility Eskom
Sasol mines some 40Mt of coal a
year for gasification and conversion
into liquid fuels
35% of liquid fuel used in South Africa
is derived from coal5

In July 2012, Carbon Tracker investigated
unburnable carbon in the South African
market6. Given coal’s dominance in the
country, they focused their work on reported
reserves7 and planned coal resources8,
in both the listed and unlisted space. The
research indicated that of the current coal
reserves earmarked for domestic use, 92% is
attributable to JSE listed companies, of which
38.5% is unburnable on the basis of our Paris
accord commitments9.
For South African investors the opportunities
to pursue low carbon strategies have largely
been limited to the unlisted market, as to date
there has been little choice available in the
listed market.

CARBON DIOXIDE EMISSION POTENTIAL
OF LISTED FOSSIL FUEL RESERVES
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In 2015, Old Mutual began reporting on the carbon intensity of its South
African listed equity portfolio through its Montreal Pledge. This work led us to
work with a selection of service providers in late 2016 to see what potential
exists for low carbon investment in the South African listed market, using
the FTSE/JSE Shareholder Weighted Index (SWIX) as a benchmark. Our
preliminary work with the FTSE group shows that it was possible to achieve
a lower than 2.5% tracking error to SWIX over a period of December
2012 to June 2017 while reducing exposure to unburnable carbon by 88%
and annual carbon emissions (Scope 1 and 2) by 84% – both relative to
SWIX. Interestingly, investors that followed this carbon de-risking strategy
would have been rewarded with a 2% excess return per year. This work is
undertaken using a mix of industry reported data (60%) and modelled data
where no reported data exits.
Alongside this research we have been working with ET Index Research to
investigate what kind of absolute emission reduction can be achieved when
including Scope 3 emissions. Scope 3 emissions are significant as some 40%
of market emissions sit in supply chains. However, this data has historically
been very difficult to come by. Notwithstanding this, the preliminary findings
indicate that a similarly meaningful reduction with a low tracking error to the
SWIX can be achieved.
This research provides important first evidence that low carbon investment
in the South African market is possible with a low tracking error along with
the achievement of a meaningful carbon reduction relative to the parent
benchmark. Given the carbon intensity of the South African market and the
large and looming climate crisis, it would seem that taking the free carbon
option is the prudent course of action.

5 https://en.wikipedia.org/wiki/Coal_in_South_Africa#cite_note-eia-ieo2009-4-4
6 http://www.carbontracker.org/report/south-africa/
7 Reserves have a 90% likelihood of being exploited and are as reported by the companies in compliance with the SAMREC code in South Africa
8 Beyond the coal reserves already developed by the companies, they also have interests in resources that they are working to prove are viable deposits. These resources are classified as having a 50% probability
of being exploited.
9 Under the Paris Accord South Africa has committed to a peak plateau and decline profile for our carbon emissions out to 2050, with an estimated total carbon budget over the period of between 12 and 16Gt.
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WEALTH INSIGHTS
We spoke to Kerrin Land, CEO of Old Mutual Wealth, about the shifting wealth
landscape and the impact of responsible investment and sustainability themes.

Q

HOW DOES OLD MUTUAL
WEALTH ALIGN ITSELF WITH
THE LONG-TERM SUSTAINABILITY
AGENDA OF RESPONSIBLE
INVESTING?

A

At Old Mutual Wealth, we believe
true wealth is about more than
just how much money you have. It is
about being able to live the life you
want. Wealth presents choices – be it
sailing around the world or changing
it. Our advice-led philosophy is
centred on you and your unique goals.
Understanding our clients’ goals requires
personal conversations and insights
that will determine the most appropriate
investment strategies over the short and
long term. We partner with our clients to
co-create holistic solutions that consider
wealth in its broadest sense. For some
clients this may mean more deeply
exploring their personal beliefs around
sustainability issues and then seeking
alignment with their long-term wealth
goals and plan.

Q

WHAT SHOULD INVESTORS
BE CONSIDERING IN RESPECT
OF RESPONSIBLE INVESTMENT
ISSUES?

A

At its core, responsible investment
means considering material
environmental, social and governance
(ESG) issues in the investment and
ownership decision-making process.
Given that many sustainability or
ESG themes are long-term in nature,
there is a natural alignment with the
planning horizon for most long-term
investors. We understand that ESG
issues can have a material impact on
both the short- and long-term returns of
companies – investors will know that
poor governance, labour disruptions
and drought issues, to name just a
few ESG issues, have all touched
the markets both domestically and
globally in the past 12 months. With
this in mind, we see the application
of responsible investment practices by
asset managers as simply part of their
fiduciary requirements and a sign of
best practice.

Q

WHAT RESPONSIBLE INVESTMENT
OPPORTUNITIES ARE THERE FOR
SOUTH AFRICAN INVESTORS?

A

It’s important to make a distinction
between cross-cutting responsible
investment practices undertaken by
investment managers and thematically
styled investment products that offer
exposure to long-term sustainable growth
themes. Given the size and structure of
our domestic market, gaining exposure to
a core sustainable growth theme is best
accessed through the private and unlisted
markets. Getting exposure to these growth
themes through focused international
equity funds is possible. However, given
their narrow focus, they may not be
optimal solutions for the average private
investor. Perhaps what is more promising
for investors looking for general equity
exposure is the growing suite of ESG index
funds. These ESG index funds are typically
designed to have a low tracking error to
a parent benchmark (for example, MSCI
World Index) and so offer a “free option”
on the long-term mispricing of ESG risk.
This is effectively offering investors the
opportunity to generate market-like returns,
while holding a basket of companies that
are measurably better than their peers on
an ESG ratings basis.

WEALTH PRESENTS CHOICES
– BE IT SAILING AROUND THE WORLD
OR CHANGING IT.
2017 | TOMORROW – AS INVESTED AS YOU ARE

76

FINAL WORDS

AT THE COALFACE
Old Mutual Investment Group aims to invest
responsibly with a long-term perspective to deliver
superior returns and fuel employment, skills
development and economic growth.
Our investment capabilities are managed by
independent investment boutiques, each with its own
philosophy, proprietary research capability and
robust investment process.
We spoke to some of our boutique heads to learn how
they integrate environmental, social and governance
(ESG) factors and realise responsible investment
within their businesses.
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Q

FROM YOUR EXPERIENCE
WITHIN THE ALTERNATIVE
INVESTMENTS CONTEXT, WHAT
IS THE RELATIONSHIP BETWEEN
SUSTAINABILITY OBJECTIVES AND
ACCEPTABLE COMMERCIAL RETURNS?

PA U L B O Y N T O N
C E O : O L D M U T U A L A LT E R N AT I V E
INVESTMENTS, RESPONDS:

A

Investors looking to access
opportunities which contribute
to sustainable economic development
need to look beyond traditional equity
markets. The alternative investments we
offer – into roads, housing, renewable
energy, etc. – provide this exposure and
our sustainability objectives allow Old
Mutual Alternative Investments to focus
on positive impact as well as positive
returns. Nowhere is this more apparent
than the Renewable Energy Independent
Power Producer Procurement (REIPPP)
Programme, where we are the lead
investor involved in 20 renewable
energy projects contributing to South
Africa’s renewable energy targets,
as well as with the Fourleaf Estate,
Africa’s greenest affordable housing
development.
Along with enhanced commercial
returns, having clearly thought out and
defined sustainability objectives bolsters
a company’s value through intangible
assets, such as reputation, innovation
and goodwill. Such assets are becoming
increasingly important to a company’s
worth, and therefore the positive
relationship between sustainability
objectives and commercial returns will
only become clearer, fuelling other
companies to increase their sustainability
targets.
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INVESTORS
SECOND
DIMENSION
THAT INCLUDES WHAT IS
HAPPENING
IN THE
OVERALL
ENVIRONMENT
AND THE
THEMES
THAT WILL ULTIMATELY
DRIVE
VALUATIONS.
NEED TO BRING IN A

Q

WHAT ARE THE MOST
SIGNIFICANT LONG-TERM ESG
TRENDS THAT YOUR TEAM FEEL WILL
IMPACT THE DOMESTIC MARKETS?

PETER BROOKE
HEAD OF MACROSOLUTIONS,
RESPONDS:

A

We fundamentally believe that
ESG is important in allocating our
clients’ capital wisely. The reason for
this is that we think a one-dimensional,
valuation-only based approach is not
optimal. Investors need to bring in a
second dimension that includes what is
happening in the overall environment
and the themes that will ultimately
drive valuations. That’s why our
investment philosophy is premised on
both theme and price. When thinking
about “theme”, there are two critical
components: duration (time) and extent.
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“Extent” considers whether an event will
have a material impact on the underlying
asset. We sometimes fear that ESG
analysis falls into a box-ticking exercise
exemplified by winning an award for
reporting rather than focusing on the
genuine themes that determine returns.
Importantly, we believe these themes
drive asset classes as well as securities.
The biggest drivers of domestic markets
is what happens in the rest of the world.
A number of big macro themes are
coinciding to drive up political risk. For
instance, the growth of China, the rise of
automation and increased competition are
all putting pressure on the “missing middle”
of the electorates. This is, in turn, leading
to a rise in populism and unexpected
election results. We think this will result in
greater volatility and lower returns.
On the local front, the growing number
of unemployed youth, the prevalence
of wealth inequality and the lack of
government delivery are a dangerous mix.
This will ensure extreme pressure on the
fiscus, which will push us towards ratings
downgrades and the economy stagnating.
On a longer-term view, this means we
favour an underweight duration in bonds
in our portfolios, despite our short-term
expectations of lower interest rates.
These same macroeconomic forces, and
our historic legacy, will also ensure that
transformation remains a priority. As a
boutique, it is critical that we develop the
next generation of black fund managers to
maintain our legacy of delivering to client
return expectations.
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Q

IN YOUR BUSINESS, DO
INVESTORS SEE A COMPELLING
CASE FOR CONSIDERING
NON-FINANCIAL FACTORS IN
INVESTMENT DECISIONS? AND
HOW IMPORTANT ARE THESE
ISSUES FOR UNDERSTANDING THE
SUSTAINABILITY OF LONG-TERM
CASH FLOW FORECASTS?

TREVOR ABROMOWITZ
HEAD OF LIABILITY DRIVEN
INVESTMENTS, RESPONDS:

A

In a Liability Driven Investment
(LDI) framework, it is imperative to
take non-financial factors into account
when investing for the long term. There is
growing evidence that suggests that ESG
factors, when integrated into investment
analysis and portfolio construction,
may offer investors potential long-term
performance advantages as these
factors could have an impact on longterm cash flow forecasts. Non-financial
considerations can be key indicators of
other factors that could impact the quality
of the investment over the long term and
include, among others, the following:
•

•

The impact the company is having
on the environment, for example
whether the company pollutes or
emits hazardous emissions.
How well the company looks after
its staff in terms of labour and
working conditions, health and
safety and its staff turnover.

•

The company’s compliance with
the King III Code on Corporate
Governance, the composition of
the company’s board and its audit
committee and the company’s focus
on good corporate governance.

Generally, investments will not be
selected or rejected solely on the basis
of non-financial factors, but rather these
will be taken into account as part of the
overall investment thesis. It is therefore
critical to have a framework that
assesses – for every investment – the ESG
factors impacting, or likely to impact,
that investment. And having a team of
experts, with the necessary experience
and depth of resources, to assess the
ESG framework is a must.

GENERALLY,

INVESTMENTS
WILL NOT BE
SELECTED
OR REJECTED
SOLELY ON THE
BASIS OF

NONFINANCIAL
FACTORS...

RESPONSIBLE INVESTMENT

Q

HOW DO ESG FACTORS IMPACT
YOUR INVESTMENT ACTIONS?

PETER LINLEY
HEAD OF OLD MUTUAL EQUITIES,
RESPONDS:

A

As a long-term investor, it is
our view that incorporating
ESG factors into our investment and
responsible ownership decisions leads
to improved risk-adjusted returns for our
clients. In Robert Lewenson’s article on
page 20 he talks to global research
done on successful management
engagements enhancing alpha. At
Old Mutual Equities, we actively seek to
identify issues that may materially impact
the long-term value of a company and
actively engage with management teams
on these – with our shareholder voting
rights being our point of influence. By
way of example, these are a few of the
issues we addressed in 2016:
Environmental: We joined the
“Aiming for A” coalition of Anglo
American shareholders in calling for a
resolution to be tabled requesting the
company to provide details on their
initiatives to combat climate change.
The resolution was passed and Anglo
is preparing to integrate climate-related
financial disclosures into their mainstream
reporting1.
Social: Health and safety scored as
a critical risk affecting Gold Fields’
long-term strategy. We requested
the company to provide detailed
information on initiatives to improve
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their occupational health and safety
performance track record. These, and
other material ESG risks, are now
disclosed in their integrated
annual reports.
Governance: We challenged a
number of companies on their board
structures and remuneration policies, with
an additional focus on introducing ESG
criteria into performance measurements.
These companies included British
America Tobacco, Standard Bank and
Nedbank. All provided shareholders with
satisfactory revisions to their policies.
Many ESG factors do not have an
immediate impact on share prices.
However, with our focus on investing in
companies that clearly demonstrate an
ability to create shareholder value over
time, these factors cannot be ignored.
To us it is evident that our analysis around
sustainability and ESG factors contributes
to the longer-term outperformance of our
clients’ investments.

WE ACTIVELY SEEK TO

IDENTIFY ISSUES
THAT MAY MATERIALLY
IMPACT THE
LONG-TERM
VALUE
OF A COMPANY...

1 http://www.angloamerican.com/~/media/Files/A/Anglo-American-PLC-V2/documents/climate-change-supplement.pdf
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