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“A GOOD 
HALF OF 
THE ART OF 
LIVING IS 
RESILIENCE.” 
– Alain de Botton
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We are delighted to bring you the sixth 
edition of our TOMORROW publication. 
Testament to the significance of this 
year’s topic was the enthusiastic response 
from those approached to contribute to 
the publication. Our range of authors 
include asset owners, asset and industry 
consultants, asset managers, economists 
and representatives of Government and 
industry advocacy groups.

Every year, we focus on current themes we 
believe are integral to attaining sustainable, 
long-term growth. This year’s theme is 
BUILDING RESILIENCE and the role the 
financial sector can play in directing capital 
in a way that delivers appropriate risk-
adjusted returns while solving for long-term 
system risk. Despite the diversity of authors 
and topics, there are clear, common threads 
running through the publication. Principal 
among these are the growing awareness of 

interconnectivity across market, social and 
environmental systems; the importance of 
cross-industry collaboration; and the need 
for common environmental, social and 
governance (ESG) impact metrics. 

Many of the ESG issues addressed here pre-
date the COVID-19 pandemic  which has, 
in many respects, intensified the focus on 
the role of financial markets in supporting 
long-term system resilience. The scale of 
fiscal stimulus now being directed to kick-
start economic activity is unprecedented 
and provides a unique opportunity to both 
build back better and develop our collective 
resilience to future shocks.

We trust that you will enjoy reading 
TOMORROW 2020. As an organisation, 
we know that we are unable to solve these 
long-term issues on our own and so we 
welcome your participating and engaging 
in these discussions with us. 

FOREWORD
BUILDING LONG-
TERM SOCIAL AND 
ENVIRONMENTAL 
RESILIENCE 
TEBOGO NALEDI,  
Managing Director of Old Mutual  
Investment Group
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THE ASSET MANAGER  
OF TOMORROW

KHAYA GOBODO is Managing Director of Old Mutual Investments. He is responsible for  
aligning the strategic direction of Old Mutual’s listed and unlisted investment businesses. 
With over two decades of investment and management experience, he is well placed to 
position these businesses to deliver exceptional client outcomes.  

What the COVID-19 pandemic 
means for Responsible Investment

Going into 2020, the asset management industry was 
already facing a series of structural changes brought 
on by shifts towards passive investing, fee pressure, 
competition for talent, the rise of artificial intelligence 
(AI), the drive towards responsible investing and the 
growth in alternative investments, to name a few. 
COVID-19 has hastened many of these trends and, 
in some cases, also enhanced the focus. This article 
explores the Responsible Investing theme and how it 
has been impacted by the pandemic. 

A UNIQUE OPPORTUNITY TO 
PLAY A MEANINGFUL ROLE 
Asset managers are in the unique position to make 
decisions that influence the economy, the environment 
and society as a whole. As an industry, we direct a 
material portion of capital flows in the economy and so 
have a genuine interest in ensuring that the economy 
sustains itself. Critical in this work is an appreciation of 
the interconnected nature of the economy, society and 
the environment. The current COVID-19 pandemic has 
heightened this awareness and laid bare the vulnerability 
of the economy to outside biophysical system shocks.  

KEY TAKEOUTS
• Government’s infrastructure-led recovery plan presents great opportunities
• Industry collaboration is needed to enable meaningful green growth
• “Impact” is increasingly a factor when selecting a money manager
• Offering measurable impact products and services is now key

LISTEN TO THE PODCAST Khaya Gobodo speaks to the fact that responsible 
investing has become central to the asset management industry. CLICK HERE.

https://www.buzzsprout.com/1306132/7430074
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ASSET MANAGERS ARE IN THE 
UNIQUE POSITION TO MAKE 
DECISIONS THAT INFLUENCE THE 
ECONOMY, THE ENVIRONMENT 
AND SOCIETY AS A WHOLE.
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A measure of this vulnerability is the scale of fiscal 
stimulus presently being rolled out around the globe. 
It’s an amount that far outstrips the stimulus packages 
post the 2008 Global Financial Crisis. There are questions 
to be asked around how this capital will be deployed. 
Will it be directed to enable more of the same kind 
of economic growth and its attendant social and 
environmental system risk? Or will it be used to build 
back better and directed in a manner that drives socially 
inclusive, low carbon and resource-efficient growth? 

The asset management industry is in the unique position 
to play a meaningful role in enabling a growth path 
that best sustains the long-term health of the economy, 
society and the environment. Asset managers will have 
to choose which side of the fence they sit on in respect 
of this issue. The side they choose could well define 
their future prospects. This is all while focusing on the 
fiduciary roles to act in the best interest of clients and 
deliver investment outcomes that meet or exceed their 
expectations.

PARTNERSHIP ACROSS THE 
VALUE CHAIN WILL BE KEY 

Capturing the green growth and build-back-better 
opportunity will require collective action by asset 
managers, asset owners and asset consultants. As industry 
partners, we have the responsibility to understand the 
impact of our investment and stewardship decisions 
on society and the environment. A critical element of 
this will be forming long-term partnerships based on 
measurable sustainability outcomes. Asset managers 
will not only need to engage proactively with investee 
companies on sustainability issues, but will similarly 
need to engage asset owners on their views. Seeking 
alignment on these issues, through solutions that 
deliver appropriate risk-adjusted returns and impact, 
will remain at the forefront of innovation in the asset 
management industry for the foreseeable future. Long-
term partnerships will be a key to success here, as will 
be the ability of managers to collect and report on ESG 
impact metrics. For asset managers, it is clear that it’s no 
longer enough to only focus on providing appropriate 
risk-adjusted returns, excellent client servicing and 
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competitive fees. The type and scale of impact will 
rightfully also become an important consideration 
when selecting a long-term partner. 

ALIGNING IMPACT OUTCOMES 
ACROSS ASSET CLASSES
The SA government has made a commitment that our 
recovery plan will be infrastructure-led, with a focus on 
energy; water and sanitation; public transport, roads 
and bridges; human settlements, health and education; 
digital infrastructure and public transport. All these 
areas present great opportunities for long-term investors 
to align capital with green economy outcomes. It is 
expected that the bulk of these opportunities will be 
best accessed via long-dated debt and private equity 
investments. Presently, unlisted investments provide 
the most direct opportunities to contribute to green 
growth through themes like renewables energy, schools, 
housing etc. The economic structure of the SA listed 
markets means that opportunities to play the green 
growth theme are somewhat limited. However, investors 
shouldn’t forget the opportunity to drive impact through 

the listed markets. This can be done by investing 
in ESG indices in addition to the growing ranges 
of active investment solutions  that leverage and 
integrate ESG data and insights. Another important 
opportunity to drive impact in the listed markets is 
through active stewardship. We expect large-scale 
asset owners, with long-term time horizons, to start 
exercising their fiduciary right in a more co-ordinated 
fashion. We see this as a material opportunity to 
drive market transformation while, at the same time, 
reducing long-term systemic risk. 

There are a diverse set of return, risk and ESG impact 
outcomes that can be achieved across the various 
asset classes in SA and globally. Having products and 
services that deliver measurable impact outcomes 
across asset classes will be a key competency for asset 
manager competitiveness going forward. 

While we cannot possibly anticipate all the factors 
impacting the asset management industry going 
forward, we can be sure that the COVID-19 pandemic 
has strengthened and hastened the pre-existing 
trend of responsible investment and green growth. 
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HYWEL GEORGE, Director of Investments at Old Mutual Investment Group

LISTED ASSETS
R310 BILLION AUM UNDER 
ACTIVE OWNERSHIP

We integrate material ESG issues into our investment decision-
making processes in order to enhance our pursuit of superior 
risk-adjusted returns.  

We actively steward our clients’ assets through engaging with 
company boards and management and maintaining publicly 
available proxy voting records. 

R30 BILLION of external client 
assets under active stewardship

120 705 
ballots

39 
company 
engagements

93 
ESG issues 
addressed

359 
company 
meetings 
voted at

PROXY VOTING IN 2019

“We see integrating ESG considerations, which we do across our investment range, as an additive to our 
ability to generate returns for clients. We also collaborate across the industry and proactively engage on 
market policy and regulatory issues." 

COMPANY ENGAGEMENTS IN 2019

TOP RESOLUTIONS VOTED AGAINST

Election of Directors

Remuneration Policy

Remuneration Report

Appointment of Audit/other Committees

Financial Assistance

Appointment of Auditors

21%

11%

8%

5%

4%

1%

Our standalone LISTED EQUITY STEWARDSHIP 
SERVICES offers institutional investors the 
opportunity to steward their assets towards 
green economy outcomes.

We are pioneers in developing a range of 
ESG-focused investment capabilities. ESG-FOCUSED INVESTMENT PRODUCTS 

ACTIVE STEWARDS

ESG INTEGRATION

R28bn
IN ESG 

INDEXATION 
PORTFOLIOS

Tracking indices 
comprising shares 
with high ESG 
performance 
relative to their 
sector peers.

MSCI World 
ESG Leaders 
Index

MSCI Emerging 
Markets ESG 
Leaders Index

20% 
greater exposure to high-
rated ESG companies

Old Mutual ESG Equity Fund
targets companies with superior ESG credentials 
relative to the Capped SWIX benchmark.

40% 
lower carbon 
emissions

THE
FUTURE MATTERS

The AUM represents client assets, including third party clients of Old Mutual Investments' affiliates (namely, Old Mutual Investment Group, 
Old Mutual Alternative Investments and Futuregrowth Asset Management), OMLACSA Policyholders and Old Mutual Limited.
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BRADLEY KALIL, Joint CEO of  Old Mutual Alternative Investments

UNLISTED ASSETS
R136* BILLION INVESTED IN THE 
GREEN ECONOMY

R22.8 BILLION  
INVESTED IN AGRICULTURE

R31 BILLION 
INVESTED IN 
RENEWABLE ENERGY

3.15 GW hours of 
renewable energy in 2019

947 996 middle 
income households

39 
affordable 
private 
schools

20 882 
students 
enrolled

17 110
AFFORDABLE 
HOUSING 
OPPORTUNITIES

6 610
RENTAL UNITS

962 
teachers 
employed

92% 
average 
matric 
pass rate

“ESG issues are deeply embedded into our investment decision-making processes throughout the investment 
lifecycle. The effective implementation of a well-purposed, robust ESG management system assists us to 
achieve sustainable, risk-adjusted returns and the systematic consideration of positive opportunities.”

Equivalent  to the annual 
electricity consumption of

Generating a carbon offset 
equivalent of

3.15m tons CO2

R1.4 BILLION  
INVESTED IN EDUCATION

7 648
STUDENT  
BEDS

R8 BILLION  
INVESTED IN HOUSING

30 RENEWABLE PLANTS

HYDRO OFF-GRIDSOLAR WIND

6 617
WORKERS 
EMPLOYED

1 564 
EMPLOYEES OFFERED 
PRIMARY HEALTHCARE 

* Figures as at 31 December 2019 represent client assets, including third party clients of Old Mutual Investments' affiliates (namely, Old Mutual 
Investment Group, Old Mutual Alternative Investments and Futuregrowth Asset Management), OMLACSA Policyholders and Old Mutual. These assets 
are held in various portfolios managed by Old Mutual Alternative Investments, Old Mutual Investment Group and Futuregrowth Asset Management.

16 FARMS ACROSS AFRICA

6 AFRICAN COUNTRIES

INVESTING  
WITH SIGNIFICANCE
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Resilience is the ability to withstand and recover 
from disruptive events. It is good for us personally 
and it is good for any organisation in which we 
might work or invest. It reduces the probability that 
unanticipated events throw us off track, divert our 
attention and keep us from achieving our goals.

Resilience is a capability, not just a plan on a shelf. 
You can plan for what you can anticipate. If you 
are truly resilient, you can cope with what you 
did not anticipate. For example, one US railway 
responded to and recovered from Hurricane Katrina 

v

in 2005 without having any robust or clever hurricane 
plan. In fact, their main driver had been planning 
for potential terrorist activities. Their approach 
to terrorist preparation, though, was to build in 
resilience, including triggering automatic delegations 
of traditionally centralised authority to different 
functions and levels. By focusing on building in 
resilience, rather than building a rigid event-specific 
response, they made the company better able to 
respond to a highly disruptive event that they had 
not anticipated.

AVOIDING THE 
RESILIENCE TRAP: 
BRINGING RESILIENCE 
INTO STRATEGY

SCOTT NADLER is Principal and Founder of Nadler Strategy LLC advising corporations, 
business-to-business service firms, private equity, non-profits and start-ups. He is also the 
founder/Director of the Business Adaptation Project in the US and South Africa, helping 
businesses work together to adapt to physical climate changes. 

RESILIENCE CAN BE A GOOD THING. BUT IT CAN 
ALSO BE A TRAP.

KEY TAKEOUTS
• A focus on resilience can blind organisations to other priorities
• Smart organisations adapt long before events occur
• Resilience is a capability; adaptation is a strategy

LISTEN TO THE PODCAST Scott Nadler explains why businesses need to be 
good at being resilient, but smart about being adaptive. CLICK HERE.

https://www.buzzsprout.com/1306132/7535830
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RESILIENCE IS A 
CAPABILITY;  
ADAPTATION IS  
A STRATEGY.
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RESILIENCE CAN BE A TRAP
Resilience can also be a trap, however. We have seen 
organisations that highly value resilience suffer from 
at least two different kinds of resilience traps:

• Resilience blindness: The focus on resilience 
can blind an organisation to other priorities. 
An organisation may be proud of getting 
its operations up and running quickly after 
a disruptive event. However, changing 
conditions may create other expectations 
that conflict with getting operations back up. 
For example, railroads in the US had literally 
generations of pride built on an ethos that 
“the show must go on”, regardless of accidents, 
extreme weather or other disruptions. 
Over time, though, expectations (including 
regulations) required a level of diligence by 
railroads to ensure that their efforts to resume 
service did not create adverse environmental 
impacts – such as shoving oil- or chemical-
saturated soil into a nearby river to clear the 
track. Railroads’ resilience blindness cost 
them hundreds of millions of dollars in fines, 
penalties and clean-ups before they realised 
that, sometimes, “the show must stop”.

• Resilience fatigue: Reliance on resilience as 
the solution for new disruptive challenges 
can stretch an organisation to the breaking 
point. Corporate teams may be able to drop 
everything to deal with extreme disruptions, 
even a “100-year flood”. However, as 
companies have discovered in recent years, 
when changing climate conditions lead 
to “100-year floods” three years in a row, or 
even twice in the same year, the corporate 
team ends up dropping everything else they 
were supposed to do. Many companies are 
experiencing this fatigue now, as resources 
already stressed by the COVID-19 pandemic 
now have to cope with floods, fires and 
cyclones.

STRATEGIC FOCUS: SHIFT 
FROM RESILIENCE TO 
ADAPTATION
Instead of relying solely on resilience, smart organisations 
simultaneously develop their ability to adapt. The 
difference between resilience and adaptation is crucial:
• Resilience focuses on events, getting through 

them, and getting back to “business as usual”.
• Adaptation anticipates, recognises and prepares 

for disruptive changes in underlying conditions 
(which may or may not manifest in disruptive 
events). It includes the willingness to make 
fundamental changes to function and prosper 
under new conditions. It recognises that there 
may be no “business as usual” to go back to.

Adaptation requires several organisational characteristics:
• Sensitivity to change, including listening for 

“weak signals” and amplifying them without 
distorting them. By the time the signals are loud 
and clear, it is often too late to adapt.

• Willingness to recognise when old, often closely 
held assumptions may no longer apply. 

• Skill in developing alternative scenarios. 
Adaptation involves uncertainty about the future. 
Paralysed by that uncertainty, organisations 
paradoxically default to planning as if the 
status quo will continue unchanged. In fact, 
continuation of the status quo without change is 
usually the least likely scenario!

• Ability to focus on both opportunities and risks. 
Organisations often are uncomfortable looking at 
how they might benefit from disruptive change. 
In practice, disruption creates new needs; if 
meeting those needs fits your business model, 
why deny it? Responding to risk better than the 
competition does may create opportunity by 
creating competitive advantage.

Climate change presents a case study in moving towards 
adaptation rather than relying solely on resilience. If 
projected scenarios play out, there are likely to be material 
changes in factors such as temperature, rainfall, water 
levels, and frequency of extreme weather. Resilience 
may enable you to keep your own facilities “high and 
dry” and operational during such events – but if your 
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suppliers, customers, distributors and employees 
are unable to operate or connect with you, you 
may still be out of business. Your own resilience 
may be simply inadequate, and the moment of 
such events is too late for fundamental changes. 
If that is the world you are likely to operate in, 
then you need to recognise that and consider 
how to adapt long before those events occur 
– considering not only your physical plant, but 
also your logistics, your customer and supplier 
relationships, and even decisions about which 
operations take place in which geography.

THE LEADERSHIP ROLE
As a leader, how do you help your organisation 
bring adaptation into your strategy? If you have 
a crack strategic planning team, you can issue 
the challenge directly to them. That is a luxury 
most leaders don’t have.  What every leader can 
do is ask the right question at the right time. 

The question to ask is simply, “What if?” “What if 
climate change happens sooner and is worse?” 
“What if the virus sticks around for a couple 
of years, with slow improvements, but no big 
breakthroughs?” “What if climate concerns 
lead to heavy regulation, taxes or both on fossil 
fuels?” If the answer is “We’re resilient, we can 
roll with that if it happens” then you are seeing 
resilience reliance, not strategic adaptation.

The time to ask those questions is any time 
anyone proposes spending significant money 
with long-term implications. Merger and 
acquisition proposals, requests for significant 
capital expenditures and major research and 
development investments are all great times 
to ask those questions. At best, you get good 
answers and can make smarter decisions. At 
worst, word will get around quickly. In order to 
prepare for pitching you on their pet project, 
managers will realise they need to ask themselves 
those questions before ever committing to 
the proposal in front of you. Your organisation 
will begin to develop its capability to bring 
adaptation into strategy.

THE INVESTOR ROLE
Resilience is a capability; adaptation is a strategy. As an investor, 
how do you tell which you are seeing in a company?

1. Ask how they approach both resilience and adaptation. If 
you hear responses that are all resilience, be very cautious.

2. Challenge their approach to an adaptation need that we 
can already anticipate – e.g. climate change.

3. Listen for lessons learned from recent disruptions. Are 
those lessons specific only to one type of disruption (e.g. 
pandemics), are they resilience focused (“we were able to 
pivot instantly…”) or are they drawing thoughtful lessons 
from recent disruptions for future adaptation? 

For instance, listen to hear if they are applying the lessons 
of COVID-19 for climate adaptation, including:
1. DO listen to the science
2. DO believe the unthinkable can happen, and a lot more 

quickly than you think
3. DO prepare
4. DO NOT put it off
5. DO consider second and third level impacts 
6. DO NOT rely on government
7. DO NOT rely on insurance
8. DO recognise how hard it is to model things that have 

never happened before
9. DO NOT be surprised by anything said by people with 

other agendas
10. DO look to partners for help.

As an investor, insist on resilience. Invest for adaptation. 



RESILIENT STRATEGIES TODAY FOR TOMORROW16

Recently, there has been a great deal of discussion 
and anxiety regarding the potential implementation 
of prescribed assets for South African retirement 
funds. This conversation has become more acute as 
a result of the devastation wrought on our economy 
by COVID-19 and the resulting lockdowns. While the 
circumstances are dire, they do create the opportunity 
for a focus on the truly attractive alternative of voluntary 
investment by a wide range of investors into impact 
investments that could ignite a positive trajectory for 
our economy.

v

ALIGNMENT ACROSS 
STAKEHOLDERS
It is extremely encouraging in the current circumstances 
that growth plans tabled recently across Government, 
labour and business all have a strong emphasis 
on infrastructure investment as a key imperative 
for South Africa’s economic recovery. The ways of 
implementation might differ in focus, but all emphasise 
infrastructure, and a need to effectively execute on 
proposed developmental investment plans as a way 
to achieve recovery. 

THE FINANCIAL 
INDUSTRY’S ROLE 
IN REGENERATING 
OUR ECONOMY

JANINA SLAWSKI is Head of Investments Consulting at Alexander Forbes. She has extensive 
experience in the implementation of client-specific solutions, both as an asset consultant 
and in the asset management space. Her current responsibilities include the development 
of thought leadership material on a range of investment-related topics for public and 
industry forums. She also advises a portfolio of large clients on investment strategies 
appropriate to their liability profiles, risk budgets and risk appetites.

KEY TAKEOUTS
• Impact investments offer real alternatives to prescribed assets
• It’s not a lack of capital, but a lack of investible projects
• SA needs viable liquid infrastructure investment options

LISTEN TO THE PODCAST Janina Slawski discusses the need for infrastructure build 
to regenerate the SA economy, and what is required to attract this capital. CLICK HERE.

https://www.buzzsprout.com/1306132/7471393
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EACH INFRASTRUCTURE 
INVESTMENT WILL 
GENERATE ITS OWN 
DIRECT EMPLOYMENT 
OPPORTUNITIES...
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THE FAR-REACHING EFFECTS OF IMPACT 
INVESTMENTS
Impact investments seek “to generate positive, measurable social and environmental 
impact alongside a financial return”1. It is exciting to view the various growth plans 
and consider the potential for investment into infrastructure and the positive spin-offs 
that would result. Infrastructure investment offers significant opportunity for multiplier 
effects in that each infrastructure investment will generate its own direct employment 
opportunities, with potential additional employment due to services sourced from 
surrounding communities, and general potential upliftment of communities.

PIPELINE OF INFRASTRUCTURE PROJECTS
The Investment and Infrastructure Office in the Presidency has made significant progress 
towards bringing infrastructure projects to market through the Sustainable Infrastructure 
Development Symposium (SIDS) initiative. It is generally accepted that it has not been a 
lack of capital for infrastructure investments, but the lack of investible projects that has 
hindered investment. The SIDS initiative has drawn on the expertise of both local and 
international investors, investment banks and development finance institutions with 
the aim of positioning investments with greater chance of attracting investor interest. 
It is encouraging to see alignment behind developing solid investment cases as an 
imperative for seeking investment.

RETIREMENT FUNDS AS INVESTORS
A substantial portion of the narrative around prescribed assets and infrastructure investment 
has focused on retirement funds. While the investigation of possible implementation of 
prescription was included in the ANC’s manifesto for the 2019 election, recent discussion 
has been firmly focused on involving the investor community in efforts to develop viable 
investment opportunities that will be attractive for voluntary investment. This is extremely 
encouraging in terms of driving long-term, sustainable investment, versus the short-
term nature of potential prescription. Long-term thinking is exactly what is required to 
develop long-term, sustainable growth initiatives to save our economy.

RESILIENT STRATEGIES TODAY FOR TOMORROW

LONG-TERM THINKING IS 
REQUIRED TO DEVELOP 
SUSTAINABLE GROWTH 
INITIATIVES TO SAVE OUR 
ECONOMY.

1 Global Impact Investing Network
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AMENDING REGULATION 28
Some of the conversation around encouraging voluntary 
investment from retirement funds into infrastructure 
has suggested that amendments to Regulation 28 
would facilitate greater investment into unlisted, 
and particularly unlisted infrastructure investments. 
However, the reality is that few retirement funds have 
experienced the limitations of Regulation 28 as the 
reason for limited unlisted infrastructure investments. 
Rather, funds, especially defined contribution funds 
that make up the vast majority of South African funds 
by number, face practical issues in terms of requiring 
liquidity to pay member benefits on exit, to facilitate 
member switching between investment portfolios, 
and to give members access to daily values for their 
fund credits.

In order to fill the aspirational gap for more retirement 
fund monies to be invested into infrastructure 
investments, the financial services industry needs 
to assist in developing viable liquid (i.e. listed and 
tradeable) infrastructure investment options to facilitate 
investment from retirement funds and other investors. 
The financial services sector has a key role to play 
in ensuring that capital is directed to both unlisted 
and liquid investments that will deliver desirable, 
risk-adjusted returns for investors, while, at the same 
time, delivering the required investment into long-
term sustainability for South Africa.

The green bond (now extended to include social and 
sustainability bonds) and project bonds segments 
of the Johannesburg Stock Exchange could fit well 
within this concept of “financial engineering” to marry 
investors requiring liquid investments, with projects 
requiring long-term commitments. 

THE SCALE OF THE 
INVESTMENT REQUIRED
The increased investment by retirement funds into 
both unlisted and liquid infrastructure opportunities 
will, however, be small versus the scale of infrastructure 
investments envisaged in terms of a R2.1 trillion 
pipeline of potential investments through the SIDS 
initiative. Investment of this scale will require significant 
commitments, in particular, from large international 
investors such as development finance institutions, 
sovereign wealth funds, endowments, trusts and 
foundations. Attracting these investors will require 
attractive investment opportunities on a risk-adjusted 
basis, in an “investor-friendly” environment that includes 
policy certainty (for instance, in respect of electricity 
access and mining rights), and that compares favourably 
to other jurisdictions, particularly other emerging markets 
competing for similar infrastructure commitments.

GREEN FINANCE
The 2015 Paris Agreement2 envisaged substantial 
investment or “green finance”, in particular from developed 
to developing economies, to assist with mitigating the 
impacts of climate change. International investors seeking 
green investment opportunities could be attracted to 
many of the South African infrastructure investment 
projects, particularly those focused on green energy. 
This raises the potential for a virtuous circle in which 
international investors meet commitments in terms 
of green finance, investing alongside local retirement 
funds and other investors through both unlisted and 
liquid options, earning good, risk-adjusted returns, while 
achieving significant positive impacts for the South 
African economy as a whole, as well as the communities 
within which investments are made.

Despite the devastation of COVID-19, there is the 
exciting potential for significant investment into impact 
investments in the current environment that will yield a 
truly resilient future for South Africa. In order to achieve 
this, support is required across a wide stakeholder base, 
with an unrelenting focus on successful execution. 

2 Agreement reached at the Conference of the Parties 21 (COP 21) in Paris on 12 December 2015 in respect of climate change
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BUILDING FUTURE-FIT 
PORTFOLIOS TOWARDS 
A GREENER ECONOMY 
AND LONG-TERM 
SYSTEM RESILIENCE

BRENTON LALU is an investment specialist at the Public Investment Corporation (PIC), 
focusing on Africa. He is responsible for overseeing the Africa strategy, across mandates and 
sectors, with a focus on impact investing, private equity and properties. 

Cultivating a portfolio that is well prepared to address 
developmental, social and environmental challenges 
of the 21st century may appear to be a formidable task. 
We live in a world that demands new and innovative 
approaches to facilitate inclusive and sustainable 
growth, while aligning these to the United Nations 
(UN) Sustainable Development Goals. Mobilising such 
development will require a multi-stakeholder approach, 
where investments identified ought to deliver on 
financial and social returns (often referred to as impact 
investing), while enabling stronger resilience to contend 
with mounting exogenous factors. 

According to the UN, “a green economy is defined as 
low carbon, resource efficient and socially inclusive”. This 
definition includes human wellbeing, equity, economic 
growth and resilience. Green economy practices are 
not new and there has been considerable progress 
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KEY TAKEOUTS
• Future-fit portfolios must align to green economy outcomes
• Green outcomes require shared objectives across all stakeholders
• A risk to future-fit portfolio is the measurement gap
• Volatility demands a structured approach to building resilience

and momentum in the last decade. This has been 
spurred through many different channels, including 
traditional institutional investors incorporating a broader 
social mandate into their investment philosophies. In 
the South African context, the transition to a green 
economy is critical to meet challenges that range from 
high unemployment, a historic reliance on fossil fuels 
and endemic income inequality to pervasive poverty. 
Mindful of this, green objectives have already been 
incorporated into South African policies for national 
development. However, progress both nationally and 
globally, arguably remains slow against increasing 
demand in key sectors such as energy, infrastructure, 
transportation, agriculture, and waste and water 
management. Significant barriers (i.e. a lack of public 
awareness, financing and liquidity, policy uncertainty 
and measurement) continue to inhibit this momentum. 
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WE LIVE IN A WORLD THAT 
DEMANDS NEW AND 
INNOVATIVE APPROACHES TO 
FACILITATE INCLUSIVE AND 
SUSTAINABLE GROWTH...

RESILIENT STRATEGIES TODAY FOR TOMORROW

LISTEN TO THE PODCAST Brenton Lalu discusses building portfolios that have 
the resilience to withstand ever-changing investment environments. CLICK HERE.

https://www.buzzsprout.com/1306132/7471720


The role of investors across the value chain is imperative in 
delivering green economy outcomes. Many portfolios have 
already started to incorporate more progressive objectives 
in their investment mandates, including the impact 
of investment activities on the environment, climate 
change and broader socio-economic considerations. 
Nonetheless, building and delivering a green portfolio 
does require patience and time. To truly future-fit a 
portfolio, investors need to navigate diverse and volatile 
investment environments through building resilience, 
protecting against short-term shocks and benefiting 
from long-term sector trends. 

In view of this discussion, there are several approaches 
that can be taken to build future-fit portfolios that are 
aligned to green economy outcomes and provide long-
term resilience. We shall explore a couple of them below. 

BUILDING GREEN 
PORTFOLIOS
Perhaps the decision to align a portfolio towards green 
economy outcomes begins with the motivation to 
do so. Motivation will arguably define and determine 
the nature and focus of green investments made. 
Nonetheless, investors are not only considering the 
financial returns of their portfolios, but also a fiduciary, 
compliance and reputational understanding to 
incorporate developmental initiatives. Moreover, investors 
are either amending existing mandates to fit financial 
performance with acceptable environmental, social 
and governance (ESG) principles and/or developing a 
completely new mandate to support ESG principles. It 
must be acknowledged that this process will require 
a long-term philosophy. 

However, green outcomes should be a shared objective 
that includes all relevant stakeholders (funders, policy- 
makers etc.). The interlinked and integrated nature of 
green outcomes globally, demand a shared approach 
to realise these objectives. Future-fitting green portfolios 
in this instance, is one such approach. Consequently, 
strategic decisions to incorporate ESG (inclusive of 
green outcomes) measures in an investment philosophy 
often start at the top (board of directors, trustees etc.). 
Many investors have begun to adopt a two-prong 
mandate: financial and social. Once the decision is 
made, various strategic asset allocation approaches can 
be implemented. This will include, but is not limited to, 

types of green or ESG investments that are desirable, 
allocation of funds, setting of green targets and the 
manner that these factors will be implemented into 
the investment process and decision-making. Tactically, 
portfolio managers can implement various approaches 
which are not mutually exclusive. These can include:
• Fully incorporating ESG and green factors 

into your research, portfolio construction and 
investment analysis. We have already seen many 
investment managers starting to use ESG factors 
as part of their analysis and decision-making. 
Some investors have built dedicated teams for 
this purpose; 

• Positive and negative screening of 
proposed investment assets through various 
measurements; 

• Engaging investee companies to advocate for 
them to become greener;

• Thematic investing: incorporating long-term 
cross-cutting themes into your portfolio; 

• Exploring a variety of evolving green asset 
solutions – for instance, green equities, indices, 
funds, alternative initiatives and bonds; and 

• Alternatives/private equity. This asset class 
allows investors to make an impact on real 
economy outcomes. Arguably, a growing 
allocation of alternatives will translate into more 
green objectives being reached and the future 
alignment of the portfolio. 

Traditional investors have generally participated higher 
up the J curve. However, it may be argued that more 
green capital is required for investments further down 
the curve. This is possibly where impact/green capital 
is most required. To future-fit traditional mandates, the 
illustration on the following page explores an approach 
to enable capital to flow further down the curve.

However, there are still some significant gaps to 
establish a completely future-fit portfolio. One of the 
most topical is the measurement gap. To completely 
evaluate the impact realised through a green portfolio, 
we are compelled to standardise, measure and attain 
quantifiable results across different investors/portfolios. 
The importance of this should not be understated. 
Future-fitting a portfolio should align itself to the 
development needs of society, congruent with the risk 
associated, while striving to have a meaningful impact 
on the real economy.
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BUILDING RESILIENT 
PORTFOLIOS 
Global market volatility intensifies the need for a structured 
approach to build portfolio resilience. Building long-
term resilience requires a deeper understanding of 
the risk and return factors involved. Again, there are 
numerous ways of building such resilience. Typically, 
investors should be aware of current risks and how to 
manage them. Portfolios should also be relatively diverse 
to provide an element of protection. However, investors 
should also be able to analyse various other forms of 
risk, while remaining flexible and steady to weather all 
market cycles and to capitalise on opportunities. Future-
fitting a portfolio towards better resilience should not 
be reactive to market volatility. According to BlackRock, 
some of the ways to build resilience is to: 

1. Develop an understanding of how assets may 
react to volatility; 

2. Determine how to manage liquidity; and 

3. Think about assets that will add to diversification, 
while still focusing on the portfolio objectives. 
Different asset classes, like alternatives, may also 
deliver real economic resilience and benefits. 
For example, contributing towards developing 
the economy in which you operate can reduce 
chances of volatility, thereby enabling long-term 
system resilience. 
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While recognising the need for resilience in a portfolio, 
estimating the potential price and benefits of it is not 
clear cut. Typical valuation models consider various 
market and financial metrics that assist us in deriving 
true asset prices. However, resilience  requires a deeper 
understanding of systemic risk (the complete eco-
system in which the asset operates) and its reaction to 
uncertainty (inclusive of economic and political drivers). 
Furthermore, it requires the ability to anticipate black 
swan and other unforeseen events. Many investors 
understand the nature of safe-haven and government 
guaranteed assets that have important characteristics 
to improve the resilience of a portfolio. These assets 
may also be a reference point for resilience. Similarly, 
numerous investors make use of protection mechanisms 
(hedging positions, investment insurance etc.) in 
anticipation of a higher level of risk. However, each 
mechanism will most likely be accompanied by a 
premium and hence reduce the financial gains expected. 
Nonetheless, over the long term, the benefits of these 
mechanisms may outweigh the costs associated. 

This article highlights some approaches to build future-
fit portfolios that are aligned with green economy 
outcomes and long-term system resilience. However, 
in order to achieve these outcomes, the responsibility 
should be shared among all the relevant stakeholders, 
cognizant of the risk and flexible strategies that may be 
required, to make a meaningful and measurable impact. 

The views expressed in the article are those of the 
author and not those of the PIC and/or its clients. 

Source: Author's analysis

J CURVE 
ILLUSTRATION 
OF IMPACT 
INVESTING

Traditional investors generally participate near  
the top of the J curve

Though, is the most impact 
being made here?

Arguably, more impact is 
made lower down the J curve

How do we get traditional 
investors lower down?

Many impact and green opportunities 
are lower in the J curve, where impact 

investing is really needed

Impact and Green Funds can be used  
to involve traditional investors  

lower down the curve 

Generally attracts mature companies with 
stable cash flows, looking for growth

Though, not much capital is present  
near the bottom
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“The future ain’t what it used to be” were the profound 
words of baseball legend and common-man philosopher 
Yogi Berra and were also immortalised by country 
singer, Ronnie Milsap (albeit in a different context). 
These words are almost eerily prophetic when we 
consider the recent pandemic events across the 
world, the consequent impacts thereof on global 
economies and societies and the slow pace of change 
to adapt. These events have become top of mind 
mostly because of their immediate and unforgiving 

ASSET OWNERS 
NEED TO DRIVE THE 
TRANSITION TO A 
GREEN ECONOMY
SHAILESH DEVCHAND is Old Mutual’s Customer Solutions General 
Manager: Income and Guaranteed Solutions. He is also responsible for 
the Investment Strategy team that oversees policyholder assets and 
mandate management across Old Mutual’s with-profit asset portfolios.

THABO NCALO heads up the Investment Strategy team at Old Mutual 
that oversees R250 billion worth of policyholder funds. The team is 
responsible for the asset and manager allocations and the ongoing 
mandate management of the portfolios.

onslaught, the exacting and very visible toll taken on 
lives and livelihoods, and the extensive media coverage 
across all platforms.

Yet, we could argue that even more profound are the 
less immediate, but longer-term impacts we have 
been observing for some time now: from centuries 
of industrialisation exacting a similar toll on the 
environment – the environment we unconsciously rely 
on for our own sustenance and livelihoods.

KEY TAKEOUTS
• Emissions targets are not being taken seriously
• Are asset owners contributing to climate change?
• Change requires a collective effort from asset owners and managers
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THE PRICE OF NOT BUILDING 
RESILIENCE INTO PORTFOLIOS 
HAS REAL FINANCIAL, AND OFTEN 
LEGAL, CONSEQUENCES.



While the slow transition to a low carbon, resource-
efficient and socially inclusive economy is underway 
both globally and locally, it requires a collective effort. 
As asset owners, we have a vital role to play in this 
transition. The extent of the challenge we face is 
articulated in the 2019 Task Force on Climate-related 
Financial Disclosures (TCFD) status report. It states 
that while “global greenhouse gas emissions have 
to peak by 2020 and decline rapidly thereafter to 
limit the increase in the global average temperature 
to no more than 1.5°C above pre-industrial levels, 
based on current policies and commitments, global 
emissions are not even estimated to peak by 2030 
– let alone by 2020”.

WE NEED TO ACT TO 
PROTECT OUR PORTFOLIOS
Building resilience responsibly in portfolios is about 
examining assets in terms of their potential negative 
contributions to the problem and attempting to find 
lasting solutions through a transitional approach. By 
not addressing this now and investing accordingly, 
we leave our portfolios at risk of suffering future and, 
very likely, more significant losses as they succumb 
to our collective sins of the past. 

A key trait of resilience is the ability to identify emerging 
threats and opportunities and understand their 
impact on all aspects of the business, its workers 
and their broader communities. Equally important 
is the ability to respond with action to neutralise the 
threat or leverage the opportunity – green economy 
assets provide exactly that opportunity by allowing 
investors to diversify across a range of assets that are 
generally uncorrelated with traditional markets, and 
thus provide a further node of resilience to portfolios. 
This move to green economy assets is driven by a 
number of factors:

Clients are calling for long-term sustainability 
Both retail and institutional clients are becoming more 
vocal (and rightly so) about their impact needs and 
overall goals. Many institutional clients are beginning 
to direct their investment managers to invest in 
assets that meet their environmental, social and 
governance (ESG) goals. An increasing number of 
large pension and institutional clients are now more 
active in their responsibility, requiring restrictions 
or direct exclusions within their portfolios (such as 
limits on ”dirty energy” investments, human rights 

considerations and restrictions on companies with 
evidence of bad governance or poor business practices). 
Investment strategies therefore need to consider long-
term investment positions that align with the clients’ 
needs and philosophies. 

Accessing an alternative asset class improves 
diversification 
A fundamental cornerstone of an investment process 
rests on setting a sustainable asset allocation strategy. 
It is important for asset owners to allocate funds into 
both traditional and alternative investment strategies, 
aiming to maximise returns while minimising volatility. A 
diversified strategy aligned with specific green economy 
outcomes helps with allocating to long-term growth 
assets while also reducing asset correlation. 

The listed market space doesn’t always allow for a more 
direct allocation into green economy assets, because 
there may not be enough listed companies operating 
in green economy sectors, such as renewable energy 
and community-driven investments in housing and 
education. Alternative assets therefore allow investors to 
gain more direct access to these opportunities and allow 
for impactful exposure of green economy assets. This 
enables a more targeted long-term focus on accessing 
these assets, as opposed to passively waiting for suitable 
investments to be brought to listed markets. 

Incorporating ESG risks and adaptability can 
enhance long-term returns 
Anticipating how particular companies and industries 
will adapt as the environmental changes begin to impact 
their operating models, is key to assessing which assets 
are likely to thrive.

Investing in risk-based assets should always be done with 
a long-term view in mind. In fact, many green economy 
assets demand a long-term view to get to fruition. 
Inappropriately assessing ESG risks can be detrimental 
to the long-term outcomes and returns of portfolios. 
Traditional measures of risk (such as standard deviation 
based only on market returns) don’t always capture 
the true risk inherent in companies with unsustainable 
business models. It therefore becomes important for 
long-term capital allocators to perform stress analyses 
to assess potential financial losses that could result from 
ignoring ESG concerns. Data shows that a company’s 
value at risk (VaR) – i.e. the probability of the company 
suffering a meaningful loss – of each ESG risk factor can 
be quite significant. Companies ignoring ESG issues 
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can underperform their peers and industry averages 
over the long term.

Developing a long-term investment strategy therefore 
requires integrating ESG variables (such as global 
warming potential, governance and human rights 
characteristics and regulatory oversight) into an all-
inclusive risk calculation. ESG screening is increasingly 
becoming a key part of an investment process. It has 
shown that it can result in very different shifts in country 
and sector weights across various asset classes over 
time, and should be considered as a crucial part of the 
investment process.

OUR APPROACH TO 
ESG PRINCIPLES IN OUR 
PORTFOLIOS
From an asset allocator perspective and as an established 
corporate citizen in South Africa, we firmly believe in the 
mantra: “What’s good in the long term for South Africa 
and Africa is good for Old Mutual and its customers.” 
Our approach to responsible investing (RI) is therefore 
rooted not only in the awareness of systemic risks to 
long-term instability that sustainability issues such as 
climate change and social inequality present, but also 
in the opportunity sets it creates.

Given the long-term nature of investments placed with 
us (significant assets held for purposes of retirement 
funding), it is in our policyholders’ interests that we 
ensure a drive towards such sustainable assets. We try to 
identify opportunities that align to the communities we 
serve – that is, impacts in the form of affordable housing, 
education, employment and renewable energy find 
resonance with that principle. Yet, we remain equally 
demanding of investment returns from this space as 
we are about any other investment. 

Then, we want to make sure we measure some visible 
outcomes: for instance, in terms of schools funded, 
number of beds created for student accommodation, 
number of affordable housing units built and the energy 
output produced by wind and solar farms. 

We also want to drive the social imperative of 
transformation as we invest in this manner. The “building 
back better” vision must apply, not just to making the 
economy thrive again, but also to provide previously 

RESILIENT STRATEGIES TODAY FOR TOMORROW 27

disadvantaged communities with access to that 
economy. These, too, must be measurable outcomes, 
like the number of black school teachers employed 
and black developers and contractors engaged in 
projects, and the number of low income households 
being powered by renewable energy. The concept 
of sustainability without addressing transformation 
would, by itself, remain incomplete and a contradiction 
to the sustainability definition. We have made some 
progress in this regard over the past decade, but 
acknowledge that a lot more remains to be done. 

Our experience has been that, in some areas, volatility 
of return can actually be lower without compromising 
return. We see similar opportunity for investment 
in the rest of Africa, along avenues of large-scale 
renewables, off-grid solar, digital infrastructure that 
is socially inclusive, and education.

IGNORING RESILIENCE 
HAS REAL FINANCIAL 
CONSEQUENCES
Ultimately, sustainability is a long-term theme. This 
demands we be proactive, play a role of influence, 
embed it in our culture and DNA and, in so doing, 
earn the social licence to operate.

The price of not building resilience into portfolios has 
real financial, and often legal, consequences. It would 
be prudent for asset owners and investment managers 
to heed the call towards green economy outcomes 
as we build and shift our long-term portfolios. The 
effort requires solidarity and collaboration from all 
asset owners and managers to create the vision and 
set the pace of change. Failing this collective effort, 
let us be reminded of the potential brevity of the 
investment candle:

“To-morrow, and to-morrow, and to-morrow,
Creeps in this petty pace from day to day,
To the last syllable of recorded time;
And all our yesterdays have lighted fools
The way to dusty death.
Out, out, brief candle!” 

(W. Shakespeare’s Macbeth) 
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LIFE UNINTERRUPTED:  
WHEN RESILIENCE IS A 
CORE PRINCIPLE
MARTIN EDGE has extensive experience in digital infrastructure and he has advised on 
acquisitions across the African telecommunications sector, including some of the largest 
transactions closed in Africa. He also serves as a Senior Advisor to AIIM consulting on their 
strategy and investments in the digital infrastructure and telecommunications sectors. 

We’ve all experienced changes in our behaviour as a result of the global lockdown. Zoom’s 
recent numbers put the impact of home working into stark perspective: from hosting 10 
million meeting participants in December 2019, it was hosting 300 million by April 2020. 
Microsoft Teams hosted 200 million that month, up by 70% on the month before. These are 
extraordinary figures. Most infrastructure would buckle under the weight of such changes: 
Imagine a 30-fold increase in traffic on a road. 

But the increase in call numbers is only part of the story. To continue the analogy, the number 
of vehicles on the road is growing exponentially. Photos were once a novelty, but now we 
send them in vast numbers without a second thought – hi-resolution photos might use 1 to 
2 MB each. Likewise, the growing addiction with videos, at maybe 10-30 MB per minute. But 
our video conference calls use 2 000 to 2 500 MB an hour (that is, 2 to 2.5 GB) – hundreds of 
times more. Streaming Netflix or other online content is similar.

KEY TAKEOUTS
• COVID-19 is fuelling an unprecedented demand on networks 
• IT infrastructure has seamlessly absorbed the extra traffic
• For 25 years, the internet has been built to withstand disruption
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... WHATEVER HAPPENS TO THE 
ELECTRICITY GRID OUTSIDE, 
THE POWER ON THE INSIDE 
MUST NEVER FAIL.
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AHEAD OF ITS GAME
So how is it that our information and communications 
technology (ICT) infrastructure hasn’t collapsed under 
this exponential burden? Is it not remarkable that the 
globe’s ICT infrastructure has managed to absorb the 
full impact of a quantum change in behaviour without 
missing a beat? How come the resilience was there 
ahead of the game? 

The answer to these questions lies at the heart of the 
design of digital networks. Let’s start by giving a deep 
bow to optical fibre – the foundation of all of this. A 
fibre cable allows a light beam to travel from one side 
of the Earth to the other in a split second and, if the 
switching equipment is up to the task, that beam 
can capture new information and be returned to the 
sender before that second has expired. And that beam 
can carry vast quantities of information. However, 
whatever the marvels of light, it still needs a man-made 
ecosystem for its transmission – it is only as effective 
as that ecosystem allows it to be.

There are many components within the ecosystem, 
each a topic in its own right. I’d like to take a quick look 
at two specific elements of the physical infrastructure, 
the most basic component, where resilience has been 
foremost.

RESILIENT REDUNDANCY
The first is the fibre networks themselves. Twenty-
five years ago, the fibre revolution was in its infancy. 
South Africa had only one fibre cable connecting 
it to global networks, with much of the early voice 
traffic hopping around by satellite – flash back to 
strange background noises and long pauses. Since 
then, multiple subsea cables have been planned and 
built (primarily by private enterprise, but also with 
state participation), and terrestrial networks have run 
fibre links into most important centres. The point 
is that networks, by definition, create exponentially 
more alternatives for establishing a link from point 
A to point B. When network operators offer a quality 
of service to their customers, they rely on something 
called redundancy: the ability to switch traffic from 
one route onto another if some kind of fault occurs. 
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FORTUNATELY FOR US, THE ARCHITECTS 
BELIEVED IN RESILIENCE AS A CORE 
PRINCIPLE, AND THAT IS WHY YOUR VIDEOS 
AND YOUR CONFERENCE CALLS ARE ABLE 
TO CONTINUE UNINTERRUPTED.

Network operators make plans for redundancy 
in the way they commission their networks, 
and their clients also plan with redundancy 
in mind so that they are not dependent upon 
one network operator. This philosophy has 
underpinned network planning for the last 25 
years. Another word for redundancy is resilience.

POWER PROTECTION 
My second component is the data centre. A 
data centre is essentially a dedicated building 
which houses the components necessary for the 
internet and the cloud to work: servers, routers, 
switches and so on. The collective interconnected 
storage capacity that these create is referred to 
as the cloud. Deep inside the data centre lives 
“white space”, a lab-like sealed area with highly 
controlled temperature, air quality, humidity, 
fire suppression systems and access to power. 
The rest of the data centre – and there’s a lot 
of it – is like a private powerplant designed to 
supply uninterrupted power to the server racks 
in the white space. The key issue here is that 

whatever happens to the electricity grid outside, the power 
on the inside must never fail. Banks of generators sit primed 
and ready to fire up in the event of power loss, but that isn’t 
good enough: they take around 10 seconds to kick in. There 
must not be a break. So, banks of batteries stand by waiting 
to fill the short gap. Even that’s not good enough. They can 
create surges or be damaged as they transition. So often 
there’s another piece of equipment, a flywheel generator.  A 
heavy flywheel spins at speed, 24/7/365. The instant there is a 
loss of power, the flywheel’s momentum begins generating 
enough power to cover a few critical seconds while the facility 
hands over to its alternative power sources. It is backup 
layered upon backup, because that’s what the big users of 
data centre facilities – the Microsofts, Amazons and Zooms 
of the world – demand. 

We cradle our mini supercomputer, aka smartphone, in our 
hand, expecting ever more of it. Yet it is the last piece of a 
vast network, a vast and amazing ecosystem that has been 
entirely built over the past 20 years. Fortunately for us, the 
architects believed in resilience as a core principle, and that 
is why your videos and your conference calls are able to 
continue uninterrupted. 
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In its Future State of the Investment Profession (2017) 
report1, the CFA Institute noted that the investment 
industry will navigate a future complicated by “trends in 
digitization and commoditization, downward pressure 
on fees, pressures from sustainability, new tech-centric 
business models, and other investment innovations”. 
The report surveyed 1 145 industry leaders – 70% of 

THE 
TRANSITION TO 
ESG INDICES

KIEYAM GAMIELDIEN is boutique head of Old Mutual Customised Solutions and is 
responsible for overseeing the management of the business's R135 billion in assets under 
management. He is also responsible for developing and implementing the boutique’s 
product and investment strategies.

whom expected investors to increase their allocation 
to index-based investment vehicles.

Given this focus on indexation investing, we explore the 
future role of financial market benchmarks for institutional 
investors and how sustainability considerations can be 
expressed through benchmark design.

KEY TAKEOUTS
• Indexation investing demands benchmarks that meet evolving needs
• Our market lacks benchmarks that express sustainability considerations 
• Market participants use different data to inform ESG views
• ESG benchmarks must include the style factors that drive returns
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WILL THE TREND TOWARDS 
SUSTAINABILITY EXERT ENOUGH 
PRESSURE FOR ESG INDICES TO 
BECOME STANDARD BENCHMARKS?
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FUTURE ROLE OF FINANCIAL 
MARKET BENCHMARKS IN 
THE INSTITUTIONAL SPACE
Despite what many may think, indices are not simple. 
In fact, there is a lot that goes into both the research 
and construction of indices. For instance, the MSCI 
employs over 300 analysts who research thousands of 
companies worldwide to help institutional investors 
understand how different themes (like ESG factors) 
can impact the long-term risk and return profile of 
their investments. The amount of data available to us 
now enables asset managers to construct a wide array 
of custom indices across the spectrum (from simple 
to complex) to help the institutional market meet its 
diverse needs. Indices are important to institutional 
investors as they are primarily used as a benchmarking 
tool that informs a variety of key decisions. 

Compared to global peers, South Africa has an outsized 
pool of assets relative to the size of its economy. It is 
also dominated by large institutions, both public and 
private, that individually own or control substantial 
chunks of this asset base. Given this backdrop, coupled 
with investment industry trends globally and locally, it 
becomes important to understand the ways in which 
benchmarks influence institutional investors’ allocation 
of capital and the resulting spillover effects, for instance 
companies’ carbon footprints. The explosion of data and 
the increase in computing power will enable institutional 
investors to consider a broader set of needs that can 
be codified in the construction of benchmarks. One 
such need is the inclusion of environmental, social and 
governance (ESG) risks and opportunities.

HURDLES TO ESG 
BENCHMARKS
ESG benchmarks are currently considered “enhanced” 
indices, but will the trend towards sustainability 
exert enough pressure for them to become standard 
benchmarks? There is still a very long roadmap before 
we get there, with the key hurdle being the wide variety 
of approaches used by investors. The way institutional 
investors currently integrate ESG factors into investment 
decisions is primarily based on three techniques: negative 
screening, positive screening and thematic investing. 

Negative screening excludes investee 
companies with controversial business 
practices or those that conflict with religious 
principles. This is the most basic form of 

ESG incorporation and is likely to evolve and be used 
in combination with positive screening.

Positive screening allocates capital to target 
distinct outcomes or achieve specific impacts. 
For instance, investors and asset owners 
looking to mitigate systematic climate risk 

(low carbon indices), who view a specific ESG metric 
as a dimension to long-term performance, or those 
investing for a future that favours specific outcomes 
(like gender diversity or social equity).

Thematic investing allocates capital to 
a long-term macroeconomic trend that 
offers wealth-generating opportunities. ESG 
integration, or tilting, incorporates ESG 

factors directly into  the research and security selection 
process with the objective of improving outcomes.

A thematic index approach may become a benchmark 
for active managers. However, there is no standard or 
universal approach to ESG integration.

Another hurdle to developing ESG benchmarks is the 
gap between market participants and stakeholders 
regarding their views on ESG factors. Asset owners tend 
to focus on governance within ESG, and rely on the asset 
managers to implement or integrate ESG criteria in 
their portfolios. Asset managers have increasingly been 
looking at ESG factors, both in response to requests 
from asset owners and because they have witnessed 
better return outcomes from integrating ESG measures. 
However, there are no universal disclosures and asset 
managers have to rely on third-party data providers. 
The success of Old Mutual’s MSCI ESG Leaders Index 
funds provides a test case for the ability of benchmarks 
to consider a broad set of needs, including some that 
are not directly investment related. Given the wide 
scope of sustainable investing and the expansive 
requisite data, it is a testament to the ability of indices 
to manage complexity.
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SUSTAINABLE INVESTING 
LINKED TO STYLE FACTORS
Sound theoretical evidence aids in identifying which 
style factors persist and continue to drive stock returns 
over time. While we all agree that they exist (for instance, 
value and quality), the proxies or definitions investors 
use to represent these factors differ widely – which 
leads to different empirical results over time. The same 
observation can be extended to ESG and, as such, we 
see that creating an ESG framework will allow us to 
measure ESG risks and opportunities optimally, but 
what is equally important, link this back to traditional 
style factors.

Factor investing is based on the premise that returns 
can be broken down into two drivers: 

1. An idiosyncratic driver that is unique to a specific 
security; and 

2. A systematic factor that is common to all securities 
in the market. Risk premium factors are a unique 
subset of systematic factors that generate excess 
risk-adjusted returns over a long period. 

Importantly, there is a fundamental and behavioural 
rationale for the existence and persistence of the 
outperformance.

Quality is a factor that identifies companies with 
strong balance sheets and that use their competitive 
advantage to generate and sustain high profit margins. 
There are, however, some differences in how this factor 
is measured. As an example, some investors use return 

on assets to gauge profitability, while others prioritise 
solvency as a more suitable proxy. Each of these metrics 
identifies some dimension of quality, but will produce 
different empirical results over time.

DEVELOPING AN ESG FACTOR 
FRAMEWORK
Extending these observations to ESG considerations, 
we formulated an ESG factor proxy framework. Our 
framework serves as a robust tool to measure the ESG 
risks and opportunities inherent in companies and 
creates a link back to selected style factors that may 
indirectly drive performance.

We all agree that ESG is unique and that no universally 
accepted standard exists in measuring the ESG attributes 
of a company. Different organisations use diverse data 
sources and weighting schemes to produce ESG scores 
and ratings. And so, through our proprietary ESG factor 
framework, we’re able to show the link between ESG 
ratings and style factors.

The table below shows the t-statistics1  and contribution 
to return of style factors of ESG leaders and laggards 
(based on the MSCI World universe). It exhibits strong 
evidence that links ESG to multiple factors. However, 
quality factors like profitability, earnings variability and 
dividend yield seem to capture a different dimension 
of sustainability and show that ESG leaders tend to 
score better than their competitors in terms of both 
ESG and quality – also tending to do this at reduced 
levels of risk (Residual Volatility).

In conclusion, key trends globally will continue to put pressure on investment fees and will require asset managers 
to deal with increasing complexity, including ESG-related issues. Institutional investors can incorporate ESG 
considerations, while being fee-cognisant, through applicable benchmark design. Our research has shown 
that companies that consider material ESG issues and implement appropriate strategies create an economic 
moat that allows them to generate a sustainable source of profits. These are the companies our proprietary 
ESG factor framework aims to target. 

 Book-to-
Price

Dividend
Yield

Earnings 
Variability

Profitability Momentum Residual 
Volatility

ESG Leaders
Return Contribution -0.11% 0.51% 1.82% 0.78% 1.61% 1.72%
Average Exposure -0.05 0.03 -0.15 0.07 -0.06 -0.38
(T-stat) 0.27 3.38 4.77 2.96 1.88 2.63

2  t-statistic is the ratio of the departure of the estimated value of a parameter from its hypothesised value to its standard error
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SUSTAINABLE FINANCE IS 
CRITICAL TO FINANCIAL 
STABILITY AND RESILIENCE 
- NATIONAL TREASURY'S FINANCIAL SECTOR POLICY UNIT

National Treasury, together with the South African 
Reserve Bank, has a financial stability mandate to protect 
the South African economy and its citizens from shocks 
to the financial system – building resilience through 
solvency and effective risk management. Starting in 
2016, Treasury, together with financial sector industry 
associations and regulators (the Financial Sector Conduct 
Authority (FSCA) and the Prudential Authority (PA)), 
focused on the then emerging theme of sustainable 
finance. It initially looked at how different parts of 
the financial sector were adopting good practice in 
managing environmental, social and governance (ESG) 
risks – including climate risk – and what additional 
leadership should be provided by Government. 

Over time, the focus broadened to include the 
opportunity side of sustainable finance, such as green, 
social, and sustainability focused bonds and other types 
of instruments and strategies. A sector-wide approach 
was taken, to bring all parts of the financial sector – not 
just banking – towards a common understanding and 
vision. Ultimately, it was understood that sustainable 
finance is critical to financial stability and resilience. 
Climate change, in particular, has risen to the top of 

the agenda as a systemic risk at a global level. Both 
climate change and the COVID-19 pandemic provide 
examples of how global problems require a global 
response.

Globally, the risks and opportunities posed by climate 
change and a transition to a low carbon economy have 
been recognised, and frameworks are being developed 
to measure, manage and disclose these in comparable 
ways across the financial sector. In step with these 
developments, Treasury released a draft technical 
paper titled Financing a Sustainable Economy in May 
2020. The paper complements Treasury's efforts to 
incorporate resilience into our economy, building on 
the introduction of the carbon tax, which forms an 
integral part of Government’s climate change response.

DEVELOPING CONSISTENT 
DEFINITIONS AND 
DISCLOSURE STANDARDS
Sustainable finance is an evolving area and emergent 
global practice and trend, as it tries to give meaning 
to concepts like “better development” and ”better 

KEY TAKEOUTS
• Climate change, and now COVID-19, are systemic risks to our markets 
• A green finance taxonomy should help identify “green” investments
• We are starting with a voluntary approach to sustainable finance initiatives 
• Having the right protocols will attract international capital 
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SOUTH AFRICA IS WELL PLACED 
TO BOTH ALIGN WITH AND 
CONTRIBUTE TO THE EMERGING 
GLOBAL GOOD PRACTICE IN 
TAXONOMY DEVELOPMENT.
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finance”. There are many global and local initiatives 
that support a collective transition to more sustainable 
financial systems. Locally, the Treasury paper builds 
on a sustainable finance narrative and networks of 
cooperation, including the JSE Sustainability Segment 
and ESG requirements, and Regulation 28 of the Pension 
Funds Act. Harmonising definitions and disclosure 
standards, and guiding the governance approaches 
needed to effectively identify, quantify and manage 
such risks within South Africa’s financial institutions 
and regulatory activities, were identified as the starting 
point. Implementation will begin with climate risks 
and expand over time to include biodiversity, water 
and air pollution, degradation, resource depletion and 
other environmental objectives.

DEFINING GREEN FINANCE 
CHARACTERISTICS
The paper encourages a voluntary approach to 
sustainable finance initiatives and the FSCA and PA 

are engaging with the sector and undertaking further 
analysis on the feasibility of regulatory instruments. Key 
recommendations include developing a green finance 
taxonomy, creating technical guidance for disclosures, 
as per the Task Force on Climate-related Financial 
Disclosures (TCFD), and developing a benchmark 
climate risk scenario for use in stress tests by the 
financial sector and the regulators. The paper is the 
first step. There is still much to be done, including 
building the skills necessary for good climate risk 
governance, management, and disclosure across the 
sector and the implementing arms of government. 
Since the release of the paper, progress has been 
made on developing a green finance taxonomy. A 
taxonomy, or financial classification system, defines 
the categories and qualifying characteristics of sectors, 
assets and projects. The green taxonomy’s principal 
function will be to govern what assets, investments, 
loans etc. can be called “green” in a credible, dynamic 
and consistent way.
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A taxonomy is an implementation tool that can enable 
financial market participants to identify and respond 
to investment opportunities that contribute positively 
to green objectives, thus supporting a low carbon and 
climate-resilient economy, as well as one which is 
socially inclusive and sustainable. 

One of the primary challenges is defining what a 
“green economy” is composed of and therefore what 
projects and sectors qualify as green, sustainable and 
inclusive. The National Development Plan: Vision 2030 
states that a green economy is:  

“… a system of economic activities related to the 
production, distribution and consumption of goods 
and services that result in improved human well-
being over the long term, while not exposing future 
generations to significant environmental risks and 
ecological scarcities.”

Importantly, this definition includes intergenerational 
justice. However, a green economy is not separate or 
additional to our current understanding of the South 
African economy. The green taxonomy will cover an 
initial core set of green and climate-focused categories, 
providing scope for expanding over time to include 
other environmental categories, social dimensions and 
transitional activities. South Africa is well placed to 
both align with and contribute to the emerging global 
good practice in taxonomy development. Doing so can:

• Catalyse a major leap forward for sustainability-
focused finance nationally

• Attract international capital seeking investments 
with positive impact, particularly in relation to 
climate change

THE TAXONOMY WILL NOT SOLVE ALL 
PROBLEMS, BUT IT WILL ENABLE SOUTH 
AFRICA TO TAKE CRITICAL STEPS 
TOWARDS ENSURING THAT INVESTMENT 
IN FUTURE INFRASTRUCTURE RENEWAL 
AND EXPANSION IS GREEN.

• Empower regulatory agencies to assess the 
green credentials of local financial institutions, 
issuers, companies and investors

• Ensure that South African realities are 
incorporated into global good practice.

The taxonomy development process will look to 
leverage existing international examples, with the 
necessary adaptations, and originate aspects needed 
to accommodate South African socio-economic 
development and transition needs. The taxonomy will 
not solve all problems, but it will enable South Africa to 
take critical steps towards ensuring that investment in 
future infrastructure renewal and expansion is green, 
and position South Africa as a resilient, competitive 
and low carbon economy and society. As the severity 
of the virus's impact recedes and economic activity 
resumes, green investments extend benefits beyond 
the climate change programme and present economic 
returns, growth potential, and employment creation 
opportunities.

As we plan for a post-COVID economy, we have an 
opportunity to improve the lives of poor and vulnerable 
households. Sustainable finance should play a pivotal 
role in enabling environmentally appropriate social 
development, equitable access to finance for the 
transition, and creating new and innovative economic 
opportunities in the green economy. 

To view the report and get updates  from 
various working groups go to  
http://sustainablefinanceinitiative.org.za/

http://sustainablefinanceinitiative.org.za/
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HOW GOOD GOVERNANCE 
DRIVES BUSINESS RESILIENCE 
AND CONTINUITY 
- GASANT ORRIE, ZAHRAH EBRAHIM and FATENA ALI 
 of Cliffe Dekker Hofmeyr Attorneys

KEY TAKEOUTS
• Successful resilience strategies are collaborative and systemic
• Leadership needs to actively promote sustainable practices
• Strong governance structures support business continuity

The environment, economy and society within which 
businesses are currently operating are becoming more 
unpredictable and dynamic for a multitude of reasons, 
the most obvious of which is the ongoing COVID-19 
pandemic. COVID-19 has fundamentally changed 
the way in which the world operates. Most notably, it 
has forced businesses across the globe and in every 
sector to reconsider the viability of the models upon 
which they operate. Not every business was able to 
survive the shock wave of a global pandemic and the 
ensuing national lockdowns across the world. Only 
those business models centred around resilience are 
able to survive, and even thrive, in such circumstances.

BUSINESS RESILIENCE 
STRATEGIES
Resilience is generally understood as a company's 
capacity to absorb stress, recover critical functionality 
and thrive in altered circumstances. These altered 
circumstances may vary drastically but often include, 
on the one hand, the technological evolutions that 
businesses may choose to adopt voluntarily or, on the 
other hand, involuntary externalities such as a global 

pandemic. Whatever the case may be, a resilient business 
should be able to withstand both phenomena, both 
financially and operationally.

Research shows that a successful business resilience 
strategy is the combination of a comprehensive 
understanding of strategy and value creation, 
sustainable corporate governance, and strong leadership 
and management. It recognises that the fluid and 
unpredictable external context within which society 
exists, as a whole, is as much of a concern for the 
business as issues like product quality and returns on 
investments for shareholders.

More and more, companies need to look at sustainability 
as their foundation. They must find ways to move beyond 
short-term pressures, use tools and approaches that 
prioritise business resilience in an appropriate manner 
and create different business models which cater for 
external uncertainty, change and interdependence. 
In many instances, these strategies are collaborative 
and system based. In other words, they are primarily 
concerned with systemic solutions based on collaboration 
among all stakeholders of that business. 
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ONE OF THE MOST 
FUNDAMENTAL 
MECHANISMS OF 
DRIVING BUSINESS 
RESILIENCE IS THROUGH 
STRONG GOVERNANCE 
STRUCTURES AND 
PRINCIPLES.
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STRONG GOVERNANCE 
BUILDS RESILIENCE 

One of the most fundamental mechanisms of driving 
business resilience is through strong governance 
structures and principles, which, if adhered by, aid in 
creating resilience, business continuity and survival. In 
the South African context, companies are guided by 
the King IV Report on Corporate Governance (“King 
IV”). Corporate governance is defined as “the exercise 
of ethical and effective leadership by the governing 
body towards the achievement of defined governance 
outcomes such as ethical culture, good performance, 
effective control and legitimacy”. These fundamental 
principles have, in most instances, withstood the test 
of time and continue to evolve in order to cater for 
changed circumstances, such as those brought about 
by the COVID-19 pandemic.

GASANT ORRIE is the Cape Managing Partner and a Director 
in the Corporate and Commercial practice of Cliffe Dekker 
Hofmeyr Attorneys. Gasant covers most areas of corporate and 
commercial law with a focus on M&A in the financial services, 
real estate, and hospitality and leisure sectors. He has a special 
interest in corporate governance and anti-bribery and corruption 
compliance.

ZAHRAH EBRAHIM is an Associate in the Corporate and 
Commercial practice of the firm. She covers most areas of 
corporate and commercial law including M&A and general 
commercial work.

FATENA ALI is a candidate attorney in the Corporate and 
Commercial practice of the firm.
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... A SUCCESSFUL BUSINESS RESILIENCE 
STRATEGY IS THE COMBINATION OF A 
COMPREHENSIVE UNDERSTANDING 
OF STRATEGY AND VALUE CREATION, 
SUSTAINABLE CORPORATE GOVERNANCE, 
AND A STRONG LEADERSHIP AND 
MANAGEMENT.

RESILIENT GOVERNANCE STRUCTURES

In addition to this, the King Committee has published 
a guidance paper titled “Responsible leadership in 
responding to COVID-19”. This guidance paper does not 
remove from companies, any existing legal obligations. 
However, it highlights key principles relating to businesses 
which require specific attention and care, in light of 
the context in which businesses are currently finding 
themselves. Some of the most important components 
include ethical leadership, human capital, performance, 
oversight, strategy and recovery.

At the very least, leaders are required to act and 
consider their current structures and whether they are 
appropriate in light of the changing market, and to play 
a much more significant role in promoting a sustainable 
business agenda. Governing bodies are now, more than 
ever, called on to engage with employees, customers, 
suppliers and other stakeholders to implement resolutive 
programmes and derive their own unique solutions to 
the existing changes. In addition, leaders must consider 
the crucial and interrelated component pertaining to 
the preservation of human capital. Responsible leaders 
must consider succession plans for senior members, 
make long-term commitments to the health and safety 
of their employees, invest in multi-skilling of employees 
and provide alternative methods of training, and adaptive 
methods of working. As mentioned, successful business 
resilience strategies are collaborative and systemic, 
and therefore abiding by principles that centre around 
employee welfare and regard for other stakeholders 
will create an environment in which business resilience 
and continuity are fostered.

Not only are governing bodies required to focus on the 
operational aspect of the business, but they are also 
required to focus on the financial aspects. Businesses 
must have strategic foresight in order to deal with 
unforeseen risks and, in turn, ensure their ability to 
absorb the stress of unprecedented changes in an 
advantageous manner. Further, there is an additional 
legal burden since governing bodies are now tasked with, 
among other things, ensuring that the organisation is: 

1. Not trading recklessly
2. Complying with the regulations issued pursuant 

to the Disaster Management Act 
3. Understanding its contractual obligations in light 

of the pandemic
4. Mitigating any litigation risks; and 
5. Understanding the legal obligations owed 

to employees, customers, suppliers and other 
stakeholders.

Lastly, it is important to realise that even though recovery 
can be slow and sometimes frustrating, change is good 
and forces businesses to let go of old traditional market 
structures which no longer work. Instead, businesses 
should embrace something new, which, although to 
some extent can be uncertain, offers new opportunities 
and horizons. 
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BUILDING 
RESILIENCE 
THROUGH ACTIVE 
OWNERSHIP  
WHAT NEXT FOR 
STEWARDSHIP?

ROB LEWENSON is Head of ESG Engagement at Old Mutual Investment Group and 
is responsible for proxy voting and company engagement. He represents Old Mutual 
Investment Group on various industry bodies and champions responsible investment 
for the Old Mutual Group. He sits on the Stewardship Committee of the UNPRI and 
the Shareholder Responsibilities Committee of the ICGN.

I recently had the privilege of attending the Virtual Global GSG Impact Summit and during one 
of the panel discussions asked the question: “While measurable impact metrics have mostly been 
standardised and accepted for unlisted investments, what about measurable impact outcomes 
in the listed space?” After some discussion, the esteemed group of panellists agreed there is still 
much room to develop a global standard relating to outcome-based stewardship (proxy voting 
and engagement) within listed investments.

THE EVOLVING GLOBAL STANDARD OF IMPACT – 
THE ROLE OF STEWARDSHIP

RESILIENT GOVERNANCE STRUCTURES

KEY TAKEOUTS
• The industry needs to standardise listed stewardship metrics
• Global stewardship players must facilitate collaboration 
• A framework must focus on impactful outcomes, not processes
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TO HARNESS THE POWER  
OF STEWARDSHIP...  
IT IS NECESSARY FOR ALL 
PROVIDERS OF CAPITAL TO 
COLLABORATE WITH EACH.

RESILIENT GOVERNANCE STRUCTURES
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In our 2019 Stewardship Report, I mentioned that the UN Principles for Responsible Investment (UNPRI) 
article “Active Ownership 2.0” makes the case for a vision of an evolved standard in stewardship. It explicitly 
and actively prioritises critical systemic goals and collective effort aimed at concrete outcomes, rather than 
processes and activities or narrow interests. The article identifies three areas of focus: 

Taking into account discussions with colleagues and 
learnings from the Impact Summit, I’m of the opinion 
that if we truly wish to harness the power of stewardship 
to drive impactful change, then it is necessary for all 
providers of capital (debt or equity, listed or unlisted) 
to collaborate with each other and engage the investee 
company in order to reach a common goal – be that 
better ESG risk management practices or seeking 
opportunities in the green economy.

SHORTCOMING OF THE 
CURRENT FRAMEWORK
In my experience, in the post-investment decision 
environment it is rare for capital providers from different 
asset classes to systematically share stewardship strategies 
and work collaboratively with the borrower/issuer to 
address material ESG risks, even though these risks are 
held jointly. Among other things, different approaches 
to asset classes (such as investment methodology, 
time horizon, security ranking) are raised as barriers 
to collaboration. In addition, capital providers remain 
fearful that collaboration may trigger regulatory 
repercussions, such as acting in concert or obtaining 
inside information. Lastly, the simple competitive 
environment of the financial system often means that 
capital providers want to hold their cards and “know-
how” of the borrower/issuer very close to their chests. 
Sharing relevant information with competitors and 
sometimes even within different investment divisions 
is completely discouraged. 

In my opinion, this modus operandi creates a perverse 
incentive for the borrower/issuer to deal with its capital 
providers differently, whereas the opposite should be 
true especially regarding ESG issues. 

CREATING AN ENVIRONMENT 
FOR COLLABORATION
In setting a global framework for multi-asset class 
stewardship to firmly take root, many countries are 
now re-drafting their stewardship codes to include 
guidelines for different assets classes to work together 
towards stewardship outcomes. In addition, many 
private equity and debt provider investment firms 
are joining international organisations, like the UNPRI 
and the International Corporate Governance Network 
(ICGN), with stewardship as one of the founding tenets 
of these organisations. As the multi-asset class members 
of these organisation swell, so too have the so-called 
“impediments” to collaboration, as described in the 
previous section, been reduced.  

However, to truly transition to an evolved standard of 
stewardship, in addition to guidelines and regulatory 
simplification, global players like the UNPRI and the 
ICGN need to play an enabling role by crowding in 
various providers of investment capital using their 
collaboration platforms and thought leadership to 
advance specific goals. In this way, the outcome is 
the key factor and any capital provider member of 
the organisation can rally behind a specific ESG cause. 

3

Improved collaboration, 
not just with investors and 

capital allocators, but among 
communities as well. 

Outcomes are 
key, not inputs 
or processes. 

1 2

The need for common 
goals that are not 

individual, but society 
and economy wide.
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https://eu-assets.contentstack.com/v3/assets/bltf97ab615862b2667/blt3fdfd17c42d98b2e/5f58ba5ea559e003b0c5c468/Stewardship_-_single_pages_low_res.pdf
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In addition to providing the platform for multi-
asset class collaboration, the UNPRI and ICGN 
must also ensure that all participants follow 
the rules of engagement with the issuer/
borrower in a transparent and an equitable 
manner such that all participants are able 
to distil the most material ESG risk and its 
effect on their investment. This may entail a 
ranking system of those investors who would 
lead the engagement, those would have the 
most influence on the issuer/borrower and 
those who would be tracking the engagement 
process in terms of milestones and further 
review.

These actions, I suggest, strengthen the 
likelihood of a global standardised stewardship 
framework focused on impactful outcomes. 
Ultimately, though, it is for each capital provider 
to reflect on the value of its stewardship 
activities to better the performance of its 
investment portfolio and acting in its clients’ 
best interests. At Old Mutual Investment 
Group, we are certainly looking forward to 
this evolution. 

IN SETTING A GLOBAL 
FRAMEWORK FOR MULTI-
ASSET CLASS STEWARDSHIP... 
MANY COUNTRIES ARE 
NOW RE-DRAFTING THEIR 
STEWARDSHIP CODES.
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A JUST CLIMATE 
TRANSACTION   
FOR THE SOUTH AFRICAN 
ELECTRICITY SECTOR
- EMILY TYLER, ADAM ROFF AND GROVÉ STEYN of Meridian Economics 

KEY TAKEOUTS
• SA faces political and institutional barriers in its transition to renewable 

electricity
• Given the systemic importance of Eskom, blind divestment from coal threatens 

the SA economy 
• A suspension of divestment under strict accelerated coal phase down 

commitments will enable a just transition
• Position Eskom as a preferred investment option among sustainability-minded 

investors

THE ROLE OF TRANSITION 
FINANCE 

In South Africa, over the past few years, the radical decline 
in the cost of renewables has rendered renewable energy 
cheaper than both new coal-generated power and some 
of Eskom’s existing coal fleet. Renewables are also the 
fastest generation capacity to install, which is critical 
in the current load-shedding context. Power sector 
systems models show that a renewables-dominated 
grid will provide equal, if not greater, reliability of 
supply than the historical “baseload” model. In addition, 
renewables are clearly better for the environment and 
human health. 

So post COVID-19, a large renewables build programme 
represents an unprecedented green growth opportunity 
for South Africa, which can be entirely financed by 
international and domestic financiers on commercial 
terms – and which will provide employment and green 
industrialisation options for the country. 

This is good news, given that the international divestment 
movement is prompting an ever-growing number of 
financiers to withdraw from coal in order to meet the 
Paris Agreement’s goal of containing global temperature 
rise to well below 2 degrees Celsius, further threatening 
the struggling coal fleet. As such, Eskom’s ability to raise 
capital on the markets looks ever bleaker. In addition, its 
massive debt portfolio (R488 billion, at the last count), 
much of which is government guaranteed, threatens 
a sovereign default in the coming years. 

Despite these motivating factors, there remain significant 
barriers to such an energy transition for South Africa, 
predominantly political and institutional. These have 
to be overcome to set the country on a sustainable 
social, economic, financial and environmental trajectory 
going forward. At Meridian Economics, we believe 
that a strong contributor towards doing so involves 
demonstrating a prototype climate finance mechanism 
in South Africa – “Transition Finance”.

THE SHIFT TO RENEWABLES 
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... COAL WORKERS AND 
COMMUNITIES ARE 
UNDERSTANDABLY FEARFUL 
THAT, AS SOUTH AFRICA 
TRANSITIONS AWAY FROM COAL-
DEPENDENT POWER, THEY WILL 
LOSE THEIR LIVELIHOODS.

THE SHIFT TO RENEWABLES 
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THE ROLE OF SOUTH AFRICA’S COAL FLEET DURING ITS 
ENERGY TRANSITION
Even if South Africa and Eskom were to move with unprecedented speed and intent to embark on a renewables 
build programme of international significance, the country would still need to keep the coal fleet running for at 
least another 15 years to keep the lights on during the energy transition. This is demonstrated in the example 
below modelled in the Meridian Economics–CSIR Ambitions project1, which considers a Paris-aligned South 
African power system transition. The legacy coal assets are needed to supply electricity to the economy in the 
“transition” period, while sufficient renewables are built.

In contexts like that of South Africa, blind divestment 
from brown industries will have far-reaching social 
and economic consequences. Economic activity has 
already suffered due to load shedding. Reliable and 
adequate power supply is essential for economic growth. 
South Africa has high levels of unemployment and 
inequality (50% of citizens are classified as poor), which 
will be exacerbated without adequate and affordable 
grid electricity supply. In addition, coal workers and 
communities are understandably fearful that, as South 
Africa transitions away from coal-dependent power, they 
will lose their livelihoods. Similarly, the more powerful 
capital interests that are aligned with the coal sector 
also don’t necessarily see a path into the future that 
supports their businesses – and the same can be said 
for the politicians that serve these communities and 
interest groups. 

Era of coal Era of renewablesTransition

Source: Meridian Economics, Vital Ambitions study, 2020.

THE SHIFT TO RENEWABLES 

TRANSITION FINANCE: 
ENABLING JUST, PARIS-
ALIGNED TRANSITIONS 

The Paris Agreement stipulates that developed 
countries are to provide financial assistance and 
lead the mobilisation of finance from various sources 
to support developing countries in mitigating and 
adapting to climate change. It sets a collective goal of  
US$100 billion per year by 2020 for this (to be revised 
upwards in 2025). To date, traditional green and climate 
finance tends to finance projects like green infrastructure 
and technology, renewable energy and low carbon 
transport systems. However, given that the coal fleet 
must remain operational during South Africa’s energy 
transition for socio-economic reasons, Eskom must 
retain access to entity-level finance to enable it to phase 
down its coal fleet in a managed manner. Importantly, 
this finance is not to build the renewables, as these 
can be commercially financed. 

1 https://meridianeconomics.co.za/wp-content/uploads/2020/07/Ambition.pdf

https://meridianeconomics.co.za/wp-content/uploads/2020/07/Ambition.pdf 
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Transition Finance is an essential part of resolving Eskom's legacy debt cost-effectively 
and restoring the utility's access to finance.

Transition Finance can realise catalytic funding for a “Just Transition Fund” for the 
Mpumalanga coal province, to ensure justice for coal workers and communities during 
the transition. 

THE SHIFT TO RENEWABLES 

From our experience in South Africa, and aligned with 
the latest thinking on sustainable financing around the 
world, we see a clear need for “Transition Finance” to be 
recognised as a category of mitigation-related climate 
finance. Indeed, many path-setting institutions, such 
as the Climate Bonds Initiative2, are doing exactly this. 
Transition Finance is aligned with the Paris Agreement’s 
provisions on climate finance, which “aims to strengthen 
the global response to the threat of climate change, in 
the context of sustainable development and efforts to 
eradicate poverty” by, among other things, “making finance 
flows consistent with a pathway towards low greenhouse 

gas emissions and climate resilient development”. Central 
to any Transition Finance deal is the identification of a 
credible, Paris-aligned mitigation trajectory, and remedies 
in the instance of default.

We believe access to Transition Finance has the potential 
to unlock a Paris-aligned transition to renewables in South 
Africa. It does this in two ways (as shown below). Through 
these, Transition Finance can provide an organising vision 
for the power sector, and sufficient financial appeal 
to the fiscus to provide a catalyst for overcoming the 
political and institutional barriers.

2 https://www.climatebonds.net/resources/reports/financing-credible-transitions-white-paper

An economist by training, DR EMILY TYLER has focused her career on climate 
mitigation in a development context, bringing both an economics and a complex 
systems perspective to the policy and practical challenges she encounters in this 
space. She brings a deep understanding of mitigation policy and energy transition 
challenges to Meridian’s work.

ADAM ROFF is responsible for all financial and economic modelling at Meridian 
Economics. He is also substantially involved in all regulatory matters undertaken 
by the firm including engagements with NERSA on behalf of clients, resolution of 
disputes arising from the interpretation of regulatory frameworks, and assessment 
of the impact of regulation on affected parties. 

DR GROVÉ STEYN is the Managing Director of Meridian Economics. He is a 
prominent infrastructure and regulatory economist in South Africa with extensive 
experience in the electricity, gas and liquid fuels sectors. He recently attracted 
public attention in presenting research around the possible closure of Eskom’s 
coal power plants and the future of the power sector in South Africa. In December 
2018, President Cyril Ramaphosa appointed him to the Eskom Sustainability Task 
Team, and in 2019 he was appointed to the Presidential Economic Advisory Council.
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3 http://www.dirco.gov.za/docs/speeches/2019/cram0923.htm 
4 https://www.engineeringnews.co.za/article/eskom-sets-up-just-energy-transition-office-as-it-mulls-repurposing-options-for-power-stations-2020-06-25
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A BLENDED MODEL THAT SUPPORTS OUR SOCIAL AND ECONOMIC NEEDS
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In addition, from the perspective of climate financiers 
looking for both climate and social impact, funders 
see real value in South Africa. Being such a carbon-
intensive country, coupled with huge solar and wind 
resources, there is incredible opportunity to realise 
substantial mitigation cost-effectively, while contributing 
to sustainable development and transitional justice.

A “JUST TRANSITION CLIMATE 
TRANSACTION” FOR SOUTH AFRICA
Over the past two years, Meridian Economics has 
conceptualised and incubated the “Just Transition 
Climate Transaction” for South Africa as a prototype 
Transition Finance structure. President Ramaphosa 
announced the transaction in his 2019 Statement to 
the United Nations Climate Summit3 and, this year, new 
Eskom Chief Executive Andre de Ruyter announced the 
concept as a key part of Eskom’s turnaround strategy4.  

The transaction creates a large (US$11 billion), long-
term (around 20 years) debt facility to refinance Eskom, 
conditional on a Paris-aligned coal phase-down trajectory 
for the electricity sector. 

The transaction has three legs: 

1. The South African government and Eskom commit 
to an accelerated phase-down of the coal fleet, 
delivering additional, measurable CO2 reductions 
compared with the current policy trajectory stated 
in the Integrated Resource Plan 2019. 

2. In return, Eskom has access restored to traditional 
debt funding sources (multilateral development 
banks, development finance institutions, capital 
markets etc.) and secures concessional climate 
finance. 

The concessionary funding is the foundation of a 
blended finance vehicle, carrying most of the risk of 
lending to Eskom by taking on a first loss position. 
As such, it then becomes less risky (and more 
appealing) for commercial lenders, like pension 
funds and sovereign wealth funds, to lend into the 
structure. It also means Eskom raises commercial 
debt at lower costs, as the concessionary finance 
goes some way to de-risking loans. In addition, given 
that Government’s capacity to provide sovereign 
guarantees is currently highly constrained, this 
structure uses a carbon performance guarantee 
instead of a financial government guarantee.

Catalytic 
grant finance
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3. The third leg of the transaction is addressing the 
socio-economic challenges. In addition to lending 
to Eskom, who will have to service this debt, some 
of the concessionary value of this transaction 
will be used to capitalise a Just Transition Fund. 
This fund will catalyse financing for a targeted 
programme that addresses adverse impacts on 
affected labour and coal-dependent communities 
in Mpumalanga, including educating and upskilling 
workers and community members and enabling 
economic activities in the region. Initial investigations 
suggest that such benefits could easily outweigh 
the economic loss associated with closures of coal 
mines and coal-fired power stations. The further 
benefit of the renewable energy industrialisation plan 
is that we can have broad-based black economic 
participation in the sector right from the start. 
This leg of the programme has huge support from 
climate mitigation funders, as they understand 
the social and economic consequences of not 
supporting a just transition.

OPPORTUNITIES FOR 
INSTITUTIONAL INVESTORS
We believe that the Just Transition Climate Transaction 
can play a significant part in unlocking South Africa’s 
desperately needed energy transition, positioning the 
country as an attractive green investment location 
with ample opportunity for commercial investment 
in renewable energy and associated infrastructure 
projects. The transaction will also restore Eskom’s access 
to finance, and with it the ability for large institutional 
investors to lend to Eskom without reputational risk. 
The organising vision for the South African power sector 
created through the transaction, together with policy 
and regulatory reforms, will put Eskom on a sustainable 
footing going forward, further enhancing investment 
opportunities for institutional investors. 

The counterfactual – a failing utility in a dysfunctional 
policy and regulatory environment, increasingly unable 
to access affordable finance, and perpetuating a carbon 
intensive economy – is too dismal to imagine. Transition 
Finance is necessary in South Africa to enable socio-
economic development and sustainable investment 
opportunities going forward.  
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POWER TO THE PEOPLE:  
RENEWABLE ENERGY 
INFRASTRUCTURE BUILDS 
SOCIAL RESILIENCE
- SOLA LAWSON AND VUYO NTOI, Co-Managing Directors of African 
 Infrastructure Investment Managers (AIIM) 

KEY TAKEOUTS
• Fourfold return on every $1 spent on infrastructure
• Lack of electricity reduces a job seeker’s success by 41%
• Robust policy frameworks will foster private sector integration
• Governments are now more likely to engage the private sector

For generations, implementing robust power infrastructure 
across Africa has been a priority for stakeholders involved 
in the continent’s development. This goal has been at 
the heart of multiple development agendas, central to 
campaign slogans and presented as the key to consistent 
economic development across the continent.

Yet, half of the global population that don’t have access 
to electricity are Africans. While these 600 million people 
live without electricity, those that already have access to 
it will want even more. Demand for electricity is expected 
to more than double by 2040. We are at an important 
juncture and now is the opportunity to redevelop the 
power market in the image of our desired tomorrow. 
The continent’s renewable energy generation potential 
is 1 475 GW (which is almost 10 times total current 
generating capacity across technologies) and tapping 
into that today is crucial to a sustainable future.

RESILIENT INFRASTRUCTURE 
DRIVES GROWTH
Despite the numerous programmes that have been put 
forward to resolve the power deficit in Africa, there remains 
a significant gap. The United Nations (UN) estimated 
the energy infrastructure needs of the continent to be 
in the region of US$55 billion a year until 2030, with 
a financing shortfall of more than US$40 billion every 
year. This points to a significant need for investment in 
our future. According to UN Development Programmes 
analysis, in low and middle income countries, for every 
US dollar spent on infrastructure with future-focused 
resilience (such as renewable energy), the economic 
return is fourfold. This demonstrates the opportunities for 
concerted investment efforts within renewable energy 
generation across the continent. 

THE SHIFT TO RENEWABLES 
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... NOW IS THE 
OPPORTUNITY TO 
REDEVELOP THE POWER 
MARKET IN THE IMAGE OF 
OUR DESIRED TOMORROW. 

THE SHIFT TO RENEWABLES 
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With sub-Saharan Africa entering its first recession in 25 
years, governments are more likely to engage with the 
private sector. Public-private partnerships (PPP) and other 
risk mitigation mechanisms to crowd in more private 
investment will help preserve the solvency of public 
sector balance sheets. 

RENEWABLE INVESTMENTS 
OFFER ENTICING RETURNS
South Africa’s Renewable Energy Independent Power 
Producer Procurement (REIPPP) programme offers insight 
into how the successful deployment of a public-private 
partnership can benefit all stakeholders, especially the 
end user. Over its nine-year life, the REIPPP programme 
has witnessed a 69% and a 37% reduction in solar and 
wind energy procurement costs, respectively. This is as 
a result of technological advancements and increased 
competition, supported by a continuous pipeline of 
opportunities and a transparent bidding process with a 
high degree of regulatory and execution certainty. 

Such an enticing environment enables AIIM’s continued 
investment in independent power producers, and it 
remains the largest equity investor in the programme. 
While holding majority stakes in projects like Droogfontein 
II and Zeerust, both with power generating capacities of 
75 MW, these projects realise wider social and economic 
benefits, such as promoting greater equality through 

community ownership, enterprise development and 
social spending and through employment opportunities 
during the construction and operating periods.

According to the Centre for Global Development, 
businesses across Africa potentially make up to 31% 
less sales because of power outages. Unreliable electricity 
supply is not only a burden borne by businesses. Nigeria, 
an oil-producing net importer of petroleum products, 
spends around US$12 billion a year – twice its annual 
infrastructure budget – on diesel for generators. Not only 
is there an environmental consequence to that, but the 
cost of electricity produced by a diesel generator can 
be as much as US$0.30/kWh, significantly higher than 
alternative off-grid power generation options. The Get FiT 
project in Zambia, backed by German development bank 
KfW, will generate power at 13-16% of the equivalent 
diesel generator costs through 120 MW of solar projects 
across the country.

FEW PROJECTS SEE THE 
LIGHT OF DAY
Eight in 10 infrastructure projects across the continent 
fail at the feasibility and business plan stage. The success 
of programmatic development, like Zambia’s Get FiT or 
South Africa’s REIPPP, is defined by their robust policy 
frameworks. This makes the integration of the private 
sector a lot easier – enabling a conducive investment 

SOLA LAWSON and VUYO NTOI
AIIM was founded by Macquarie and Old Mutual 
Investment Group and has, over the past 20 years, 
grown to be one of Africa’s leading infrastructure 
investment managers. Vuyo Ntoi has two decades 
of investment experience and has been involved in 
private infrastructure investing in Africa since 2003. 
Sola Lawson has over 16 years of corporate finance 
and infrastructure equity investing experience 
across European and African markets. During 
this time, he established AIIM’s Nigerian office 
and spearheaded a number of its West African 
transactions.
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environment, while also ensuring projects can be seen 
through from inception to delivery. 

Herein lies the paradox of African infrastructure finance: 
while there is plenty of private sector interest and 
equity, few projects reach financial close. A lack of 
early-stage funding to pay for the relevant studies or 
to engage public agencies has often been outlined as 
a major bottleneck to developing a consistent pipeline 
of bankable projects.

TAKING POWER TO THE 
PEOPLE
The challenges of the COVID-19 pandemic are putting 
increasing pressures on public finances, with many 
of the continent’s national utilities continuing to face 
liquidity challenges. This creates an attractive opportunity 
for off-grid and distributed power generation, where 
electricity is produced close to where it is used. Power 
is thus delivered to end users at a lower cost, without 
the associated costs of distribution and transmission 
infrastructure. That kind of streamlining will help:

• Accelerate the wide-scale electrification of 
rural communities, facilitating access to digital 
communication and better social cohesion; 

• Bring reliable power supply to burgeoning tech 
industries, from Lagos to Kenya; and 

• Improve learning conditions and prospective job 
opportunities for the billions of the continent’s 
youth. 

ENHANCING YOUTH 
EMPLOYMENT
Africa’s young population adds around 12 million people 
to the job market annually, and a lack of electricity 
reduces their ability to find a job by 41%. Compounding 
this issue are the effects of climate change these future 
generations will battle. Temperature rises across the 
continent are forecast to be higher than in other areas 
of the world; however, the impacts will stretch much 
further.

Rising incidents of extreme coastal weather are destroying 
communities and making their livelihoods increasingly 
fragile, while droughts have ravaged areas that are used 
to predictable and consistent rainfall. Minimising these 
impacts and protecting Africa from both natural and man-
made disasters requires prudent and immediate attention. 
Aligning our agendas around social development and 
action can alleviate generations of environmental and 
economic catastrophe. 

AIIM's investments in Starsight Power Utility and Bboxx have helped provide a clean and an affordable 
alternative solution to Africa's power challenges.

Equivalent to the 
annual electricity 
consumption of

5 000
HOUSEHOLDS

Supporting
600 000 people 

Enabling 60 000 children 
to study with electricity 

STARSIGHT is a leading grid power provider Nigeria

Bboxx provides solar home 
systems to rural and peri-urban 
areas across Rwanda, Kenya 
and the DRC

35 MW 
of renewable 

energy 
generated 

across

130 000 
solar home 

systems

INDUSTRIAL SME SCHOOL

HOSPITAL RETAIL FUEL STATION
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PROTECTING YOUR 
IMPACT THROUGH 
CLIMATE RESILIENCE 
AND ADAPTATION

DEAN ALBOROUGH is Head of ESG at Old Mutual Alternative Investments and is responsible for 
ensuring the implementation of all Old Mutual Alternative Investments’ ESG practices, including 
Impact Investing activities throughout the investment lifecycle, and managing ESG systems and 
performance of these assets.

2019 saw the Intergovernmental Panel on Climate 
Change (IPCC) publish the Special Report on Global 
Warming of 1.5°C. The report was based on around  
6 000 peer-reviewed publications, most of these published 
in the last few years. It confirms that climate change is 
already affecting people, ecosystems and livelihoods. 
According to the IPCC, limiting warming to 1.5°C is 
possible, but would require unprecedented transitions 
in all aspects of society. Overall, the report shows there 
are clear benefits to keeping warming to 1.5°C, rather 
than the previously thought safe limit of 2°C.

The report shows that recent trends in emissions, and 
the level of international ambition indicated by nationally 
determined contributions under the Paris Agreement, 
deviate from a trajectory that would limit warming 
to well below 2°C. The report cautions that “Without 
increased and urgent mitigation ambition in the coming 
years, leading to a sharp decline in greenhouse gas 
emissions by 2030, global warming will surpass 1.5°C 
in the following decades, leading to irreversible loss of 
the most fragile ecosystems, and crisis after crisis for 
the most vulnerable people and societies.”1  

KEY TAKEOUTS
• Climate crisis is pushing Africa to a tipping point 
• Decision-makers need robust data sets on climate risks 
• Alternative investments allow for direct influence over outcomes

1 IPCC Special Report. 2019. Global warming of 1.5°C (https://www.ipcc.ch/site/assets/uploads/sites/2/2019/06/SR15_Full_Report_High_Res.pdf) 

THE SHIFT TO RENEWABLES 

LISTEN TO THE PODCAST Dean Alborough talks to using a resilience and 
adaptation lens to protect impact investments against disruptive events like climate 
change. CLICK HERE.

https://www.ipcc.ch/site/assets/uploads/sites/2/2019/06/SR15_Full_Report_High_Res.pdf
https://www.buzzsprout.com/1306132/7535797
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TO FUTURE-PROTECT  
CLIMATE MITIGATION 
OUTCOMES, BUSINESSES 
NEED TO IDENTIFY THE 
TRANSITION RISKS... AND 
THEN BUILD IN ADAPTIVE 
CAPABILITY FOR 
SPECIFIC STRESSORS.



DIRE CONSEQUENCES FOR 
AFRICA
Parts of Africa are set to incur some of the most severe 
negative impacts from climate change, including reduced 
crop production (food security), spread of diseases, water 
resource scarcity and drought, heat waves, livestock 
fatality due to rising temperatures and extreme weather 
events, such as flooding. We are at a crisis point.

With this climate change context in mind, most African 
countries also need to develop, and many populations 
are already vulnerable. An estimated additional annual 
financing of up to US$1.2 trillion is needed to meet the 
United Nations Sustainable Development Goals (SDG) 
targets by 20302.
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So how does one balance financing development, while 
addressing climate change risks? One option is through 
a resilience and adaptation lens.

ALTERNATIVES APPROACH TO 
IMPACT
Impact investing continues to grow its market share 
as capital providers seek more and more positive 
outcomes from their investments. Impact investments 
aim to generate a market-related return, while also 
having a positive social and/or environmental outcome. 
The current impact investing market is estimated at 
US$715 billion.

2 https://www.brookings.edu/blog/africa-in-focus/2019/07/29/africa-and-the-sustainable-development-goals-a-long-way-to-go/ 
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Source: Global Impact Investing Network. 2020. Annual Impact Investor Survey.

https://www.ipcc.ch/site/assets/uploads/sites/2/2019/06/SR15_Full_Report_High_Res.pdf
https://www.brookings.edu/blog/africa-in-focus/2019/07/29/africa-and-the-sustainable-development-goals-a-long-way-to-go/ 
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Alternative investments, like 
economic and social infrastructure 
that include renewable energy, 
education and affordable housing, 
have fast become recognised as a 
critical asset class to achieve a direct 
positive impact. Unlike the listed 
markets, especially passive investing 
vehicles, alternative investments 
allow direct access to and influence 
over the investment. This direct 
influence becomes critical when 
considering the need to ensure 
both a positive impact coming to 
fruition and its resilience to external 
forces, such as climate change and 
the recently experienced COVID-19 
pandemic.

USING RESILIENCE 
AND ADAPTATION 
TO SECURE 
POSITIVE IMPACT
To help ensure that intended positive 
impacts come to pass, a business's 
resilience and adaptive capability 
are critical factors. The Task Force on 
Climate-related Financial Disclosures 
(TCFD) is a useful framework for 
businesses to identify climate-
related risks and build in governance 
processes to better understand and 
manage those risks. A strong TCFD 
implementation in a business will help 
protect intended positive impacts.  

TRANSITION
Adjusting to a world of decreasing 
carbon intensity, including pressure 
from customers, investors, suppliers and 
regulators.  

RESILIENCE 
Strengthening the ability to withstand and 
recover from disruptive events, including 
those that may arise from or be magnified 
by climate change.

MITIGATION
Acting to reduce carbon or greenhouse 
gas footprints. IPCC defines mitigation as 
“actions that reduce the rate of climate 
change”.  

ADAPTION
Adapting to the challenging conditions 
of physical climate change and its effects 
on your facilities, operations, employees, 
suppliers and customers.

Further to this, Old Mutual 
Alternative Investments recently 
participated in the launch of 
the Africa Business Adaptation 
Project (BAP-A), run by IBIS ESG 
Consulting, where 11 leading 
companies in South Africa and 
Nigeria came together to address 
practical ways business can adapt 
to physical climate changes. The 
forum enables leading companies 
from multiple business sectors 
to discuss, share, collaborate and 
identify specific activities that will 
improve resilience and adaptive 
capability. In terms of climate 
change, the following concepts 
are key to understand:

To future-protect the climate mitigation outcomes 
achieved, businesses need to identify the transition 
risks faced by the business and then build in adaptive 
capability for specific stressors so that the business 
can be resilient in the long term. The BAP-A helped 
participants work through key aspects of climate 
adaptation, including:

• Understanding physical climate stressors and how 
these impact businesses across the value chain; 

• How the stressors and impacts need to inform the 

actions and conversations that should take place; 

• Which business processes are impacted and should 
be focused on; and

• How the overarching strategy informs the direction 
that should be taken.

Having worked through these aspects, a business is 
able to identify where on the strategic resilience and 
adaptation curve it sits and, importantly for investors, 
where it should sit to future-proof the investment thesis.
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OLD MUTUAL ALTERNATIVE INVESTMENTS drives positive impact through many of its funds. It does this by focusing 
on selected United Nations Sustainable Development Goals and driving positive outcomes against these through the 
Theory of Change3. The funds also implement detailed ESG systems that fully integrate ESG risk and positive impact 
management through the investment cycle – from early deal initiation right through to active asset management 
and exit. By having direct influence through the board and various subcommittees of an investment project,  
Old Mutual Alternative Investments is able to track and drive actions required for the intended positive impacts. 

Through implementing the TCFD framework and 
considering adaptation work, it is clear that robust data 
sets on climate risks are essential to assist decision-makers. 
The TCFD framework encourages the use of scenarios to 
forecast potential climate-related risks. This means that 
geographically relevant climate stressor data sets need 
to be sourced to provide an acceptable level of certainty 
for decision-makers when considering these scenarios 
and taking appropriate actions to improve adaptive 
capability and overall resilience. Old Mutual Alternative 
Investments is currently piloting three open-source 
data sets (World Bank Climate Risk and Screening Tool, 
World Bank ThinkHazard! and World Resources Institute 

Aqueduct) to evaluate their efficacy in providing robust 
climate risk data for scenario planning.   

When investing to generate positive impact gains, while 
also needing to future-proof the investment against 
external forces, using a resilience and adaptation lens 
can help protect the investment thesis. Alternative 
investments not only allow for a targeted positive impact, 
but provide the lever of much greater direct influence at 
the company level to assess future climate risks, establish 
scenario planning and improve adaptive capability and 
resilience, thereby protecting the investment’s impact 
thesis. 

3 Explanation of Theory of Change: https://iris.thegiin.org/metric/5.0/od6350/#:~:text=A%20theory%20of%20change%20(also,desired%20social%20and%20environ-
mental%20results.  

Source: IBIS Consulting, 2020

OUR FOCUS AREAS INCLUDE:

CLIMATE CHANGE DIVERSITY JOB QUALITY AND  
DECENT WORK

GOVERNANCE

https://www.ipcc.ch/site/assets/uploads/sites/2/2019/06/SR15_Full_Report_High_Res.pdf
https://iris.thegiin.org/metric/5.0/od6350/#:~:text=A%20theory%20of%20change%20(also,desired%20social%20and%20environmental%20results.  
https://iris.thegiin.org/metric/5.0/od6350/#:~:text=A%20theory%20of%20change%20(also,desired%20social%20and%20environmental%20results.  
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A CALL TO  
ACTION FOR 
INVESTORS IN  
THE NEXT NORMAL

DEAN HAND is Research Director for the Global Impact Investing Network (GIIN). She is 
responsible for developing and guiding the GIIN’s research agenda, a thought-provoking 
cornerstone of the GIIN’s work to reduce barriers to impact investment so that more investors 
can allocate capital to fund solutions to the world's most pressing challenges.  

The Global Impact Investing Network (GIIN) is the global champion of impact investing, 
dedicated to increasing its scale and effectiveness around the world. 

More than ever, 2020 has brutally exposed a world that is deeply vulnerable to system shocks that have, at their 
core, roots in social and environmental degradation1. However, the worst of times offer the greatest opportunity 
to reorganise, rejuvenate, and reimagine a new financial system. In the words of renowned author and political 
activist Arundhati Roy, the pandemic offers “a portal, a gateway between one world and the next”. Roy suggests 
the world has an opportunity to walk through this gateway and to “imagine [the] world anew”2.   

Imagine a world where the financial markets serve all members of society, where finance plays a central role in 
solving some of the globe’s biggest social and environmental challenges. In this world, there is enough money, 
well placed, to be able to address these challenges. 

SOLVING FOR IMPACT64

KEY TAKEOUTS
• 2020 presents an opportunity to reimagine our financial system
• How do we guard against impact washing?
• Systems are needed to comparatively analyse impact data
• All stakeholders must adopt impact goals and measure progress

1 https://www.climatebonds.net/resources/reports/financing-credible-transitions-white-paper
2 http://www.dirco.gov.za/docs/speeches/2019/cram0923.htm
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THE WORST OF TIMES 
OFFER THE GREATEST 
OPPORTUNITY 
TO REORGANISE, 
REJUVENATE, AND 
REIMAGINE...
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INTEGRATED IMPACT WITH 
MEASURED RESULTS 
This is the work of the Global Impact Investing Network 
(GIIN) – to build the impact investing eco-system, 
alongside many actors, which fosters what is imagined: 
strong communities, a healthy environment and a 
sustainable future for all people. In this future, the 
markets are inclusive and impact is integrated into 
all decision-making, simply by default.

A core tenet of impact investing is to translate impact 
intentions into positive, measured impact results3.  
This principle is what distinguishes impact investing 
from well-meaning, but often anecdotal claims of 
social or environmental good. Essentially, investors 
should know the actual results, positive and negative, 
of their investment performance. What they need are 
the systems and practices that facilitate this knowing, 
integrating this evidence-backed knowledge into: 
fund strategy setting; screening and due diligence; 
investment portfolio construction; fund management; 
and exits. In this way, both financial returns and 
impact returns are optimised for the benefit of all 
stakeholders, including investee companies that 
deliver goods and services; those that manage money 
on behalf of asset owners; owners of capital, and, 
most importantly, the planet and all who live on her.

This can be challenging. The GIIN’s 2020 Annual Impact 
Investor Survey found that 84% of impact investors 
are unable to compare their impact results to market 
performance. Sixty-six percent perceive “impact 
washing” (exaggerating impact investing claims) 
among the top threats to the industry, and 89% cite 
the lack of transparency on impact performance as a 
challenge4. Without the ability to compare performance 
to peers and to the very problems investments seek 
to address, there is a risk that impact investment will 
become nothing more than an unfulfilled promise.  

ENABLING MORE EFFICIENT 
CAPITAL ALLOCATION 
DECISIONS 
To address these challenges, an infrastructure of systems 
is required so that investors can readily and comparatively 
analyse impact performance data. This essential, but 
missing piece of capital market infrastructure would 
advance investment professionals’ capacity to integrate 
impact into the investment decision-making cycle. Focus 
to date has been on harmonisation, standardisation and 
adoption of impact metrics. The IRIS+ core metric sets 
form part of the well-established generally accepted 
system for measuring, managing and optimising 
impact. Now, the next frontier in impact performance 
infrastructure has shifted to the development of impact 
benchmarks, indices and rating systems. Together, 
these two components create the potential for impact 
investors to make more efficient capital allocation 
decisions for better impact outcomes. These crucial 
pieces of the impact investment infrastructure enable 
comparability of impact investments across portfolios 
on the basis of impact results, and comparison to overall 
market performance. 

Building this impact investing infrastructure requires 
practitioner-oriented research and development on 
performance, practice and prototype tools that better 
inform investment decisions. But the infrastructure is 
only a foundation and requires strong adoption by asset 
owners and managers. Because of the transparency 
that standardisation, comparability and impact data 
sharing at scale bring, the risk of impact washing can 
be largely mitigated.

At this year’s Nelson Mandela Annual Lecture, United 
Nations Secretary-General António Guterres prompted 
all of us to “work together to integrate the principles of 
sustainable development into financial decision-making”. 
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3  Core Characteristics of Impact Investing can be found here: https://thegiin.org/characteristics 
4  Dean Hand, Hannah Dithrich, Sophia Sunderji, and Noshin Nova, 2020 Annual Impact Investor Survey, 10th ed. (New York:  
The GIIN, June 2020)

https://thegiin.org/characteristics


He went on to say that the “financial 
markets must be full partners in shifting 
the flow of resources to the green, the 
sustainable and the equitable”. He laid 
out the challenge that the financial 
system as we know it is not working for 
all and that investors need to integrate 
impact considerations into all financial 
decision-making.

A large number of impact investors are 
driven by both their impact motivations 
and their financial returns (87% of 
investors claim that impact is central 
to their commitment to responsible 
investment and 70% are motivated 
by the financial returns of impact 
investments when compared to other 
investments).5   The challenge to investors 
then, is to have the courage to translate 
these noble motivations into actual 
impact results that make a positive, 
measurable difference, moving beyond 
risk and return to deliver their desired 
impact on people and planet. 

The call to action is straightforward: 
adopt impact goals for your assets; 
commit to measuring your progress; 
and use it to make your fund selections 
across asset classes. Join an ever-growing 
cohort of investors committed to the use 
of IRIS+ to measure your impact; subject 
your impact claims to the same audit 
and validation procedures you do with 
your financial statements; and account 
for your results to your stakeholders. 

We encourage you to take these steps 
not because they are required of you by 
a compliance or statutory requirement 
or the threat of prescription, but because 
they are the right thing to do. As more 

67SOLVING FOR IMPACT

investors move in this direction, we can all be confident they will 
lead us to the more just and equitable world we envisage.

As investors and financiers, your bold action matters to make 
this imagined future a reality. The impact investing infrastructure, 
together with your resolve, can lead us to the next normal of a new 
financial system that is best for our planet and ourselves to thrive.  

5 Ibid
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JUSTICE NOT 
JUSTIFICATION

MONIQUE MATHYS-GRAAFF is a Senior Advisor to the Impact Management Project and 
facilitates global consensus in managing impact. She was previously Head of Investment 
Projects Development at the Public Investment Corporation where she developed their 
thematic investing capability in the Research and Projects Development division. This 
division identifies investment opportunities that will potentially enhance performance 
and act as a catalyst for inclusive economic growth.
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KEY TAKEOUTS
• Balancing growing wealth today with better outcomes for tomorrow 
• Investors want better management and measurement of significant 

sustainability impacts
• Asset managers need clearer guidelines from regulation for supporting 

governance  
• We need to enhance the system we have, together

Our world today is dominated by social media, instant twittering and global news streams that constantly 
scream: “I AM JUSTIFIED, I AM BETTER THAN THEM AND, ANOTHER THING, I WANT IT NOW!” This barrage arrives 
uninvited in our personal space, disguised as “JUSTICE FOR ALL – BASED ON MY VIEW OF MY WANTS IN MY 
GENERATION”. We can only hope that stewards of our capital appropriately weigh up these society “needs” – as 
depicted by the scales held by age-old Lady Justice. Balanced scales are needed to ensure long-term wealth 
creation and a well-functioning society. 

LISTEN TO THE PODCAST Monique Mathys-Graaff talks to balancing growing wealth 
today with better outcomes tomorrow. CLICK HERE.

https://www.buzzsprout.com/1306132/7471744
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INSTITUTIONS STEWARDING 
CAPITAL MARKETS NEED TO 
TEST THAT THE SCALES ARE 
IN BALANCE AS IT RELATES 
TO TARGETS AROUND 
RISK-ADJUSTED LONG-
TERM RETURNS.

SOLVING FOR IMPACT
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BALANCING WEALTH CREATION AND IMPACT 
This means ensuring decisions are not swayed by responding to short-term justifications. Similarly, care should 
be taken not to miss any valid long-term impact that needs to be managed to ensure the scales are balanced. 
This balancing act has been further complicated as the world helplessly watches the wealth built up over 
generations being eradicated in the blink of an eye. As SA’s economic growth halves, it is as if the light switches 
to economies are being turned off by this anonymous stranger: COVID-19 lockdown restrictions. For resilience 
tomorrow, as society builds back better, institutions stewarding capital markets need to test that the scales 
are in balance as it relates to targets around risk-adjusted long-term returns. The fiduciary duty needing to 
be exercised with increasing skill and precision is the ever greater need to grow wealth, weighed up against 
ensuring it is done in a sustainable way that benefits society at large. 

This balancing of the scales starts at the very front end of the capital investment chain: the trustees of the pension 
funds, the boards of the asset managers and the asset consultants advising the pension funds. 

The industry has been somewhat stuck in a circular reference, resulting in no solution to sustainable investing 
being mainstreamed. The dialogue goes something like this:
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WE NEED TO CONSIDER INCORPORATING 
AN IMPACT DIMENSION THAT IS MOTIVATED 
BY BOTH ENHANCED LONG-TERM RETURNS 
AND REDUCED RISKS.

“I am delivering on your 
mandate requirements for a 
risk-adjusted return, in the 
defined time frames and 
reporting that is aligned with 
your requirements.”

“Not bad on your 
financial performance. 
However, we also want 
you to solve all of 
society's problems, and 
we can’t pay you more 
for doing so.”

“Here’s a proposal on how we can create 
wealth and impact from your portfolio. 
Will you slightly amend your risk-adjusted 
return expectation and investment horizon, 
based on this revised asset allocation?” 

“Unfortunately, our 
asset consultant is 
uncomfortable with that 
level of risk.”

ASSET MANAGER PENSION FUND
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SYSTEMATIC CHALLENGES 
HAMPER TRANSPARENCY OF 
IMPACTS
This deadlock is affirmed in the findings published in 
the latest Global Public Investor Report issued by the 
Official Monetary and Financial Institutions Forum 
(OMFIF’s1), which included an ESG integration survey 
of approximately 30 sovereign and pension funds 
representing some US$10 trillion:
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South Africa has seen similar findings published in 
the Intellidex Investing for Impact 2020 report, which 
highlights some specific areas needing to be addressed. 
From those SA pension funds surveyed, it is clear that 
pension funds’ portfolio construction is dominated by 
asset consultants:

The report makes some recommendations to address 
the systematic challenges currently in the front end of 
the investment chain, principally around a deliberate 
increase in transparency on all impacts:

• Clearer regulation is needed on the reporting 
requirements of asset managers on the portfolio 
companies’ ESG performance. However, some 
market actors advocate for investor-led reforms 
and not waiting for regulation.

• The description of fiduciary duties requires the 
inclusion of material ESG factors to be reported on. 
There is still not sufficient clarity on the material 
impacts that need to be considered and who is 
ultimately held responsible for the negative impacts. 

EVOLVING OUR FRAME OF 
WEALTH CREATION
The problem isn’t purely going to be solved by revamping 
mandate parameters, adding increased ESG disclosures, 
or by removing asset consultants from the system. This 
is the system we have. Rather, we need to consider 
incorporating an impact dimension that is motivated by 
both enhanced long-term returns and reduced risks. In 
fact, Sir Ronald Cohen’s latest book Impact: Reshaping 
Capitalism to Drive Real Change provides a common 
approach that is within our ability to implement, without 
giving up the benefits of the existing systems in place. 
However, the drastic continued increase of inequality 
and injustice threatens the stability of society and 
environmental sustainability. In this context, we need 
to evolve our frame of wealth creation to optimising 
return, risk AND impact. 

Undoubtedly, today’s sustainability or ESG information 
is not available in a form that stewards of capital can 
use to enhance mandates or improve portfolio impacts. 
Nor do asset consultants always incorporate impact 
considerations into portfolios. However, this is fast 
changing as, through practitioner-driven initiatives, 
substantive progress is being made.

1 The Official Monetary and Financial Institutions Forum (OMFIF) is an independent think tank for central banking, economic policy 
and public investment. It provides a neutral platform for best practice in worldwide public-private sector exchanges. 

~80% SA pension funds using external asset 
consultants

1% SA pension funds using external ESG 
specialists

19%SA pension funds using in-house expertise

63% Sovereign and pension funds struggling to 
formally measure non-financial impact

65%Sovereign and pension funds keen to 
develop measurement capabilities

30%
Global public investors feeling that 
their existing investment mandates are 
incompatible with deepened sustainable 
investments

38%
Central banks citing that their mandates 
are incompatible with sustainability – 
illustrating the debate on how to blend 
central bank mandates with sustainability



72

For those who need more convincing of the benefits of 
sustainable investing, Morgan Stanley’s research on asset 
owners, Sustainable Signals, released in 2020 provided 
overwhelming evidence that ensuring widespread 
adoption of sustainable investing is good for business. 

BUILDING RESILIENCE 
MEANS FINDING SOLUTIONS 
TOGETHER
At the end of the day, trustees of pension funds, asset 
consultants and boards of asset managers collectively 
need to do what investment professionals do best: 
“MAKE THE CALL!” With an inadequate amount of 
information, we have to adapt the system we have 
and use what is available to get started. We need to 
weigh up the short-term and long-term implications 
of returns, risks and impacts. We must define the 
parameters most closely aligned to the value system of 
our members being served:  where employment is the 
greatest need, we must prioritise employment measures; 
where faith-based values are important, prioritise social 
justice measures; where health and education needs 
are a priority for a young population, prioritise social 

infrastructure investments. And 
then optimise the risk, return 
and impact parameters. 

I hate to be the one to break 
the news, but it does mean that 
we need to work together to 
find solutions. It’s time to stop 

passing the buck if we want resilience for the future 
of our wealth. A recent Financial Times Moral Money 
commentary titled “ESG groups [5 Global institutions] 
step closer towards standardisation” had Kevin Dancey, 
chief executive of the International Federation of 
Accountants, reflecting on the announcement, saying: 
“Did all of these stakeholders park some of their 
differences, park some of their self-interests and make 
the right decision so we can get progress?” It’s time 
we saw more of that. 

The justifications of individual groups in society advocating 
for a better world should not be ignored, but rather 
used to test the long-term assumptions underpinning 
our wealth creation approach. Institutionalising the 
management of both negative and positive impacts of 
investments on people, the planet and the economy is a 
powerful tool to build on the activists’ voices calling for 
change. Jean Monnet, a post-war political economist, 
put it best: “Nothing is made possible without man, 
nothing lasts without institutions.” The leadership of 
the institutions managing our pension assets need to 
keep a long-term perspective on the scales of justice, 
balancing growing wealth today with better outcomes 
for tomorrow.  

SOLVING FOR IMPACT
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EXPLORING IMPACT 
METRICS FOR THE 
SOUTH AFRICAN 
LISTED EQUITY 
MARKETS 

JON DUNCAN heads up the Responsible Investment team at Old Mutual Investment Group, 
whose role it is to drive the systematic integration of material environmental, social and 
corporate governance (ESG) issues across the business's funds under management, including 
sustainability research and company engagements. He is also involved in regulatory issues and 
local industry initiatives and was involved in the drafting of the Code for Responsible Investing 
South Africa (CRISA).

One of the founding principles of Responsible Investment 
(RI) is the recognition of the interconnected nature 
of the social, biophysical and market ecosystems. 
As a field of practice, RI recognises the importance 
of pursuing market returns in a manner that builds 
long-term ecosystem resilience. While logical in its 
construct, this message has historically been trumped 
by the short-term returns focus of the market and the 
theory of shareholder primacy.  
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The COVID-19 pandemic has amplified the sensitivity of 
the financial system to exogenous shocks and has focused 
attention on the relevance of unpriced externalities, 
like climate change, inequality and healthcare, in 
determining value. As we seek to “build back better”, 
it is perhaps an opportune moment for investors to 
focus attention on the impact their investments have 
on long-term ecosystem resilience. 

KEY TAKEOUTS
• The scale of the listed markets means they must help drive impact 
• Demonstrating impact requires clearly defined metrics
• Industry must collaboratively solve listed equity impact reporting 

LISTEN TO THE PODCAST Jon Duncan talks to how a focus on short-term returns has 
eclipsed the pursuit of returns that build long-term ecosystem resilience. CLICK HERE.

https://www.buzzsprout.com/1306132/7471753
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MUCH WORK IS UNDERWAY 
TO TRANSLATE OUR 
UNDERSTANDING OF “IMPACT 
REPORTING” FOR THE LISTED 
EQUITY MARKETS.

SOLVING FOR IMPACT
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This article presents some of the challenges investors 
face when seeking “Impact” through their listed equity 
investments, and further explores the potential of two 
impact metrics in the context of benchmarking a 
general listed equity fund against the FTSE/JSE Capped 
SWIX All Share Index.

SEEKING IMPACT THROUGH 
THE LISTED MARKETS 

Globally, much work is underway to translate our 
understanding of “impact reporting” for the listed equity 
markets, where issues such as intentionality, the type 
of impact, data, investment horizon and benchmarks 
require further interrogation. However, setting clear 
guidelines as to defining impact in listed equity still 
requires more effort and acceptance of standards in 
reporting.

To illustrate the challenge of reporting on “impact” for a 
local listed equity portfolio, I explore two crucial impact 
categories, namely transformation and climate change.
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ILLUSTRATION: MEASURING 
TRANSFORMATION 

To report on transformation impact, Broad Based Black 
Economic Empowerment (BBBEE) contribution levels 
are used as the main measurement metric. The chart 
below presents the 2019 BBBEE data for a general 
equity domestic equity fund relative to the FTSE/JSE 
Capped SWIX All Share Index. Sector contribution to 
each of the eight BBBEE contribution levels is graphed 
along with non-disclosure and non-compliance. The 
data is presented by market capitalisation, as opposed 
to by “count”, so as to reflect the contribution larger 
players make in the areas of skills and supply chain 
development (60% of the BBBEE score card weight). 
It could just as easily be argued that the data should 
be represented by count, in order to reflect the idea 
that participating in the South African transformation 
journey should not only be a function of size.

2019 BBBEE IMPACT METRICS

LEVEL 1
CAPPED SWIX 

FUND

LEVEL 2
CAPPED SWIX 

FUND

LEVEL 3
CAPPED SWIX 

FUND

LEVEL 4
CAPPED SWIX 

FUND

LEVEL 5
CAPPED SWIX 

FUND

LEVEL 6
CAPPED SWIX 

FUND

LEVEL 7
CAPPED SWIX 

FUND

LEVEL 8
CAPPED SWIX 

FUND

NON-
COMPLIANT

CAPPED SWIX 
FUND

NON-
DISCLOSURE

CAPPED SWIX 
FUND

Source: Old Mutual Investment Group Responsible Investment team, Publicly reported data (as at June 2020)
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From the chart, we see that the fund, relative to the 
Capped SWIX, is overweight to BBBEE levels 1 to 4 
and underweight to companies that don’t disclose 
their BBBEE score. To further simplify the outcome, 
we calculated a rolled-up market cap weight score 
using all levels, including non-disclosure and non-
compliance. Lower scores out of 10 indicate a better 
BBBEE contribution level. 

ILLUSTRATION: MEASURING 
CLIMATE CHANGE
When reporting on climate change impact, I assessed 
the following carbon metrics to illustrate the fund’s 
carbon metrics relative to the Capped SWIX. Depending 
on the metric chosen, the carbon reduction relative 
to the benchmark could be reported as either 70% or 
40%. In both instances, the investor would still not be 
clear as to whether this reduction was aligned with 
either national or global ambition. For the purposes 
of comparison to other markets, I then reviewed the 

Weighted Average Carbon Intensity metric against a 
set of global benchmarks. As can be seen in the chart 
below, the local benchmark is roughly double the 
weighted average carbon intensity of the MSCI World 
benchmark and above that of the MSCI Emerging 
Markets benchmark – highlighting the highly carbon 
intensive nature of our domestic market. To further 
complicate matters, the global benchmarks themselves 
provide no indication as to whether they are aligned 
with a Global 20C ambition, as required by the Paris 
Agreement on the mitigation of climate change. 

6.14
Capped SWIX 
score

5.06
Fund score

18% 
improvement in BBBEE 
contribution level

COMPARATIVE CARBON METRIC IN SA MARKET

CARBON FOOTPRINT

CARBON INTENSITY

WEIGHTED CARBON INTENSITY

CARBON INTENSITY OF GLOBAL MARKETS

MSCI EUROPE 148
CAPPED SWIX 412

CAPPED SWIX 321

CAPPED SWIX 394

FUND 128

FUND 186

FUND 119

MSCI WORLD 162

MSCI NORTH AMERICA 170

MSCI ACWI 178

MSCI EMERGING MARKETS 298

CAPPED SWIX 321

FUND 186

69%

70%

42%

Annualised emissions (per US$1 million invested)

Portfolio emission on an equity share basis (US$1 million/sales)

Portfolio emission on a weighted portfolio basis (US$1 million/sales) Source: Old Mutual Investment Group Responsible 
Investment team, MSCI Carbon Data as at June 2020



78 SOLVING FOR IMPACT



79

CHOOSING RELEVANT IMPACT 
METRICS
It is important to recognise that both the transformation 
and climate impact categories have more than one 
potential metric that could be used for impact 
reporting. Depending on the specific metric chosen, 
the narrative related to impact would be slightly varied, 
thus highlighting the importance of understanding how 
the metric is calculated and what it evidences. In both 
cases, the impact metrics are point-in-time measures 
that will naturally fluctuate as portfolio weights change.  
They also provide little insight into the forward-looking 
practices of the companies held by the fund. 

The investor would need to decide what type of 
impact they seek: reduction of negative risk and/or 
an enhancement of positive contribution. With both 
types of impact, calibrating the scale of contribution 
would require reporting against specific targets and/
or benchmarks, and here the debate would need to 
focus on absolute or relative measures. For example, 
defining the transformation impact for a fund, whether 
absolute or relative, would require in-depth research on 
underlying components of the BBBEE score in order to 
align with specific investor goals: Is the investor seeking 
improvements in ownership and management control, 
or progress on supply chain and skills development, or 
just a net overall improvement in BBBEE score?

Setting climate impact targets is potentially easier 
due to the global efforts in this regard. For example, 
the recently defined “Paris Aligned Climate Targets” as 
set by the European Union comprise the following key 
elements: a 50% carbon intensity reduction versus the 
parent benchmark; it must exclude coal (1% + revenue), 
oil (10% + revenue) and gas (50% + revenue); and it 
must decline by 7% per year. While this benchmark is 
relevant for EU investments, it may not be relevant for 
the SA market where issues of national policy, energy 
mix and our “just transition” ambitions would need 
to be considered. 

However, this does not mean complacency on the part 
of Government. The following chart shows how Africa’s 
average temperature has changed over the decades 
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since 1901. Each stripe represents one year, with cooler 
years in blue and warmer years in red.
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Source: National Centre for Atmospheric Science at the University 
of Reading, United Kingdom (www.showyourstripes.info)

It is also important for investors to satisfy themselves that 
their appointed fund manager is intentionally targeting, 
for instance, specific BBBEE or carbon outcomes. Without 
this intentionality, the buyer of the fund would have 
no way of targeting their own impact efforts. Lastly, 
from a strategic perspective, listed equity investors 
need to grapple with the manner in which they would 
like to achieve impact. Here options include targeting 
change on a measurable metric over time against 
target or benchmark, or through the application of 
hard exclusions, or through active stewardship. 

INDUSTRY ALIGNMENT ON 
IMPACT OUTCOMES
Given the scale of asset allocation to domestic listed 
equity markets, it is important that the asset owner 
community consider how this capital contributes to 
long-term ecosystem resilience. This requires careful 
assessment of appropriate impact metrics and long-
term impact targets. Given what is at stake, it no 
doubt makes good business sense for asset owners, 
consultants, asset managers, regulators and issuers to 
work collaboratively on solving for listed equity impact 
reporting. Industry alignment on impact outcomes has 
the potential to create a virtuous circle that connects 
the RI practices of the investment community with the 
aspirations of South African savers and the long-term 
sustainability strategies of listed companies. 

Temperature change in Africa since 1901

1901 1930 1950 1970 1990 2010
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GLOSSARY 
OF TERMS
ACTIVE OWNERSHIP When shareholders exercise 
their rights, actively engaging with the investee 
companies on business strategy, including 
sustainability issues, to reduce investment risk and/
or enhance long-term shareowner value.

ESG Stands for environmental, social and 
governance factors, the three categories of factors 
investors consider when assessing an investment’s 
sustainable practices. 

FIDUCIARY DUTY The legal duty of one party (the 
fiduciary) to act in the best interests of another 
(the principal). In the investment chain, there are a 
number of these relationships, including the duty 
that boards have to shareholders, the duty between 
trustees and beneficiaries, and the duty between 
asset managers and their clients.

GOVERNANCE FACTORS Issues relating to a 
company’s internal structure and practices, 
its consideration for shareholder rights, 
its accountability and wider transparency 
framework. Measures of governance can include 
board structure and independence, executive 
remuneration or auditor independence. See ESG.

GREEN ECONOMIC GROWTH A low carbon, 
resource-efficient and socially inclusive economic 
growth path for improved human wellbeing and 
social equity while reducing environmental risks. 
It is an alternative concept to typical industrial 
economic growth, which focuses on increasing 
GDP above all other goals.

GREEN FINANCE TAXONOMY Taxonomy is a 
naming convention or classification system. 
Within finance, it defines the categories and 
qualifying characteristics of sectors, assets and 
projects. A green taxonomy governs what financial 
instruments can be called “green”.

IMPACT INVESTING Investing with the primary 
goal of achieving specific positive social benefits, 
while also delivering an attractive investment 
return. Typically, these are investments in projects 
with clear social goals, for example, education or 
housing.

IMPACT WASHING (or GREEN WASHING) This is 
when a company or fund exaggerates the impact 
benefits of an investment, communicating greater 
positive social or environmental impacts than those 
actually being achieved.

PARIS AGREEMENT A global commitment, agreed 
at the UN’s Climate Change Conference in Paris in 
2015, to limit global temperature rise to below 2°C.

PROXY VOTING A form of voting whereby a 
shareholder with voting rights delegates his or 
her voting power to a representative (in this case, 
the asset manager) to enable a vote in absence 
at a company’s annual general meeting or special 
meeting.

RESPONSIBLE INVESTMENT An approach of 
allocating and stewarding our clients’ capital in a 
manner that factors in ESG issues and drives low 
carbon, socially inclusive and resource-efficient 
growth. This is central to achieving appropriate risk-
adjusted returns while building resilience in the 
economies in which we operate.

SOCIAL FACTORS Issues related to social themes, 
such as demographic changes, social trust and 
transformation. Investors may use the analysis of 
these factors to gauge the contribution a company 
makes to society or assess a company’s ability to 
adapt to the social pressures.

STEWARDSHIP The important responsibilities that 
come with the ownership of shares, particularly 
the right to vote and engage on key matters 
influencing how an investee company operates.

SUSTAINABILITY A focus on considering ESG 
factors to generate long-term stability and financial 
returns as well as a positive societal impact.

SUSTAINABLE DEVELOPMENT GOALS A UN-
endorsed set of 17 goals adopted in September 
2015, aimed at ending poverty, preserving the 
planet and ensuring prosperity for all.
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“IF YOU WANT 
TO GO FAST,  
GO ALONE. 
IF YOU WANT 
TO GO FAR,  
GO TOGETHER.”
― African Proverb



INVESTMENT GROUP  

FOR MORE INFORMATION
OLD MUTUAL INVESTMENT GROUP
Mutualpark, Jan Smuts Drive, Pinelands 7405
futurematters@oldmutualinvest.com
Tel: +27 (0)21 509 5022

oldmutualinvest.com

The following entities are licensed Financial Services Providers 
(FSPs) within Old Mutual Investment Group Holdings (Pty) Ltd, 
approved by the Financial Sector Conduct Authority (www.fsca.
co.za) to provide advisory and/or intermediary services in terms 
of the Financial Advisory and Intermediary Services Act 37 of 
2002 (FAIS). These entities are wholly owned subsidiaries of Old 
Mutual Investment Group Holdings (Pty) Ltd and are members 
of the Old Mutual Investment Group.
• Old Mutual Investment Group (Pty) Ltd  
 (Reg No 1993/003023/07), FSP No: 604.
• Old Mutual Customised Solutions (Pty) Ltd 
 (Reg No 2000/028675/07), FSP No: 721.
• Old Mutual Alternative Investments (Pty) Ltd 
 (Reg No 2013/113833/07), FSP No: 45255.
• African Infrastructure Investment Managers (Pty) Ltd 
 (Reg No 2005/028675/07), FSP No: 4307.
• Futuregrowth Asset Management (Pty) Ltd (Futuregrowth)  
 (Reg No 1996/18222/07), FSP No: 520.

Market fluctuations and changes in rates of exchange or taxation 
may have an effect on the value, price or income of investments. 
Since the performance of financial markets fluctuates, an investor 
may not get back the full amount invested. Past performance is 
not necessarily a guide to future investment performance. The 
investment portfolios may be market-linked or policy based. 
Investors’ rights and obligations are set out in the relevant 
contracts. Unlisted investments have short-term to long-term 
liquidity risks and there are no guarantees on the investment 
capital nor on performance. It should be noted that investments 
within the fund may not be readily marketable. It may therefore 
be difficult for an investor to withdraw from the fund or to obtain 
reliable information about its value and the extent of the risks to 
which it is exposed. The value of the investment may fluctuate 
as the value of the underlying investments change. In respect 
of pooled, life wrapped products, the underlying assets are 
owned by Old Mutual Life Assurance Company (South Africa) Ltd, 
who may elect to exercise any votes on these underlying assets 
independently of the Old Mutual Investment Group. In respect 

of these products, no fees or charges will be deducted if the 
policy is terminated within the first 30 days. Returns on these 
products depend on the performance of the underlying assets.

Disclosures: Personal trading by staff is restricted to ensure 
that there is no conflict of interest. All directors and those staff 
who are likely to have access to price sensitive and unpublished 
information in relation to the Old Mutual Group are further 
restricted in their dealings in Old Mutual shares. All employees 
of the Old Mutual Investment Group are remunerated with 
salaries and standard incentives. Unless disclosed to the 
client, no commission or incentives are paid by the Old Mutual 
Investment Group to any persons other than its representatives. 
All inter-group transactions are done on an arm’s length basis. 
We outsource investment administration of our local funds 
to Curo Fund Services (Pty) Ltd, 50% of which is owned by  
Old Mutual Investment Group Holdings (Pty) Ltd.

Disclaimer: The contents of this document and, to the extent 
applicable, the comments by presenters do not constitute 
advice as defined in FAIS. Although due care has been taken 
in compiling this document, the Old Mutual Investment Group 
does not warrant the accuracy of the information contained 
herein and therefore does not accept any liability in respect 
of any loss you may suffer as a result of your reliance thereon. 
The processes, policies and business practices described may 
change from time to time and the Old Mutual Investment 
Group specifically excludes any obligation to communicate such 
changes to the recipient of this document. This document is 
not an advertisement and it is not intended for general public 
distribution. The information herein does not constitute an offer 
to sell or a solicitation of an offer to buy any securities.

The Old Mutual Investment Group has comprehensive crime 
and professional indemnity insurance. For more detail, as 
well as for information on how to contact us and on how to 
access information, please visit www.oldmutualinvest.com. 
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