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THE OLD MUTUAL
MULTI-MANAGERS
APPROACH TO
RESPONSIBLE
INVESTING

At Old Mutual Multi-Managers, we

A LONG-TERM FOCUS

INTEGRATION OF ESG PRACTICES

as a business depends not only on our

•	Managers need to promote a long-

•	Asset managers must demonstrate

ability to consistently deliver real returns for

term focus in their engagements

our clients, but also effectively incorporate

with investee companies.

recognise that our underlying sustainability

responsible investment and sustainable
business practices that secure our own
long-term growth, manage risk in our
portfolios, and ensure that we contribute
meaningfully to a better future for the

ESG integration in their research.
•	We believe ESG analysis is vital

•	Long-term value creation is preferred.

for understanding risk and return

•	
The promotion of sustainable

dynamics of an investment.

business practices needs to be clearly
evident.
•	In SA, sustainable growth relies on the
prioritisation of broad transformation.

planet and all its people.
SOUND APPLICATION OF JUDGEMENT

ACTIVE OWNERSHIP

in mind, we uphold ownership and

•	Managers must exercise judgement

•	Active engagement with companies

responsible investing principles and

on issues like board independence

is vital in order to promote ESG

With these responsibilities and objectives

work to ensure that the managers we
appoint do the same when investing on
behalf of our clients. Our approach to

and fair remuneration.

incorporation.

•	An assessment of each company’s

•	
Proxy voting should align to

fundamentals is preferred over a

responsible investing guidelines

rules-based approach.

and policies.

responsible investment and the integration

•	Collaboration between managers is

of sustainability considerations is based

encouraged where it will promote

on the following four key principles:

the above principles.
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MESSAGE FROM THE
CHIEF INVESTMENT
OFFICER

T

he Old Mutual Multi-Managers inaugural 2019 Responsible

the local securities exchange. Despite these challenges, our

Investment Report, which was published in 2020,

managers have applied their minds to finding ways of ensuring

detailed our journey to that point in terms of clearly

they make a positive environmental impact, and a number

establishing what it means to be a responsible investor and

outlining the initial steps we had taken in establishing ourselves
as such. This year’s report documents the steady progress we
have made on this responsible investing (RI) journey during
what turned out to be one of the most challenging years the
world has ever experienced.
Despite the need to navigate the many challenges that Covid-19
presented over the course of 2020, we have successfully
retained our commitment to our four key RI focus areas, which
are explained on page 1 of this report. From a governance
perspective, the past financial year has seen us focusing on
remuneration and board representation, both of which we
consider to be imperative for the achievement of sustainable
growth in our investments. Transparent, fair and goaldriven remuneration ensures alignment between company
management and the objectives of shareholders. Experienced
and diverse boards enable the appropriate levels of expert
oversight and implementation of the strategies required to

of these initiatives are detailed in this report.
On the back of Covid-19, we have seen significantly higher
levels of attention being given to the ‘S’ component in the ESG
equation. Social sustainability is, and has long been, another
key focus area for our business, and we are pleased to see
that many role players on the global investment landscape
are increasingly recognising that businesses don’t only serve
shareholders, but also a much broader set of stakeholders,
including customers, workers and communities. As such, most
organisations now acknowledge that they require a social
license to operate, and that retaining that license demands
the prioritisation of social impacts and considerations,
including diversity, equity and inclusion. In South Africa the
focus continues to be on transformation and opening up
economic opportunities for all South Africans. While levelling
the playing field is taking time, a more deliberate effort is
clearly being made to understand the structures that need
to be put in place to bring about the necessary social change.

drive long-term growth. As is evident from the section on

The Covid-19 pandemic has been a hugely significant event

governance contained in this report, we have made steady

that has left the majority of companies grappling with how to

progress on many key governance requirements, and we are

protect and support employees and customers while continuing

actively engaged with our managers to ensure the same is

to operate and grow sustainably. For many, merely staying in

true of their businesses.

business has been a challenge, as lockdowns have impacted
directly on the sustainability of many sectors of the economy.

Another key RI focus area for us is the environment. This
has been an area where South African fund managers have
struggled to gain traction in the past. Despite an intensive
focus on investing to encourage carbon emissions reduction,
South Africa remains a country that is largely dependent on
coal-fired power, meaning that some of the largest emitters
in the country, and world, occupy prominent positions on

“Our asset managers have been at the
forefront of engagements with many
organisations on the various topics that
have gained prominence over the past
year. ”
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One of the key governance issues that has arisen from this

income managers. Given the vital role that these fixed income

crisis has been the growing gap between relatively robust

managers have to play in effectively allocating new capital to

management remuneration and that of other employees

appropriate projects and initiatives, the appointed managers

in many organisations. The resulting push-back against

have extensive experience in assessing the sustainability of

aggressive remuneration proposals that have sought to reset

such investments and incorporating ESG considerations into

targets against the difficult and changed environment has

such assessments.

highlighted the need for better alignment in this regard
between company shareholders and management.

As is evident from the contents of this report, Old Mutual
Multi-Managers has recognised, and embraced, the fact that

The pandemic has also served to highlight the dire need for

ESG integration has progressed far beyond merely being a

meaningful investment into infrastructure development in

compliance ‘box-ticking’ exercise and investors today are

South Africa. It is the consensus view amongst the majority

increasingly expecting their investments, and those managing

of analysts and economic commentators that much more

them, to have a real and lasting positive impact. While many of

infrastructure investment is needed than government itself

the associated ESG actions and behaviours are not new, there

can provide. The private sector is well placed to support

is a far clearer focus on the goal, and an understanding of the

investment in this vital area, both through the provision of

broader application of ESG required across the investment

capital and expertise. While there have been discussions

universe. Covid-19 has shown how fragile certain elements of

around the possibility of amending regulations to enable

our lives can be, and driven a renewed focus on meaningful

pension funds to invest more into infrastructure projects, this

sustainability across all areas of life and business, including

remains a complex issue that requires alignment between all

investment.

parties in order to unlock the significant potential benefits
for the entire country.

Monene Watson
Chief Investment Officer

In 2020, Old Mutual Multi-Managers launched a range of global
funds and, for the first time, appointed active global fixed
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COVID-19
AND THE ESG
IMPERATIVE

|6

T

individuals, families and communities and transforming

themselves have had a wide range of issues and challenges

the day-to-day operations and long-term strategies of businesses –

to overcome since the crisis began. The most obvious of these

including those in which our managers invest. The circumstances

has been the need to balance their own survival as a business

created by the pandemic forced a comprehensive rethink of

with the imperative to continue acting in the interest of

the ways that these companies do business. Those that could,

stakeholders in order to protect the long-term viability and

shifted to working from home arrangements; business travel

sustainability of their organisation. As a result, issues like human

ground to a halt and every business gathering, from small team

capital management, employee job satisfaction, supply chain

sessions to annual general meetings became online events.

resilience, consumer welfare, and community involvement have

he Covid-19 pandemic has impacted on every person

Discussions around the social component of ESG during the

and organisation across the world, changing the lives of

time of Covid-19 have highlighted the fact that companies

taken centre stage for many businesses since early in 2020
Most companies with strong balance sheets were able to weather

when Covid-19 first began to transform the global operating

the storm, but those that were already weighed down by debt

environment.

were hard pressed to remain in operation. In this environment,
certain ESG risks became heightened and the importance of
strong environmental and social sustainability principles and
a commitment to good governance was needed.

SOCIAL ISSUES THRUST TO THE FORE

AN EXAMPLE OF ESG
COMMITMENT IN ACTION
LOCALLY
Old Mutual

Of the three letters in the ESG acronym, the Covid-19 pandemic

As a responsible business and corporate

particularly focused the minds of our managers on the ‘S’ – the

citizen, Old Mutual has undertaken a number of initiatives

social component. The crisis highlighted the interconnected

aimed at providing Covid-19 support across all its stakeholder

nature of the world’s social and economic systems, as global

groups, from employees to customers to communities. To

lockdowns shut down supply chains and brought about the

date, some of these initiatives have included:

suspension of economic activity. The knock-on effects of

• A donation of R50 million towards relief efforts that

such conditions included rising unemployment and a loss

support education, hygiene awareness and nutrition

of income for many. This brought issues such as inequality

• A contribution of R5 million towards personal protective

to the fore, as the more vulnerable segments of our society

equipment for essential service workers

bore the economic brunt of lockdowns and related policies.

• The offer of premium-free cover worth R4 billion to nearly

In South Africa, already one of the most unequal societies in

• A pledge of R40 million to assist small businesses in the

the world, social and economic differences were particularly
exposed by the pandemic. That said, the difficulties experienced
by many members of society also brought out the good in most
organisations, with efforts of corporate South Africa largely
rallying to provide help and support to vulnerable people and

half a million registered healthcare workers
short-term insurance industry to remain solvent
• Salary cuts for Old Mutual’s executives, with money
redirected to the Solidarity Fund
• Additional funds raised from staff donations through
the Payroll Giving platform

communities. Significant contributions were made towards

• The conversion of Old Mutual’s Mupine facility in Pinelands

support initiatives such as the Solidarity Fund and, in some

to a Covid-19 testing centre in partnership with Lancet

instances, we even saw companies shifting their core production

Laboratories

focus to provide medical supplies and protective equipment
for health care professionals.
One of our managers noted that the Covid-19 crisis has likely

• A partnership with Netcare to open a private vaccination
centre at Mutual Park in Pinelands, with plans to open
more vaccination sites countrywide

accelerated the shift in focus for companies from shareholder

Given the social nature of the crisis, areas such as health and

capitalism to stakeholder capitalism, and raised awareness of

safety and the fair treatment of workers became key social

the importance of creating long-term value for all stakeholders,

risks that companies have needed to manage. Our managers

including customers, employees, wider society and the planet.

observed that many companies have stepped up during this

This broader support of all stakeholders, and a social licence

time, acting proactively to address these risks and ensure that

to operate, are increasingly becoming fundamental to long-

their employees are protected and treated well. While some

term value creation.

retrenchments were inevitable, and necessary for survival,
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especially in industries and sectors that have been hardest

workers on full salaries and wages despite the financial pressure

HOW OUR MANAGERS ARE
RESPONDING TO HEIGHTENED
SOCIAL RISKS

this has placed on their businesses. In most cases, this has

Without exception, our managers acknowledge

been driven by a recognition of both the moral responsibility

that the Covid-19 crisis has highlighted the fact that social

they have to their employees, and the business imperative to

risks can have immediate and widespread material impacts

retain staff in order to secure the long-term sustainability of

on companies. Possibly more importantly, these effects

the business. For many companies, this has meant that they

can be very difficult to predict. As a result, most are now

have not only kept their staff on, but have also invested into

asking additional questions of companies with regards to

increased training, work-from-home facilities and the creation

social issues such as employee safety and the strength of

of safer on-site working environments.

their customer relations. One manager acknowledged that

hit by the pandemic, many companies have done everything
possible to avoid laying off staff and made every effort to retain

At a governmental level, our managers noted a greater
awareness of the potential for governments to impose the costs
of externalities that were previously borne by wider society on
companies. This is a heightened social risk, and only time will
tell whether the reactions of governments to the crisis were
sufficient, insufficient or, possibly even economically and socially

“

prior to the pandemic their ESG approach largely focused
on governance issues, but that the pandemic has widened
their focus to incorporate more social and environmental
issues and assess the risk management approaches of
companies around these issues.
‘G’ (governance) aspects of the ESG framework. The pandemic
served as a reminder of how quickly the global business and
investment landscape can change and how previously nonmaterial issues can become material virtually overnight. From

Companies largely recognise that,

a governance perspective, examples of this include business

in the long-term, those that have

invested time and effort in addressing

continuity plans, key person risk and IT/technology risk, which
has increased in significance as a key governance risk for many
organisations since the pandemic began.

supply chain risks will be in a better
position to manage any future

A number of our managers point to a high probability that

disruptions in their businesses; and

digital risks, such as data privacy and cyber security, will become

those that offer employees more work

heightened as a result of the work-from-home environment,
which looks set to become more permanent and which makes

flexibility, and are focused on their

the monitoring of employees’ digital activities far more difficult.

wellbeing, have a higher potential to

Of course, there have been aspects of governance that have

deliver sustainable value for all their

actually improved as a result of the pandemic. For one, many

stakeholders going forward.

companies have focused more intently on ensuring that

”

communication channels between shareholders, executive
teams and boards of directors remain open. At the onset on
the pandemic, some companies still held closed AGMs and
did not broadcast their meetings to allow engagement by

destructive. In the South African context, the potential exists

shareholders. This was mostly due to the slow transition these

for the pandemic to have a significant impact in altering the

businesses made to working from home arrangements. While

path of government and central bank policy, with a much more

virtual AGMs still remain a challenge for some companies, and

acute focus on reducing the inequality gap going forward,

others required time to acclimatise to the new online working

which could serve to reduce longer term risks.

environment, there has generally been an improvement in

ENVIRONMENTAL AND GOVERNANCE
RISKS SHOULD CERTAINLY NOT BE
IGNORED

this area.

While the Covid-19 pandemic largely had social implications, it

is on the planet and its resources. In many cases, this impact

also raised significant concerns around the ‘E’ (environmental) and

has been shown to be far greater than previously estimated. In
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From an environmental perspective, the pandemic has served to
highlight just how severe the impact of many human activities

particular, Covid-19 has shown us the extent of the unintended
consequences of activities like business travel, traffic and many
types of industrial activity on the environment. Some of our
managers believe that, in this way, the pandemic has helped
to permanently shift perceptions on environmental risks and
accelerate the transition to clean energy and the green economy.
The pandemic has also had an impact on investor behaviour,
and this may have an impact on asset allocation decisions
in the future. One of our fixed income managers, for
example, highlighted an increase in global issuance of social
and sustainability bonds.

In South Africa, our Minister of Finance announced plans to
amend Regulation 28 of the Pension Funds Act to improve the
ease with which retirement funds can finance infrastructure
projects to help kick-start economic development. In light
of the pandemic, there has also been a growing public
awareness of the climate crisis, which may lead to a shift in
investor approach from morally agnostic to greater alignment
with personal ethical concerns. This is evidenced in a growing
investor appetite for sustainable products.
Overall, in the aftermath of the pandemic, our managers
expect that there will be a positive tailwind for ESG adoption
and focus going forward.

AN EXAMPLE OF ESG COMMITMENT IN ACTION GLOBALLY
BlackRock
As one of the world’s largest asset managers, BlackRock has a truly global reach. They have committed $50 million to relief
efforts, helping to support people impacted by the crisis, especially in the communities where they operate.
The first phase of their support funding was aimed at supporting frontline responders locally, regionally and globally. A
tranche of $18 million in funding was deployed to food banks and community organisations across America and Europe
that work directly with vulnerable populations. BlackRock learnt from past emergency relief efforts that, in addition to
nourishment, food banks also provide a vital lifeline amid the uncertainty and confusion. Below are some other highlights
from support efforts across the many regions in which BlackRock operates:
	US: $10 million in funding provided to organisations such as Feeding America, The Robin Hood Foundation Relief
Fund, Tipping Point Community Covid-19 Response Campaign and numerous partner food banks where BlackRock
employees volunteer.
	Europe: Approximately $5.5 million allocated to national food bank networks operating in Italy, France, Germany
and Spain; as well as disaster and medical response organisations such as National Emergencies Trust (UK) and
Médecins Sans Frontières (Doctors Without Borders).
	Global: Roughly $6 million initially allocated to relief organisations across a number of geographies. These include
funding to the Global Food Banking Network, which helped to meet needs in Asia, India and Latin America; as well
as support for frontline response in India and funding for Give2Asia, which supported regions such as Singapore,
Hong Kong, Japan, Taiwan, South Korea and Australia.
In addition to these relief efforts, BlackRock double matched their employees’ contributions to local organisations working
to address the crisis in their local communities.
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PRIORITISING
TRANSFORMATION,
DIVERSITY, EQUITY
AND INCLUSION
Cornerstones of a responsible
investment business

Our conversations with our managers reveal that significant strides are being made towards the creation of environments where
all people can feel safe and have the freedom to contribute and thrive. There is an obvious recognition of the value that diverse
perspectives can bring to any business in maintaining leading-edge thinking and innovation. In addition, a growing number of
companies are coming to understand and embrace the need to consciously build an environment that supports diversity and
inclusion, and recognise that this is a top-down process.
Encouragingly, many of our managers are actively working to partner with organisations that promote diversity in terms of
gender, race and sexual orientation.

DIVERSITY, EQUITY AND INCLUSION
While South African asset managers have been focusing on building more inclusive businesses for some time, with a specific
focus on transforming teams to be more representative of the South African demographic, global managers have been somewhat
slower to adopt diversity, equity and inclusion (DEI) policies. However, there are signs that this is changing.
Most of our global managers have focused on the role of DEI in increasing the sustainability of a business - both their own asset
management companies as well as the businesses in which they invest. So, while they are proactively working to progress in
terms of incorporating DEI within their own teams, they are also advocating for this as they engage companies. Responses from
these managers show that they believe companies that embrace DEI are more likely to perform better, benefit from diversity of
thought, be able to attract and retain the best talent, and drive better outcomes for customers and other stakeholders.
Importantly, this commitment goes beyond merely setting diversity targets. There is an understanding that diversity and inclusion
need to be addressed and incorporated holistically, which is resulting in a greater emphasis on recruiting processes and how to
make these processes more inclusive.
The challenge of appointing more women to senior positions is also being addressed, and there is evidence of greater numbers
of women rising through the ranks of businesses with a view to progressing into more senior roles. Some companies have firm
gender equity targets for senior positions, with many aiming for around 30% of senior positions being held by females in the next
three years. In most instances, progress on diversity and inclusion is being tracked and evaluated at executive level.
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The following tables detail various gender statistics of our underlying managers.
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EXAMPLES OF DIVERSITY AND INCLUSION IN ACTION
Baillie Gifford embraces a learning culture in terms of promoting greater diversity and inclusion. This starts at the top of the
organisation with a group of partners who have a mandate to set the tone on DEI across the business. The company has broadened
interactions with Stonewall (LGBTQ+ inclusion), Women Ahead and the Business Disability Forum to learn from these organisations,
and it is participating in Women Ahead’s 30% Club Mentoring Scheme. Other departments in Baillie Gifford are exploring their
own initiatives to better understand how they can improve in the three key areas of mentoring, flexible working hours and bias
awareness. 20% of employees are already on flexible working patterns that recognise and accommodate differences and changes
in each individual’s life circumstances. Through their partnership with Stonewall, they have been working to ensure that Baillie
Gifford is an inclusive place to work. The firm launched its first employee-led LGBT network in 2018 and, as part of their policy
review, they neutralised the language in their family friendly policies to be inclusive of same-sex couples.
Ultimately, Baillie Gifford’s Equality Policy is designed to ensure that people are judged solely on their merits and capabilities
and to build a culture that values meritocracy, openness, fairness and transparency. Underpinning it all is a “desire to ensure that
anyone who comes into contact with the firm – whether they are a staff member, client, prospective employee or visitor – can
see that Baillie Gifford is diverse and inclusive in its culture and aspirations.
Neuberger Berman believes having disparate voices strengthens their ability to deliver attractive outcomes for their clients
and makes them a better organisation and place to work. They have taken steps to attract, develop and retain a diverse team of
talented professionals and ensure that their future employee pipeline is diverse. Their development efforts also aim to ensure
fair and equitable opportunities for all employees. In addition to a diverse workforce, they seek to partner with service providers
and vendors that can add value through differences in ideas and perspectives.
They have made attempts at measuring their progress in terms of diversity and inclusion through a combination of metrics. The
first is a Diversity Index, which is calculated using their current demographics in order to set a baseline, and then measures progress
toward their goal of reflecting the broader population. The second metric compares employee survey scores across the three key
equity and inclusion drivers of fair meritocracy, cultural inclusion, and enablement, training and mentoring. Their aim is for these
measures to show that there is no difference between the experience and opportunities of people from different backgrounds.
PGIM Fixed Income views a workplace that is inclusive, welcoming of new ideas, meritocratic, and with diversity of thought
as key to having effective investment debates. They seek diversity through various factors including gender, race, background
experience, age and personality.
While they value the benefits of having senior portfolio managers that have worked together for many years, they also actively
seek to incorporate senior professionals from different backgrounds to bring new perspectives.
A dedicated PGIM Diversity and Inclusion Team has been established to provide strategy and direction on targeted initiatives
tied to recruitment and retention, brand and influence and culture.
They have several initiatives in place specifically aimed at promoting greater inclusivity and diversity. These range from entry level
recruitment drives to women’s workshops, development programmes and networking opportunities, and sponsorships of lowincome students to help them access corporate and high-income careers.

TRANSFORMING ASSET MANAGEMENT IN SOUTH AFRICA
Authentic transformation of South Africa’s companies and economy is critical to addressing the lingering social and economic
inequalities. To sustainably improve the prospects for companies, and the economy in general, a broader spectrum of South
Africans need access to opportunities. This is also true within the businesses of our managers as well, and they are working to
drive transformation within their own organisations while also making an effort to promote and foster such transformation in
the companies in which they invest.
Amongst our local asset managers, a number of clear transformation themes stand out:
1.

Managers want to improve their B-BBEE scorecards. For some, this involves improving the representation of black females
within the business, and on management boards. For others it’s about doing better at supporting and enabling transformation
through focused enterprise and supplier development. Many of our smaller boutique managers are taking active steps to
obtain their official B-BBEE ratings, with a particular focus on transforming their businesses in the process. Also, many of these
management companies are adopting a more acute focus on supporting social upliftment and support initiatives, many with
an educational focus, such as early childhood development, tertiary bursaries or helping schools meet their infrastructure needs.
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2. Managers recognise that more needs to be done to speed up transformation. This is true at all levels of many asset management
businesses. To enable this, there is a recognition of the need to make the working environment more welcoming for staff
from diverse backgrounds, and to focus more consciously on equitable development and talent management. While many
companies have launched graduate programs, and others have been running these programs for years, a key imperative
remains to enable more black professionals to move into middle management and senior roles. Unfortunately, despite the
efforts of many companies, we have yet to see a noticeable increase in the overall number of black portfolio managers. Many
businesses are taking steps to rectify this situation. For example, one of our managers has launched a portfolio management
trainee program to develop black analysts who can fill senior positions. This type of focus on developing individuals to enter
more senior roles, with the potential for them to then attain equity in the business, is receiving more attention generally.
However, retention of staff who are receiving these training and development opportunities remains a challenge for a number
of companies.
3. There is an almost universal focus on employing more black women. To this end, the B-BBEE scorecard has been very
effective in promoting greater gender parity as a transformation goal. With enterprise and supplier development also being
important aspects of the scorecard, more focus is also being given to increasing the allocation of trades to black stock brokers.
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Transformation in company engagements

broader transformation of their businesses. There are some that

The most consistent area of company engagement in driving

are being highly proactive in this regard though. For instance,

diversity and inclusion, concerns the composition of company

one manager performed an audit of all JSE listed companies

boards. For global managers this focus is mainly on ensuring

to identify the “transformation laggards” and is engaging these

greater gender and ethnic diversity. On the softer side it is

companies regarding progress. Another manager is using its

indicative of, and impacts on, company culture. Boards with

networks to engage with middle management and employees

the relevant skills, experience, and diversity of thought are

at companies in order to understand the cultural focus around

recognised as being better placed to drive the strategy of the

transformation. The belief is that this information will provide

company and deliver value to shareholders over the long term.

insights that will be invaluable in terms of identifying and

One of our global property managers has cited the need for

addressing the real transformation issues at these companies.

diverse (and new) skills within the property sector, such as

Some of the ideas put forward by our managers in this regard

technological and environmental expertise. In many company

were that companies need to:

engagements there is also a focus on equity issues, including

• p
 ursue transformation in a more transparent fashion;

the need to close gender pay gaps.

• a
 ccurately report against targets and objectives;

Locally, in addition to the above issues, two other important issues
were raised by managers. The first concerns engagements around
the transformation of JSE-listed companies. Some rely on listed

• h
 ave incentives linked to targets;
• consider transformation in succession planning; and
• generally have better disclosure regarding transformation.

companies to fulfil their legal obligations around transformation,

The second issue identified by many local managers focused on

while others are advocating for greater transparency and

voting on B-BBEE deals where it was noted that greater levels

accountability. While most managers are active in voting for

of transparency was essential in ensuring full understanding of

more inclusive and transformed board representation, fewer

the details of the deal, the goals and targets, the dilutive impact,

managers are holding companies to account regarding the

the structure of the transaction, and all the beneficiaries of the
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transaction. Deals that achieve broad-based transformation,

be granted at tertiary level, some companies are branching

rather than benefitting a small group of investors, are preferred.

out to provide these at high school level. Support for students

Skills development and graduate programs
Providing opportunities to previously disadvantaged individuals

often extends beyond financial assistance, to holiday work as
well as mentorship programs.

within asset management is a strong focus amongst our

One of our managers launched their first learnership program

managers with the vast majority having at least some kind of

in January this year, while another manager who previously

graduate internship or learnership program in place. Graduates

funded bursaries for students who couldn’t afford their studies,

are placed either as interns, with a fixed term contract, or

irrespective of their chosen course of study, is now focusing on

offered permanent positions. Managers aim to upskill graduates

supporting students with a specific interest in asset management

across different areas of their business, allowing them to gain

in the hope that they will be able to retain these individuals

exposure to, amongst others, investments, administration and

in the business when they graduate.

client service. Other programs focus on developing outstanding
talent specifically for investment analyst roles.

Our global managers set themselves apart in terms of their focus
on continuous learning and growth. This isn’t merely rhetoric,

Support for graduates has become more targeted in recent years.

but is supported by a cultural focus on excellence. Courses

For example, one asset manager provides ongoing coaching

supporting softer skills, such as training on unconscious bias,

and mentorship for graduate hires in the investment team to

are becoming more mainstream, and are aligned to diversity

help with integration into the workplace. Encouragingly, much

and inclusion targets. There is also a focus on developing female

more is being done to enable talented individuals to enter the

talent as companies want to ensure greater gender diversity

industry and succeed. While bursaries continue to generally

at higher levels within their organisations.

ENCOURAGING IMPROVEMENT… BUT MORE NEEDS TO BE DONE
It is encouraging that the commitment to transform businesses has improved. There is, however, still a long road ahead.
Progress has to be more intentional and targeted, so that the key issues, such as succession planning and gender diversity, are
addressed. One of our managers cited a Winston Churchill quote which says "It is not enough that we do our best, sometimes
we have to do what is required''. There seems to be a greater sense of urgency among our managers and the companies in
which they invest, to do what is required.

15 |

TAKING A
PRACTICAL
APPROACH TO
ENVIRONMENTAL
SUSTAINABILITY

G

lobal emissions fell sharply during the height of the Covid-19 pandemic as a result
of lockdowns and reduced traveling. This once again highlighted the impact of
human behaviour on the environment. The substantive reduction in emissions

was short lived, but illustrated how changes in behaviour can have a positive impact on
the planet. The challenge is how to achieve such a positive impact sustainably in a world
where businesses need to continue to thrive and individuals need to commute.

Investors have an opportunity, and responsibility, to positively

they are able to have more of an impact through engagements

influence the companies in which they invest to play their part

around governance matters, rather than environmental ones.

in environmental preservation and protection. This needs to

As a result, many have encountered challenges in making a

move beyond fanciful thinking to clear, executable strategies

meaningful impact through such environmental engagements.

with measurable progress. However, there are also many

While the prominence of agenda items relating to climate

complexities that need to be considered when evaluating

change and the environment continues to grow at company

the efforts of any organisation to contribute to the goal of

AGMs, tangible actions are often less evident. Discussing climate

lowering emissions.

change is obviously easier than taking action to influence it.

A key role for Old Mutual Multi-Managers as asset owners is
to determine the extent to which our managers are working
to manage this complex task within our portfolios. Each asset

However, progress has nevertheless been made by our managers
on this vital component of responsible investment over the
past financial year.

diligence stage, as well as through ongoing engagements,

STEADILY MOVING FROM INTENTION TO
ACTION

such as manager report backs. In this way, we gain insight into

Widespread, rapid and intensifying climate change is the

how asset managers are driving sustainability and influencing

single biggest risk to environmental sustainability. We have

change in the companies in which they invest.

seen the launch of various environmental related initiatives

manager’s approach on this is tested both at the initial due

By their own admission, some of our managers believe that,
due to resource constraints and lack of expertise in this area,
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greenhouse gas (GHG) emissions and limiting global warming.
These major global environmental initiatives include the Carbon
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Disclosure Project (CDP), launched in 2000 and aimed at

about the deforestation and the degradation of biodiversity

facilitating the global environmental disclosure system. The

and productive land masses. The manager co-authored a

CDP helps to persuade companies throughout the world to

report with the World Wide Fund for Nature, entitled ‘Satellites

measure, manage, disclose and ultimately reduce their GHG

and sustainability: new frontiers in sovereign debt investing’.

emissions. Organisations support this initiative by submitting

The report highlights the potential uses of geo-spatial data by

their emissions data to the CDP.

investors, both to measure environmental risk in sovereign debt

Signatories to the Climate Action 100+ initiative on the other
hand agree to engage with more than 100 of the world’s
largest corporate GHG emitters to curb emissions, strengthen
climate-related financial disclosures, and improve governance
on climate change risks and opportunities.

portfolios, and to facilitate engagement with governments to
encourage fiscal agendas that serve people and the planet. The
report argues that “advances in geo-spatial data and satellite
imagery could help sovereign
debt investors better assess and
manage environmental risks.”

In 2017, the Task Force on Climate-related Financial Disclosures
(TCFD) released disclosure recommendations for voluntary and
consistent climate-related financial risk disclosures. Supporters
advocate for broad adoption of TCFD as a reporting standard
through their stewardship efforts. While voluntary, the TCFD
recommendations are now the most widely adopted global
standard for climate-related financial disclosures. We believe
they have major benefits, not least of which are the following:
1. They provide a uniform set of requirements, which helps
asset managers compare companies against their peers.
2. The standards are typically well researched and come
from a wide range of practical industry experience, which
provides companies with a clear and detailed guideline.
3. One can measure progress from year to year.

OLD MUTUAL COMMITTED TO
ADDRESSING
CLIMATE CHANGE
Old Mutual Limited (OML)
continue to demonstrate a strong commitment to
environmental sustainability through their climate change
mitigation initiatives. The OML Board, via the Board
Responsible Business Committee and the Board Risk
Committee established the OML Climate Change Task Force.
The task force is mandated to facilitate a coordinated and
structured response to the identification, assessment and

Some of our managers are proponents of these standards and

mitigation of climate related risks and opportunities in OML.

have motivated investee companies to follow suit. Our asset

The team’s responsibilities include driving sustainability

managers have also been pushing for alignment between the

projects and ensuring regulatory and TCFD disclosure

management’s remuneration policy and the environmental

requirements are met. These climate-related projects

targets. In assessing our asset managers’ responses to questions

include emissions and energy reduction as well as efficiency

about which environmental initiatives they support and are

projects where OML also drives accountability via set

signatories to, more than 70% and 55% of our global managers

reduction targets within the team’s individual performance

are supportive of TCFD and CDP recommendations, respectively.

targets. In addition to driving responsible consumption of

One of the managers publicly communicated their commitment

resources, OML is increasing its own solar energy generation,

to achieve carbon neutrality for their global operations by 2022.

recycling and waste minimisation efforts across its offices

In contrast, only three out of seven (43%) large local managers are

and campuses.

official supporters of TCFD and only one is a supporter of CDP.

Examples of these include the generation of 2.1 million kWh

To put this in context, however, there are currently only eight

of renewable energy through the solar plant at Mutualpark.

asset management firms in South Africa that officially support

This solar plant is being expanded to increase capacity to

the TCFD, indicating that the journey of TCFD adoption has only

3 800kW. As such 11% of OML South Africa’s energy needs

just begun in this country. While most smaller local managers

were met by self-generated renewable energy in 2019.

recognise these initiatives as international best practice, none

OML also spent approximately R5m on carbon reduction

of them have publicly declared support or become signatories

initiatives during 2019, including upgrading lighting facilities

to either TCFD or Climate Action 100+ initiatives.

to LED lighting in the Corporate Property portfolio and

Another example of a fascinating and progressive initiative by
one of our asset managers was born out of investor concerns

using solar power to supply water pumps. These efforts
saw Mutualpark achieve a 6-star green building rating.
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TOWARDS GREATER TRANSPARENCY
THROUGH DISCLOSURES AND
MEASUREMENT

are integrated into the investment process. It is essential
that the assessment of environmental risks be incorporated
directly into the investment analysis work undertaken so that

One of the greatest challenges highlighted by our managers

managers can assess whether environmental issues materially

around tackling environmental issues with companies was

affect the prospects and risk of an investment opportunity.

disclosure. Encouraging companies to follow global compliance

Through engagements with management, our managers can

standards is important; however measuring environmental

assess a company’s willingness to engage with these issues,

impact is nuanced and company-specific. In assessing a

and determine the progress made. This should then translate

company’s environmental impact, one needs to not only be

to a direct quantifiable result through the asset manager’s

cognisant of the company’s current standing, but also their

valuation process, where the level of environmental risk

trajectory, including what efforts have been made thus far,

assessed serves to raise or lower the required rate of return

and what plans are being made for the future. Being able to

for the security.

accurately measure a company’s progress is critical, as this
leads to accountability. A common frustration among our
managers is the lack of transparency and standardisation
when it comes to environment disclosures, which makes it
challenging to compare companies with each other. However,
active managers can apply their minds and use their discretion
when assessing each company, which is a clear advantage
over ESG scoring models.

There are numerous examples of the integration of environmental
considerations in our managers’ research process. One local
manager has developed their own proprietary carbon profiler
at a portfolio level, using CDP data. This measures emissions
and carbon intensity on an absolute and relative basis and
details the highest contributing companies. Similarly, one of
our global managers has implemented a top-down climate
scenario analysis for all their listed equity and corporate bond

In addition to encouraging companies to apply global

portfolios. The security analysis results in an aggregate Climate

standards in their environmental reporting, some of our

Value-at-Risk (“Climate VaR”) at the portfolio level, based on a

asset managers are also encouraging companies to publish

range of scenarios including those aligned with a 2° Celsius

specific environmental targets that are set in consultation

and a 1.5° Celsius transition. The Climate VaR is reviewed at

with shareholders, such as air quality, CO2 emissions and

least annually for each investment strategy.

water usage. One manager encouraged an investee company
to determine what is feasible, but specifically motivated for
shorter-term targets, for near-term accountability.

Such assessments lead to proactive engagement with
companies in the event of heightened perceived risk of a
holding. These assessments also serve as a guide to proxy

What is encouraging to see is that our managers have led

voting in the companies that are held. Other managers have

by example with regards to the setting of environmental

incorporated environmental considerations explicitly into their

goals. For example, one of our managers set an example

portfolio construction process, where securities are reweighted

for investee companies by first establishing its own internal

based on their risk profiles. Unsuccessful engagements, or a

environmental goals. Their goals were also specific and public,

lack of action on certain issues, can have the consequence of

to enhance accountability. This is a powerful way of putting

the security being sold out of the portfolio entirely.

talk into action, and demonstrating the standards to which
investee companies will be held accountable.

As active investors, engagement is critical for our managers. In
South Africa in particular, given the relatively smaller investable

Efforts to improve transparency of, and disclosures around,

universe, most managers do not see exclusion on the grounds

climate-related risks in financial terms are important as they

of environmental risk as a viable option. That is because once

help our managers to assess and quantify risks, direct asset

a manager has disinvested, it is no longer possible to engage

flows into more sustainable investments and improve the

the company and influence positive change.

stability and resilience of the financial sector.

ENVIRONMENTAL SUSTAINABILITY
INTEGRATION AND ENGAGEMENT

This engagement can take many forms, such as direct
engagement with company leadership, management and
boards at open platform investor days and via proxy voting. We

What is of particular importance to us when evaluating the

find that most managers tend to prefer direct engagements

responsible investment journeys of our managers is accurately

with management. One example provided by one of our

gauging the extent to which environmental considerations

smaller asset managers was an engagement with Sappi. The
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company’s core business of making paper is environmentally

We believe that active engagement is key in achieving the

unfriendly. However, instead of dismissing Sappi, as would be

desired outcomes, and we are pleased with the progress our

suggested by rigid adherence to ESG scoring, a key request

managers are making, as evidenced by some of the success

made by the manager centred on planting a new tree for

stories they have shared with us.

every tree utilised in the paper packing process. This is a great
example of a smaller manager making a big difference. These
small managers may not always have the ability to influence
management because their shareholding is relatively low, but
as demonstrated by this example, smaller managers can still
have an outsized influence and bring about tangible change.

SASOL
Sasol is an international integrated chemicals and energy
company. The company is a large emitter of greenhouse
gases (GHGs), as well as other atmospheric gases, including
volatile organic compounds, particulate matter, nitrogen

Public investor days, while not direct one-on-one engagements,

oxide and sulphur dioxide. While its operations are global,

do include major investors and have the upside of sharing

85% of the group’s emissions are attributable to its Secunda

information with the whole investor base. This can directly

plant in Mpumalanga, which gasifies coal to produce

impact on proxy voting outcomes.

chemicals and liquid fuels.
Sasol is a big share on the JSE and it has a prominent
position in many of our managers’ portfolios. Given Sasol’s
high carbon footprint, our asset managers have been actively
engaging with management to address its environmental
impact. While our managers note that, initially, progress
was slow, these ongoing engagements have since yielded
positive results, including the following:
• 	A commitment by Sasol in 2020 to reduce its CO2
emissions by 10% over the next 10 years. Importantly,

ACTIVE ENGAGEMENT REMAINS KEY
Environmental issues are diverse and nuanced, and far more
complex than simply scoring emissions. Environmental impacts
reach across the value chain, with second-order impacts that
often affect a variety of stakeholders. These realities typically
require custom approaches where each company is treated on
a case-by-case basis. This complexity is admittedly challenging
for active managers to address, but is a challenge at which
some managers have arguably excelled, while others have
room to improve.
South Africa has a number of big emitters, Sasol and the mining
companies amongst them. Solving these emission problems
isn’t easy, but our managers have started tackling this subject
through robust engagement with these companies with the
aim of setting solid plans in place for decarbonisation in the
future. For the listed sector as a whole, a focus on transparency
and general standards of reporting is important in order to set
targets and measure progress. In this regard, the actions of several
of our asset managers over the last year have contributed to
our local investment sector beginning to catch up with global
progress, where managers have being applying their minds to
environmental issues for some time and are innovating and
engaging in new ways in both understanding the risks, and
mitigating for change.

environmental targets are now linked to management’s
short- and long-term key performance indicators (KPIs).
This is a significant achievement, as our managers have
been pushing for some time for alignment between
the management’s remuneration policy and the
company’s environmental targets.
•	Our managers emphasised the importance of having
a clear and measurable climate-change strategy
in alignment with the Paris Agreement goals, and
encouraged Sasol to adopt TCFD disclosure. Sasol’s
climate change risk was previously not being disclosed
using this framework. However, Sasol has since
published an environmental report in alignment with
the TCFD requirements.
•	Sasol is piloting 10MW of renewable energy at Secunda
and Sasolburg to reduce their coal footprint.
•	Our managers are holding Sasol accountable for
recently reported water contamination at Sasol’s
Secunda fertiliser operations, following a report of
issues at one of the dams at this plant.
While the company will face a challenging transition, our
managers are encouraged by the company’s willingness
to improve its disclosure and share its plans to deal with
its significant environmental issues.
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GAINING GROUND
WITH GOOD
GOVERNANCE

T

he ‘G’ component of ESG is crucial, but complex, as

Engaging effectively on remuneration

highlighted by a number of scandals and mishaps in

Executive remuneration is an important driver in creating long-

recent years, most notably Steinhoff, EOH and Tongaat.

term sustainable value in a business. The right performance

However, there have also been notable improvements in

objectives foster a long-term approach to value creation

corporate governance. Our focus is particularly on the appropriate

and create greater alignment between the interests of the

remuneration of executives and ensuring that companies have

business and its stakeholders. The challenge is striking the right

diverse, independent and experienced boards of directors to

balance between allowing management enough freedom to

set the strategic direction for the company and oversee the

pursue value-creating avenues in line with strategic objectives

execution of the strategy by management.

and rewarding them for achieving such strides, while not
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encouraging excessive risk-taking in the short term. Stifling
the entrepreneurial spirit of company managers would also
have a negative outcome.
Standardised measurements of management performance
are increasingly perceived as inadequate in aligning the
interests of management and other stakeholders, as they
tend to be too short term in nature. They also seldom account
for nuanced factors that can have an impact on the strategic
performance of the business, including the industry in which
it operates, its competitive landscape, and the stage in its life
cycle. From an accountability perspective, another challenge
is matching the tenure of executives with the typically longerterm nature of sustainable value creation, as some strategic
initiatives may take time to bear fruit.
While we appreciate the importance of well-structured
executive remuneration, we also recognise the complexities
that accompany such decisions, and therefore our preference
is to allow our asset managers to apply their own judgement
when considering these issues on a case-by-case basis.
Given their fundamental approach to investing and their
long-term focus, they are in a good position to assess and
identify the type of remuneration structures that are likely
to drive value for each company in a sustainable way, which
ultimately translates into positive investment outcomes for
our clients. Within this framework, we expect our managers
to engage companies on remuneration policies that fall short
in aligning interests. It is pleasing to note that our managers
broadly continue to focus on executive remuneration as a
way to promote sustainability.

adjustments were made to Sasol’s executive remuneration structure
to include greater alignment between company performance and
key performance indicators (KPIs) in light of the shareholder value
destruction experienced as a result of cost overruns and delays
in the Lake Charles Chemicals Project. More specifically, higher
weightings to Return on Invested Capital (ROIC) and project
delivery targets were among the suggested enhancements which
were successfully added to the remuneration policy in 2020.
Engagements with Sasol also focused on the separation payments
that totalled R36 million that were allocated to the former jointCEOs in addition to the total combined package of R93.9 million

It is also worth noting that our managers’ ongoing focus on

they received for the 2020 financial year. Given the poor execution

this area of governance is not only informed by its link to

of the Lake Charles Chemicals Project during their tenure, some

sustainable value creation, but also by the general lack of

of the local asset managers voted against Sasol’s remuneration

disclosures that are needed in order to adequately assess

policy at the Annual General Meeting held in November 2020.

the efficacy of such policies. Therefore, the majority of

Although these resolutions were non-binding, the fact that more

engagement efforts have been directed towards aligning

than 25% of shareholders voted against them sent a very strong

the interests of executives and shareholders, highlighting

message to the Sasol board that some shareholders viewed such

excessive payments to outgoing CEOs, and pushing for

payments as inappropriate considering the project outcome.

greater disclosure around short-term and long-term target
setting to determine the degree of fairness and alignment.
It is pleasing to note that such efforts have not been in vain,
as it appears that a number of company boards have taken
suggestions made by asset managers to heart. At the same
time, our managers continue to drive regular engagements
with company boards that seem more reluctant to change
the status quo.

Our local asset managers also engaged with the boards of
Woolworths and Arrowhead in an attempt to curb what they
considered excessive remuneration structures for executives. In
the case of Woolworths, the contention points were the excessive
restraint of trade payment and the total guaranteed pay awarded
to the Group CEO, despite the poor performance of the Fashion,
Beauty and Home segment and David Jones under his tenure. The
results were pleasing in that the new Group CEO’s remuneration

Locally, our managers’ engagement with Sasol on executive

package included a comprehensive restraint of trade agreement

remuneration proved to be constructive over the years. Proposed

and a reduction in the portion related to guaranteed pay.
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The outcome from engagements with the Arrowhead board

growth potential. Unconventional remuneration packages or

also yielded positive results, as the executive remuneration

share structures, for instance, should not be dismissed purely

packages were not increased in 2020, effectively shifting

on the basis of their departure from certain industry standards.

benchmarking from the 90th to the 50th percentile of the

Rather they should be assessed on their potential to support

peer group.

sustainable value creation for shareholders. However, this does

In terms of our global managers, an example of a successful
engagement remuneration was with CRH plc, a global

not imply tolerance for unacceptable practices such as toxic
work cultures.

construction materials group based in Ireland. One of our

In another example of the power of asset managers to bring

global equity managers has had a long-standing holding in

about positive governance practices, many of our local asset

this company and has consistently opposed their remuneration

managers engaged Pepkor on numerous occasions in recent

policy. In 2020, they supported the remuneration policy at

years in connection with the Chairman’s lack of independence,

the Annual General Meeting as more stringent long-term

which ultimately resulted in the Chairman stepping down from

incentive metrics were introduced, in line with their previous

his role and announcing his resignation from the board. This

recommendations.

paved the way for Pepkor to appoint an independent non-

PROMOTING APPROPRIATE BOARD
REPRESENTATION THROUGH ACTIVE
ENGAGEMENT

executive Chairman, thereby improving the board composition
in line with shareholders’ proposals.
In the global space, CyberAgent is a Japanese advertising

Board representation is another pivotal element of corporate

business with great growth potential in online media. One of

governance, as it underpins sustainable value creation. A diverse

our global asset managers has been engaging with the board

and independent board can use its skillset and expertise to set

around its lack of independence over the last few years. The

strategic objectives and direction for the business that will drive

manager’s persistence on the issue appears to have paid off,

long-term sustainable value. It can also provide guidance to, and

as the company recently made an independent appointment

monitor and challenge, the executive management team, while

to the board, with further such hires in the pipeline. In another

also holding them to account on the achievement of objectives.

example, an emerging market manager’s ongoing engagement

Diversity of perspectives, whether social or professional in nature,

with the Tencent board about lack of gender diversity also

offers the opportunity for unique viewpoints amongst board

yielded positive results, with the first female director appointed

members, while challenging the status quo. Independence

in 2019. This is an encouraging development, which could set

encourages board members to express such unique viewpoints,

the tone for other technology companies in China and globally.

without potential conflicts of interest.

Samsung Electronics (Samsung) is another example of a

Similar to our view on executive remuneration policies, we are

global stock where regular engagements with the board over

of the opinion that assessment of the merits of board diversity

a number of years seems to have created positive change

and independence should be undertaken on a case-by-case

momentum. Samsung is a global leader in consumer electronics,

basis. Advocating for standardised board representation metrics,

chip manufacturing, and information technology. A number

without considering unique nuances of a company strategy and

of our global asset managers have held this stock in various

how it aims to deliver sustainable value over time, becomes a

proportions over time. Notable engagements centred on

pure ‘box-ticking’ exercise. We prefer our asset managers to

board independence, which led to a separation of roles of the

use their extensive knowledge of a company and the industry

Chairman and CEO, while appointing additional independent

in which it operates to evaluate the effectiveness of the board

directors to the board in 2018. Furthermore, the appointment

and assess whether the current composition is likely to enhance

of a non-family representative as the Chairman in 2020 broke

the long-term potential for value creation. To this end, open

a long lasting tradition prevalent in South Korea.

engagement between asset managers and company boards
is integral to understanding the thinking behind a board’s
composition and judging it on its own merits, rather than simply
evaluating it against certain benchmarks and norms. As Baillie
Gifford noted in their 2020 Stewardship Report, it is important
to ‘distinguish the unconventional from the unacceptable’ when
looking to identify and support businesses with long-term
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Board structure concerns were also raised in the case of FactSet
Research Systems Inc. (FactSet), a US-based company that
provides software and financial data solutions to investment
professionals. The long tenure and lack of independence of
the audit committee chair where highlighted on numerous
occasions as corporate governance weaknesses. However,
our manager’s persistence paid off when, in 2020, the audit
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committee chair left and was replaced

Figure 16:

by an independent director.
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DRIVING GOOD
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GOVERNANCE THROUGH
ONGOING DIALOGUE
It is clear from all of the above that

and management teams become more
open to engaging their shareholders on
governance issues. At the same time,
asset managers’ attitudes towards ESG
risks have also changed and they are
more persistent on matters they deem
crucial to long-term value creation.
While progress in corporate governance

requires open and continuous dialogue
between the various stakeholders. Many
of our asset managers’ engagements
have been successful and, although
some of the wins have been small, we

Proxy voting
Old Mutual Multi-Managers outsources
the voting of proxies to its managers.

of a company, as understanding these
forms part of their engagement and
investment processes. We therefore
don’t have a proxy voting policy, but
rely on managers to implement their
own, as well as ensuring that they
have their own responsible investing
policies in place. In our annual corporate
governance review, we check that each
of our managers has these policies

are required to report on their proxy
voting records on a quarterly basis.

MANAGER

PROXY VOTING
POLICY LAST
UNPRI
UNPRI
UPDATED
SIGNATORIES ASSESSMENT DOMICLE
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UN PRI
In our annual corporate governance review we also gauge which
of our managers are signatories to the United Nations Principles
for Responsible Investment (UN PRI). Recently, we have also
asked our managers who are signatories to disclose whether
they have submitted themselves for UN PRI assessment and,
if so, what scores were attained in these assessments.
On an asset-weighted basis, 94% of our funds are managed
in line with the UN PRI principles. Where our managers were
assessed, they have scored an average A+ rating in the Strategy
and Governance category.
Figure 17:
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UN PRI Signatories
Not
WEIGHTED SCORE

94%

95%
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5%

Strategy &
Governance

A+

B-BBEE Rating
Where a manager is domiciled in South Africa, we also evaluate
their B-BBEE scorecard progress. Of the 23 local managers
that are represented in our funds, 19 are B-BBEE rated, with
an asset-weighted B-BBEE score across these managers of
Level 2. Over the course of the last financial year, four of our
managers improved their rating from the prior year, while only
one manager’s rating declined. One of our smaller boutique
hedge fund managers also submitted themselves for rating
for the first time.

Figure 20:
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ORBIS AND XPO LOGISTICS: A CASE STUDY IN ENGAGEMENT
As noted in our 2020 Responsible Investment report, our approach to sustainability and responsible investing is not limited to
the role played by our active local and global asset managers in engaging with boards and management teams of companies
in which they invest. Where we come across red flags relating to companies owned by our asset managers, we step up our
engagement with those managers to better understand the issues at hand and assess whether they have remained true to their
stated responsible investing philosophy.
An example of this process in the past year has been our ongoing engagement with Orbis in connection with their holding
in XPO Logistics. XPO Logistics is a US-based transportation and logistics company, which has managed to reach global scale
through a number of strategic acquisitions, both in the US and Europe. Its growth, particularly in the area of contract logistics,
was achieved by offering clients highly differentiated technology and capabilities.
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A number of allegations were made against the company over the last few years, and these raised concerns about their commitment
to social best practices. Given Orbis’ large holding in the company, Old Mutual Multi-Managers participated in two webinars that
were organised for the benefit of pension fund trustees and investors in XPO Logistics. These webinars reiterated some of the
ESG risks of which we were already aware, but also brought new risks to our attention.
Given the seriousness of some of the allegations against XPO Logistics, we decided to engage Orbis directly. We spoke with the
manager’s primary analyst as well as the senior portfolio manager, both based in the US.
Figure 21: XPO Logistics-related engagements with Orbis since 2019
XPO LOGISTICS 89.88 +1.64 (+1.86%)

USD
First engagement with Orbis
(U.S. analyst)

Second engagement with Orbis
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Sources: Refinitv Datastream, Old Mutual Multi-Managers

Our primary aim was to understand Orbis’ approach to assessing the seriousness of the allegations and gain insights as to whether
these were a reflection of more systemic risks within the business. Furthermore, we were interested in Orbis’ engagement with
the company’s management and board in order to address these issues on a broader scale and minimise long-term value
destruction. Although various independent reviews, as well as Orbis’ own independent verification and analysis, found that the
allegations did not point to systematic risks or a broader toxic work culture within XPO Logistics, it was encouraging to learn
that the board and management team took these issues seriously and had implemented the necessary steps to improve labour
conditions where these were inadequate. It is worth noting that the Pregnancy Policy created by XPO Logistics in the wake of
the allegations is now considered “the gold standard” within the logistics and transportation industry.
The management team’s response to Covid-19 challenges in 2020 was also telling. Though initial attempts by the company to
adequately equip workers with PPE and relevant safety information were insufficient and inconsistent across the many businesses
it owns, the company ultimately furloughed fewer staff than their peers, while shutting down sites where Covid-19 cases were
reported and extending benefits to affected employees.
Orbis also actively engaged the board and pushed for greater independent oversight, which culminated in the addition of
four independent directors (three of which are women). Aiming for greater transparency to all stakeholders, the manager also
encouraged XPO Logistics to publish a sustainability report, the first version of which was published in 2019.
Concerns over the CEO’s perceived inflated compensation package were also highlighted, given Orbis’s support for the structure.
When assessing a remuneration structure, Orbis requires evidence of alignment in interests between management and shareholders.
The manager is wary of highly geared remuneration schemes as these represent powerful incentives for CEOs to take on excessive
risk. But they also shy away from schemes that offer few, or no, incentives to CEOs, which tend to result in value destruction for
shareholders over time. With these factors in mind, Orbis prefers executive remuneration schemes that promote growth while
not encouraging disproportionate risk seeking, and which ultimately deliver value to shareholders and clients. In the case of XPO
Logistics, the manager considered the CEO’s compensation package to be reasonable vis-à-vis the value that has already been
created within the company over the years, relative to industry peers.
Although XPO Logistics has a long way to go in terms of its ESG integration, our ongoing engagement with Orbis gives us a sense
of comfort that the company is committed to adopting and implementing the right policies to enhance social and governance
business practices. Moreover, we remain confident in Orbis’ ability to evaluate ESG risks in a pragmatic fashion, while actively
engaging with companies to minimise their negative impact on long-term business value.
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THE TOP ESG
FOCUS AREAS
FOR OUR
MANAGERS

36ONE
•
•
•

Relative company scoring of remuneration policies and governance
issues to inform company engagement
Incorporating environmental disclosures and strategic initiatives into
KPIs to incentivise management
Refining and quantifying ESG financial impacts in financial modelling

As part of our regular manager reviews, we ask our investment
managers to list the priorities on which they intend focusing in
the coming year as a way of driving positive change. As was the
case in the previous report, the responses by our managers for
this 2020 Responsible Investment report demonstrate close
alignment with Old Mutual Multi-Managers key focus areas.
Their responses are summarised below:

AEON
•
•
•

Integration of environmental metrics and engagement regarding
limited disclosure
Transparent disclosure of companies’ five-year historical gender pay
and pay ratios
Engagements to improve the B-BBEE Code requirements and further
transformation

ALLAN GRAY

ALUWANI

•
•

•
•

Executive remuneration
Climate change: incentives aligned to shareholder interests and lending
criteria in relation to fossil fuel infrastructure

•

Governance structures (board effectiveness, independence, diversity, etc.)
Social practices in place that support the boarder environment and
community
Technology in relation to sustainability (e.g. cyber risk, managing big
data and privacy issues)

BAILLIE GIFFORD

BATELEUR

•
•
•

•

Board composition, skills, experience and diversity
Remuneration and incentive structures
Environmental performance and climate change

•
•

BENGUELA
•
•
•

Remuneration: resetting of incentives post-Covid-19; non-binding nature
of remuneration votes
Social sustainability: response to Covid-19 and impact on staff
Environmental: appropriate emission reduction targets; disclosure;
transparency on goals achievement; consistent reporting across
geographies

Decarbonisation: engagements on plans to reduce emissions and to
better understand the future impact of this on the business
Technology: impact of digital adoption on staff, customers, suppliers
and the sustainability of the business
Covid-19: interrogate company strategies and business models postCovid-19 to ensure they are still relevant and sustainable

BLACKROCK
•
•
•
•
•
•
•

Aligned with the Principles of Responsible Investment:
Principle 1: incorporate ESG issues into investment analysis and decisionmaking processes
Principle 2: be active owners and incorporate ESG issues into our
ownership policies and practices
Principle 3: seek appropriate disclosure on ESG issues by the entities
in which we invest
Principle 4: promote acceptance and implementation of the Principles
within the investment industry
Principle 5: work together to enhance our effectiveness in implementing
the Principles
Principle 6: report on our activities and progress towards implementing
the Principles

CATALYST

CORONATION

•
•
•

•
•
•

Governance
Remuneration
Environmental sustainability

Climate Change
Diversity
Governance

FEDERATED HERMES

FUTUREGROWTH

•

•
•
•
•

•
•

Ensuring that our investment teams have the appropriate tools and
information to integrate ESG, with a focus on climate change
Advocating for an EU stewardship code and better disclosures on ESG
practices
Engaging on material ESG issues and promoting sustainable practices
within firms, while also exploring ways to contribute to the UN Sustainable
Development Goals across our investment strategies

Board oversight and independence
Diversity and transformation
Risk management
Climate related risks

HARRIS ASSOCIATES

LAURIUM

•
•
•

•
•
•
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Integration of ESG into the investment process
Climate risk
Gender pay equity

Carbon emissions reporting and future plans around carbon emissions
Environment: companies usage of single-use plastics
Remuneration structures: better alignment with KPIs
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MAZI
•

•
•

Diversity in the composition of credit committees at banking institutions
to ensure equitable approval of funding and access to economic
opportunities.
Executive remuneration given the impact of Covid-19: ensure adjustments
are fair and equitable
Board independence and adequate skills alignment

MORGAN STANLEY
•

•

In-house commitment to consider environmental and social issues in
all aspects of our business, including the evaluation of transactions and
how we conduct our own operations
Three key goals related to the environment:
1. Prevent, reduce and remove 50 million metric tons of plastic waste
from entering rivers, oceans, landscapes and landfills by 2030
2. Mobilise $250 billion to support low-carbon solutions by 2030
3. Achieve carbon neutrality across global operations by 2022

NEUBERGER BERMAN

NGWEDI

•
•
•

•

Climate change/Net Zero emissions
Diversity, equity and inclusion (DEI)
Worker health and safety and broader human rights issues

•
•
•

Consider ESG factors in the context of a rating agencies’ assigned
Banking Industry Country Risk Assessment (BICRA):
risk position
governance
enterprise risk management

NINETY ONE SA

NINETY ONE UK

•

•

•
•

Climate change: engaging with investee companies; measuring the
contribution of our portfolio companies; engaging in advocacy work with
the broader industry; considering investment risks and opportunities
when making investment decisions
Natural capital: research on how potential uses of geo-spatial data could
help sovereign debt investors better assess and manage environmental risks
Corporate governance: structure of the board; remuneration; risk
management; capital allocation; culture; information system; assurance
process

•
•

Use the Sustainable Development Goals (SDGs) framework to help
achieve an equitable society and a less carbon intensive economic model
Climate change and the destruction of natural resources
Deforestation and the degradation of biodiversity and productive land
masses

NITROGEN

OMIG

•
•
•

•

Corporate governance
Transparency: clear and concise reporting
Stakeholder engagement

•
•

Engaging management and boards regarding long-term sustainability
metrics and their relationship to company strategy and executive reward
Greater disclosure of climate change risk
Action on transformation

ORBIS

PGIM

•

•
•

Company specific ESG engagement

•

Climate change and emissions reductions efforts
ESG-labelled bonds: both on plans to issue such bonds and to assess
their credibility
ESG disclosures and reporting

PRESCIENT

PRUDENTIAL

•
•

•
•

•

Transparency: improve disclosure on ESG issues
Unlisted entities: encourage the uptake of sustainability practices; gather
relevant and consistent ESG-related information from unlisted entities
Environmental reporting: encourage compliance with global reporting
standards in collaborative engagement efforts with other industry
participants

RESOLUTION CAPITAL
•
•
•

Targeted company-specific issues, including strategy, capital allocation,
governance and remuneration
Board diversity
ESG disclosure

SENTIO
•
•
•

Environment: tackling the complexity and costs of environmental
compliance through engagement
Pay gap: global benchmarks for SA management remuneration versus
issues of equality for the greater workforce
Inability to exclude companies based purely on ESG factors given
the shrinking listed market may lead to other portfolio risks such as
concentration and lack of diversification

SIM
•
•

Evaluate board governance through engagement and voting activities
Fair, responsible and transparent remuneration policies aligned to
shareholder interests (disclosing performance measures and targets).

•

Corporate governance: independence on boards and subcommittees
Environmental management of emissions and water usage/potential
pollution
Labour management and safety in labour intensive industries

RUDIARIUS
•
•
•

Response to the Covid-19 pandemic in economies/communities
Quality of reporting
Compliance with fast-changing laws and regulations

SESFIKILE
•
•
•

Environmental: energy usage; water consumption; waste
Social: BEE; gender equality
Governance: independence of boards; remuneration of directors; share
issuance and buybacks

STATESTREET (GINSGLOBAL)
•
•
•

Climate risk and transition to a net-zero carbon economy
Proactively advance racial and ethnic diversity disclosures and practices
Catalyse more sustainable markets through integrating SASB-based
ESG scoring system, into engagements and voting

STEYN

VUNANI

•
•
•

•

Alignment of remuneration policies with company strategy
Capital allocation
Addressing inadequate disclosures, including ESG

•
•

Composition of boards, evaluation of board members and remuneration
focused on measurable targets.
Engagement on environmental targets: encourage companies to publish
environmental targets like air quality, CO2 emissions and water use
Understand how companies protect their (social) license to operate
and how they set targets
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ESG INTEGRATION
WITHIN GLOBAL
FIXED INCOME

O

ld Mutual Multi-Managers recently appointed three
global fixed income managers to our global fund
range. These mandates are new to our portfolios and

have a much broader investment opportunity set than what
is available within South African fixed income.
Fixed-income investors have a critical role to play in fostering
constructive communication with issuers and assisting them
in achieving good sustainability outcomes, while improving
ESG transparency and determining the appropriate cost of
capital when ESG risks are considered. While engagement
and stewardship have traditionally been the domain of equity
investors, our global fixed income managers believe that fixed
income investors are particularly well positioned to make a
beneficial impact on issuers for a variety of reasons, some of
which are listed below:
•	The overwhelming majority of primary market financing
occurs in the debt market rather than the equity market,
providing fixed-income investors with a consistent and
direct connection to issuers seeking money.
•	Fixed income portfolios generally contain a diverse variety
of securities and issuers, in contrast to the more focused
holdings of active equity portfolios. This provides investors
with a broader range of interaction possibilities.
•	Fixed income investors are well positioned to interact with,
and influence, issuers that do not have public equity, such
as sovereigns, supranational/agencies, a large number of
high yield firms, and state-owned enterprises.

•	In order to address some of the world's most pressing
sustainability problems, such as climate change and
access to basic services, significant capital expenditures
will be required, which will be funded mainly via debt
instruments, including those with sustainability labels.

THE IMPORTANCE OF EFFECTIVE
ENGAGEMENT
Effective engagement is critical to our global fixed income
managers' investment processes and fiduciary responsibilities.
As active asset managers, they focus on long-term value creation
and responsible stewardship.
The global fixed income managers have developed a targeted
and thematic engagement strategy around ESG challenges. This
method is fully incorporated into the research and investment
processes to identify possibilities for improved risk management
and alpha production through constructive discussion with
issuers, while encouraging them to pursue positive sustainability
outcomes. Figure 22, from Morgan Stanley, illustrates the broad
process employed by these managers.
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Figure 22: Engagement as a key component of global fixed income managers’ ESG integration approach

Source: Morgan Stanley Fixed Income Engagement Strategy: Integrated, Insightful, Influential Report

While much of the engagement by our managers with issuers occurs organically, during the investment due diligence process,
the main objectives of engaging around fixed income are: to gain a better understanding of the issuer and its industry; advocate
for improved sustainability results; and, ultimately, capture alpha opportunities that the market may not fully comprehend.

KEY GOVERNANCE AND ENGAGEMENT PRINCIPLES
Our global fixed income managers have identified several critical governance and engagement principles that have a beneficial
effect on company behaviour and that have a focus on long-term economic value creation. The table in figure 23, from Neuberger
Berman, gives an indication of the key engagement focus areas for our managers.
Figure 23: Priority areas for engagement Efforts

Source: Neuberger Berman 2020 Environmental, Social and Governance Annual Report

They work with issuers throughout the capital structure as multi-asset class managers, utilising a variety of tools and techniques
guided by these principles. Their engagement priorities are determined by:
•

the severity of the ESG concern as determined by their proprietary ESG rating systems;

•

the potential economic exposure to the risk;

•

the relative level of influence over a situation (via engagement or a voting decision); and

•

the existence of an emergent risk as determined by internal assessment or collaborative engagement.

While the prioritisation process is continuous, the timing of the interaction may be reactive in some situations, opportunistic in
others (such as during quiet times or pre-scheduled meetings), or proactive in others (such as during M&A activities that may
preclude outreach efforts).
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THE INTEGRATION FRAMEWORK: ESG IN THE INVESTMENT PROCESS
For Neuberger Berman, ESG Credit Scoring Analysis is a multi-step process where each research analyst is accountable for
incorporating ESG factors into their analysis. They have also created their own ESG rating systems for several asset classes (See
figure 24). Other managers have established ESG committees charged with monitoring ESG integration efforts.
We have focused on the Neuberger Berman Integration Framework below to demonstrate the depth of analysis employed by our
managers. For all ESG integrated strategies, each portfolio management team chooses one of the ESG Integration Framework’s
four approaches:
•

Avoid - simply avoid certain companies

•

Assess - develop a more holistic understanding of risk and return

•

Amplify - tilt the portfolio toward best-in-class issuers

•

Aim for Impact – invest in issuers that are purposefully generating positive social/environmental impact

The integration method may be further customised depending on the investment vehicle used, for example to apply client-specific
avoidance criteria, to lean toward particular ESG qualities desired by the client, or to pursue specific kinds of positive effects.
Figure 24: ESG Integration Framework

Source: Neuberger Berman 2020 Environmental, Social and Governance Annual Report

ESG factors are completely integrated into the investing process for all our managers, as they are used to evaluate issuers and
securities. Additionally, the managers consult with leading external ESG data providers and researchers, such as MSCI ESG data,
Sustainalytics ESG reports, S&P Trucost carbon data, ISS ESG data, and Bloomberg ESG. They also incorporate publicly available
data sources, such as the World Bank, the United Nations, and academic institutions such as the University of Notre Dame, for
their Sovereign ESG analysis.
The procedure outlined above has a dual objective. Firstly, it aims to guarantee that all risks associated with sustainability are
properly understood, analysed, and minimised to the greatest degree feasible. Second, it allows for the discovery of possibilities for
sustainability that might result in better performance. The ESG analysis results are utilised as inputs both before and throughout
the investing process, to monitor and manage the fixed income portfolios continuously.
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EXAMPLES OF THE POSITIVE IMPACTS OF FIXED INCOME ESG ENGAGEMENT
Morgan Stanley
Morgan Stanley first engaged with the utility company in question in early 2019 to understand their strategy on energy transition
and investigate some environmental controversies. Following a discussion with the company’s management, which did not
provide satisfactory answers, they decided to sell the bonds of the company on the basis that it had not made sufficient progress
in developing a transition strategy and solving its controversies.
While this first interaction was unsatisfactory, with no low carbon targets set and limited collaboration in trying to resolve the
issues, in a follow-up engagement session in the first quarter of 2020, the CFO explained that the utility company had decided to
cease a significant portion of its coal-related activities and accelerate its climate strategy. They adopted targets to reduce carbon
emissions from electricity generation by at least 50% by 2030 and to achieve net-zero emissions by 2050. During their ESG day
in 2020, they presented further targets to retire coal and replace it with natural gas and renewables, and demonstrated how
these changes are now permeating through the whole corporate culture.
As a result of the tangible improvements made by the company, Morgan Stanley changed their position from underweight to
neutral. They have also assessed the company’s green bonds in their portfolios, which will inform their engagements going forward.
PGIM
PGIM’s Russian economist was given the opportunity to pose a question to President Vladimir Putin during a televised Q&A, and
took this opportunity to ask about the country’s exposure and contribution to climate change. Although Mr. Putin’s team had
received the question in advance, his response was not as articulate as one would have expected. A few days later, however, the
country’s energy minister held a press conference to explain the country’s energy policy. Roughly a week later. Mr. Putin himself
issued a decree (albeit with some caveats) that Russia should attempt to achieve a 70% reduction in its emissions against 1990
levels. A short while later, the country expanded its energy strategy planning to incorporate new, more ambitious energy transition
scenarios alongside its base case. Although all this recent activity can hardly be attributed to the PGIM economist’s question, the
hope is that the manager played a part in catalysing these developments.

GLOBAL FIXED INCOME AND THE SDGs
Our global fixed income managers are aligned to the 17 Sustainable Development Goals (SDGs) adopted by the United Nations in
2015 to address the world’s most pressing social and environmental challenges by 2030. These SDGs represent a critical framework
for formulating and communicating sustainable and impact investment objectives and strategies. Some of the managers have
organised the SDGs into investable topics across their strategies in the belief that that investors are able make a substantial
contribution to the SDGs in two ways:
1.	Invest in businesses whose goods and services have the potential to have a substantial beneficial impact on society or the
environment.
2.
Collaborate with businesses to enhance the positive systemic effect of their operations or goods.
These two methods have the same goal of ensuring quantifiable progress toward the SDGs while also committing to yearly
reporting on outcomes or engagement.
Figure 25: United Nations Sustainable Development Goals

Source: PGIM Fixed Income

Committed to transparent reporting
Finally, our global fixed income managers make a concerted effort to maintain the same degree of openness that they require
of issuers. As a result, they monitor and report on their engagements and outcomes on a quarterly basis.
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THE LAND BANK:
A CASE STUDY IN
ENGAGEMENT

T

he sole objective of Land Bank is to serve South African commercial and emerging agriculture by making specially
designed financial services accessible to farmers across the nation. These services enable farmers to finance land
and equipment, improve assets and obtain production credit.

Land Bank has been one of the few state-owned entities (SOEs) in South Africa that has had successive years of unqualified
audit opinions. However, the organisation failed to make a debt payment to a third party in April 2020, which, triggered a
cross default on the Land Bank notes. Since the default arose, a series of “liability solution” proposals have been made to
the debt holders by Land Bank, its advisors and its shareholder (National Treasury). Each successive proposition trended
towards degrading the lenders’ position and reducing the scope and sustainability of Land Bank.
Different groups of lenders, including noteholders such as our fixed income managers, are currently engaging with the
Land Bank on the third version of the liability solution, which is the most recent iteration. It envisages a notional splitting of
the Land Bank’s lending book into a ‘corporate and commercial’ book and a ‘development and transformation’ book. It has
been proposed that recourse for bank and institutional funders will be limited to the ‘corporate and commercial’ book, while
the ‘development and transformation’ book will be funded by development finance institutions and guaranteed funders.
At the time of writing discussions on ‘version 3’ of the liability solution were ongoing and an outcome that is satisfactory
to all parties is yet to be reached. To date noteholders have been provided with little detail about the nature, quantum,
timing and possible conditionality of the proposed enhancements.
In May 2021, two of our fixed income managers marked down the value of the Land Bank notes held in our clients’
portfolios. Coronation and Prudential effected a 30% and 20% impairment respectively on the face value of the bond,
and suspended interest accrual.
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Prescient, which has shorter-dated Land Bank notes, continues to receive interest on their exposure and remains confident
that no haircut to their exposure is likely. In terms of the recent capital repayments, money market step rate notes were
paid before the listed note holders. However, when the restructure takes effect, all debt will be converted into a single
instrument. This is to enable an orderly run down of the commercial book and repayment of all outstanding debt. When
this will happen, and exactly what the new instrument will look like, is still under discussion. Prescient is of the view that
there will not be any shortfall from the book. Both Rand Merchant Bank and Land Bank remain confident of this and the
independent valuer is busy confirming this for the note holders.
Our managers, and the industry as a whole, continue to engage on the matter and are a part of the process of negotiations,
but progress has been slow. Old Mutual Multi-Managers has been engaging with our fixed income managers on Land Bank
since April 2020. There has been a flurry of new information on Land Bank since April 2020, including the publication of
abridged and interim results on New Year’s Eve, and the release of two SENS notices in January 2021.
Our managers have urgently called for Land Bank, its shareholder and its advisors to make the crucial decisions that have
long been needed to implement the liability solution on terms that are appropriate for a defaulted and distressed entity
borrowing money from pension fund clients.
Driving the issue of sustainability has been key in the engagements both with our managers and their engagements
with National Treasury. The default on Land Bank was unexpected and risks impacting the way investors view similar kind
of investments in future. The treatment of Land Bank has the potential to set a precedent for the way the risks around
other SOEs could be viewed by the investor community going forward, particularly as government has allowed them to
fail. Land Bank played a key role in supporting the agricultural sector, and this support was revoked without warning. Our
managers have therefore engaged with Treasury, both to protect our investments, as well as to ensure that the process of
closing down certain parts of the bank is judiciously managed.
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UPGRADING
SOUTH AFRICA’S
INFRASTRUCTURE

Increased infrastructure investment is the one area on which
business, government and labour appear to agree in South
Africa. The country’s infrastructure needs are substantial, and
infrastructure spending has a high multiplier effect in that
it raises economic activity in the build phase, and supports
economic activity in the use phase.
Infrastructure spending currently comprises about 5% of GDP
(approximately R250 billion per annum). Fixed investment
spending has, however, been waning as indicated in figure 26,
which shows that, currently, only 14% of spend (private plus
government) is related to fixed investment. So, it’s clear that
South Africa is still a long way from the National Development
Plan (NDP) target of investment of 30% of GDP by 2030. Apart
from government having limited fiscal capacity to provide
infrastructure stimulus, we have also seen massive underspending
in infrastructure by all sectors of government.

Private sector ﬁxed invesment

14

of the current administration, and there has recently been
significant engagement between government and the private
sector around funding and skills in order to stimulate such
infrastructure development going forward. The combined
efforts of both the public and private sectors are required, and
effective collaboration is key. The enabling power of the public
sector has to combine with the competencies and capital
of the private sector to ensure sustainable positive progress.
Large infrastructure projects typically require partial government
financial support to be commercially viable, but there are
also options for blended financing for public infrastructure,
i.e. combining capital from the public and private sectors,
development finance institutions and multilateral development
and use government funding to fill the funding gaps, instead of

Government and SOE ﬁxed investment

government being expected to fund projects in their entirety
as was the case previously.

12
% of GDP

Despite this, infrastructure development remains a key priority

banks. The future intent is to maximise private sector investment

Figure 26:
16

THE IMPORTANCE OF PUBLIC PRIVATE
PARTNERSHIPS

10

REGULATION 28 OPPORTUNITIES AND
QUESTION MARKS

8
6
4

With this planned public/private collaboration in mind, National

2

Treasury released draft amendments to Regulation 28 of the
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Pension Funds Act on 26 February 2021 with the primary
purpose of making it easier for pension funds to invest in
infrastructure. The draft changes propose an allowance of up

Source: Refinitv Datastream
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for economic growth. Short-term benefits would include job

2.	It may not be necessary to place onerous restrictions around

creation, increased economic activity, and improved consumer

sub-limits or to place a cap on the overall percentage that

and business confidence. Over the long term, the higher

a pension fund can invest in infrastructure.

institutional infrastructure investment levels would result in
increased productive capacity in the South African economy.

Some pension funds already make meaningful investments in
infrastructure and related investments and are willing to invest

The private sector has long indicated its willingness to participate

further. Despite this, investors are well aware of the projected

in government’s infrastructure programme and will do so

infrastructure funding shortfall over the next two decades.

provided there is a fit and proper policy in place, along with

Pension funds can play a key role in addressing this challenge,

regulatory certainty. With regards to the proposed changes

but this needs to be done within the constraints of simplified

to Regulation 28, it is imperative that government and the

and straight-forward legislation that does not place onerous

retirement fund industry reach a clear agreement on the

obligations on those funds. In other words, while many pension

definition of ‘infrastructure’ for the purposes of investment.

funds are eager to increase exposure to infrastructure assets

The importance of getting this definition right cannot be

and related investments, it does appear that some water will

underestimated. If it is too narrow, appropriate projects with

need to flow under the proverbial bridge before trustees have

significant positive externalities may inadvertently go unfunded.

the clarity to do so with confidence.

While an expansion of the investment universe is generally
most welcome, the most significant infrastructure investment
opportunities remain largely limited to a number of parastatals.

However, realistic expectations about what the private sector
can achieve in terms of delivering infrastructure are also
required. The private sector, funded by pension funds and

The industry has welcomed the National Treasury’s release of

other sources of capital, will invest where a reasonable return

its draft amendments to Regulation 28. However, two main

can be made. This implies investments in infrastructure that

concerns remain:

can generate inflation-beating risk-adjusted returns. The list

1.	The above-mentioned definition of ‘infrastructure’ in the

of such investments is long, including electricity generation,

proposed legislative change is linked to the Infrastructure

freight rail, ports, housing, and hospitals, but some key pieces

Act and is very restrictive as it excludes all non-government-

of infrastructure probably don’t belong on this list. Access

led infrastructure initiatives. To a degree, this is tantamount

to these will need to be provided by government entities,

to prescription. The industry believes that the definition

including underperforming local government authorities. As

should rather be all-inclusive, including both private and

an example, pension funds can invest in toll roads and expect

public infrastructure.

to earn a steady return, but most roads in the country are not

35 |

suited to toll structures, including suburban streets and rural

projects, which have been awarded preferred bids in the latest

roads. These types of roads therefore need to be built and

round of REIPPP, represent the lowest-cost source of new

maintained by government. So, while private investment in

electricity production for the country and will be rolled out more

infrastructure can play an important role in plugging gaps in

quickly than any other form of energy generation technology.

our national infrastructure, it is not a silver bullet solution to
fix all the infrastructure problems that exist.

RENEWABLE ENERGY ROLL-OUT
Private sector participation in the Renewable Energy Independent
Producer Programme (REIPPP) has been successful. The REIPPP
programme has been well-coordinated and supported, and
attracted significant private sector capital. A total of 92 renewable
projects have concluded contracts to supply Eskom with energy

A SUCCESS STORY: KRUISVALLEI
HYDROELECTRIC GENERATION
PROJECT
The Kruisvallei Hydro project is the third hydropower project
to come online as part of South Africa’s Renewable Energy
Power Producer Procurement Programme (REIPPPP). The
project is situated along the Ash River between Clarens

under the first four bid windows of the REIPPP programme.

and Bethlehem in the heart of the Free State Province.

More than eighty projects have been fully constructed and are

Kruisvallei’s positioning is ideal. The facility is downstream

currently feeding electricity into the grid.

of the Lesotho Highlands Water Scheme which feeds the

If the country is able to replicate that model for other infrastructure
projects, the positive impacts of private sector investment in
infrastructure could be amplified and help to drive the recovery
of the South African economy at the pace required.
Despite the success of REIPPP, however, the future of
renewable energy in South Africa was uncertain, until the recent
announcement of the bid window for alternative energy under
the Risk Mitigation Independent Power Producers Procurement
(RMIPPP) programme. This is anticipated to switch on 2 000
MW of emergency power in the next two years.
Fortunately the South African REIPPP programme was designed
differently to many of the problematic renewable energy
programmes in other parts of the world. In countries like Spain,
Italy, Belgium, France and Germany, governments have failed

Vaal Dam along what is essentially canalised agricultural
land. As a result, water flow is constant and regulated, and
the environmental sensitivities are low.
Construction started on 26 March 2019 and the plant
began operating commercially on 25 February 2021.
It generates approximately 24GWh per annum,
supplying enough clean energy to power around
1 916 homes. The plant is split into two run-of-river
hydropower plants that combine to supply 4MW of hydroelectric power through two turbines under a 20-year power
purchase agreement. The project is financed by Facility
for Investment in Renewable Small Transactions and
Futuregrowth Asset Management, on behalf of its clients.
Unemployment, access to education and housing shortages
are some of the biggest social and economic challenges

to honour payment commitments as contractual tariffs were

experienced by the Clarens and Bethlehem communities.

either unilaterally slashed, or heavily taxed to compensate for

A portion of the Kruisvallei Hydro project’s annual operating

prices that were set too high at inception of the contracts.

revenues will be used to support initiatives in Early Childhood

South Africa’s renewable energy procurement programme, on

Development (ECD), including: nutrition programmes;

the other hand, includes the following two critical measures

youth and adolescent education, motivation and behaviour;

that were absent from these European examples:

employment and skills development opportunities; and

•	A Megawatt limit on the capacity applicable to the

substance abuse mitigation

programme. Procurement is managed according to
government’s planned requirements over the long term.
•	A competitive auction-based bidding process, which has
set the tariff for each project on an open, competitive
bid instead of a standard ‘feed-in-tariff’ applicable to all
projects.

INVESTING IN ALTERNATIVES
Old Mutual Multi-Managers has engaged with many fund
managers who manage assets in the ‘alternative’ investing
arena. Our research highlights that a key objective of impact
fund investing is to fund investments that are consistent with

These factors have resulted in a significant reduction in tariff

the SDGs. High quality investments are focused primarily on

prices in each round of REIPPPP and should serve to mitigate

addressing the following specific themes:

the risk of the South African government reneging on the

•	Economic infrastructure – roads, rail, ports, renewable

agreements signed with the various project companies. Those
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• 	Social infrastructure - healthcare, schools, arts, and sports

Old Mutual Multi-Managers investment in the Futuregrowth

•

Infrastructure and Development Bond Fund continues to

Telecommunication

•	Employment - preservation, growth and inclusivity
•	Housing
•

Financial inclusion

•

Climate change

In principle, value creation is achieved by having a significant
influence over a project’s strategic direction, promoting value
unlock initiatives and overseeing the capital allocation process.
Close attention is also paid to ‘attractive acquisition prices’ to
minimise the risk of capital loss.

play an integral part in infrastructure funding. The fund was
launched by Futuregrowth about 20 years ago and has funded
various initiatives in the infrastructure and developmental
space, gaining exposure to sectors such as power, transportcorridors, healthcare, education, SMME development and
affordable housing. Diversity continues to play an important
role in terms of the management of the fund, with exposure
to more than 154 issuers and over 37 economic sectors. The
conclusion of our research into ‘alternative’ asset classes, will
likely see the inclusion of more impact type funds invested in
much-needed development.
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