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ABOUT US
OUR VISION
TO GENERATE SUSTAINABLE LONG-TERM RETURNS FOR OUR CLIENTS 
THAT MAKE A DIFFERENCE IN THEIR LIVES.

OUR MISSION
TO RELENTLESSLY PURSUE INVESTMENT EXCELLENCE, WITHIN AND 
ACROSS OUR BOUTIQUES, IN ORDER TO GROW OUR CLIENTS’ WEALTH 
OVER LONG PERIODS OF TIME.

We believe in the pursuit of 
investment excellence across our 
capabilities. That way, we can 
deliver consistently to our clients.

We operate as independent 
boutiques, with specific skills to 
deliver on our clients’ investment 
needs. That way, we remain 
nimble and focused.

We invest for a future that 
matters. We want our clients’ 
wealth to grow in a sustainable 
way by building a better future 
for all.

We invest our own money 
alongside our clients. That way, 
our interests are entirely aligned.

OUR PRINCIPLES
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3RESPONSIBLE INVESTMENT

INVESTING TODAY, 
FOR TOMORROW

Figures as at 30 June 2018  |  Sources: Old Mutual Alternative Investments; 
African Infrastructure Investment Managers (AIIM); Old Mutual Specialised 
Finance; Futuregrowth Asset Management; UFF African Agri Investments; 
Old Mutual Investment Group 

Farm workers are provided with access to 
housing, pre-paid primary healthcare, 

education and training. 

R1.2 
BILLION

In 2018 our investment into schools has 
afforded more than 18 000 children access 

to quality education. 

R2.6 
BILLION

R18
BILLION

We invest in affordable housing, providing 
student accommodation, rental units as well 

as greenfield developments. 

By investing in clean energy projects across 
Africa, we help power more than

800 000 homes. 

We have committed  R120 BILLION  
towards an inclusive, sustainable 
economy on behalf of our clients. 
Here are some of the highlights.

R34.5 
BILLION

2 A MESSAGE FROM THE MD

Often, when the subjects of the green economy or sustainable business come up, these 
common refrains arise: sustainability is not really a top priority for investors; and financial 
markets only care about short-term earnings performance. Well, we beg to differ. 

The investment industry is changing, 
evolving. There is a growing demand 
from both retail and institutional 
investors to align their capital with 
better environmental, social and 

governance (ESG) outcomes. Investors are 
increasingly realising that engagement and 
management of ESG issues does not detract 
from generating profits. On the contrary, it aids 
in gaining returns. 

SO WHAT’S NEXT?
Responsible investing is noticeably exploding 
as a practice and, although it is always risky 
to say anything definitive about the future, I 
believe at some point all investment practices 
will have to incorporate ESG considerations.  

With that said, here are further key 
observations we’ve noted for the rest of 2018 

and beyond: 

■■ Business leaders who don’t yet understand 
ESG factors as a systemic risk and opportunity 

will have to get on board. On that note, we 
have penned a letter to SA’s CEOs 

to ensure we are transparent 
and honest about what we 

expect of Corporate SA’s 
leadership. Read the letter 
on page 7.  

■■ Expect a continued 
focus on “long-term 
value creation” – you 
can read about the 
benefits of long-
horizon investing on 
page 10. 

■■ Shared value will become a central ethos to 
address the root causes of socio-economic 
challenges such as poverty, inequality and 
unemployment. For us, education is a key 
remedy in this context. Go to page 14 to find 
out how one of our impact funds is helping to 
address an Apartheid hangover by bringing 
schools closer to those who need them. And 
find out how we can drive real broad-based 
transformation on page 16. 

■■ Artificial Intelligence (AI) and big data are 
increasingly changing how we understand 
companies, products, and services. Go to 
page 24 for a quick rundown of how the 
fourth industrial revolution is impacting 
the investment industry, and responsible 
investment in particular. 

A SUSTAINABLE GOAL 
Responsible Investment makes sense: 
investee companies' efforts to do good can 
be rewarded through improved operations 
and performance; and for investors there is 
substantial value from analysing non-financial 
data and incorporating it into the decision-
making process. 

As we all strive towards a sustainable place 
of being, I trust you will find value in some of 
the subjects we tackle in our fourth edition of 
Tomorrow, As Invested As You Are. 

Regards

KHAYA GOBODO
MANAGING DIRECTOR:  
OLD MUTUAL INVESTMENT GROUP

FOREWORD
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From income inequality and high 
indebtedness to consistent 
unemployment, governance failures 
and ravaging droughts, we are 
living in a time characterised by 

complexity. And it’s within this context that 
both allocators of capital and business leaders 
must work towards driving inclusive growth 
and financial performance.  

ALIGNED INTERESTS
South Africa has a great opportunity to regain 
high levels of economic growth if we can 
turn market inflows into real foreign direct 
investment in our economy. Global growth is 
also supportive in enabling stronger export 
performance. However, these objectives 
will only be met with support from a stable 
government aligned with a private sector that 
exhibits strong governance and a long-term 
mindset.

As an investment management business, we 
manage money for a range of institutional 
clients who have long liability horizons. And 
our responsibility lies with our end clients, 
who have real concerns about being able to 
retire with sufficient financial resources in a 
world that is safe, just and environmentally 
sound for their children.

Globally, we are seeing an increased interest 
from businesses in understanding the impact 
environmental, social and governance (ESG) 
factors have on financial performance. This 
interest is not born of baseless optimism; 
there is growing evidence1 that proper ESG 

1  Khan, Mozaffar and Serafeim, George and Yoon, Aaron, Corporate 
Sustainability: First Evidence on Materiality (November 9, 2016). The 
Accounting Review, Vol. 91, No. 6, pp. 1697-1724.  

WRITTEN BY 
HYWEL GEORGE,
D I R ECTO R  O F 
I NVE ST M E N TS:  O L D 
M UTUA L  I NVE ST M E N T 
G R O U P 
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THE

With the primary 
listing of Old Mutual 
Limited in South Africa 
on the Johannesburg 
Stock Exchange, our 
business has had to 
fully appreciate what 
it means to be truly 
anchored in Africa. And 
our focus is inevitably 
drawn to the challenges 
South Africa faces.  

LEADERSHIP 
CHALLENGE  

ETHICS AND LEADERSHIP 
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Dear CEO,

The purpose of this letter is to establish an open 
dialogue with you, and CEOs of other listed JSE firms, 
regarding issues that we see as critical for long-
term shared value creation across the South African 
economy. 

The past few years have shown us that environmental, 
social and governance (ESG) issues are very real and 
directly impact the ability of firms to generate value for 
all stakeholders.  Governance failures, both in the private 
and public sectors, along with the mounting costs of 
environmental and social issues together convey a clear 
message - ignore ESG risk at your peril.   

The positive news is that tackling ESG doesn’t have 
to come at a cost to a company, rather, if addressed 
correctly it can be a source of competitive advantage, 
profit and growth. It’s no surprise then that as an 
investment firm, we focus intensely on the way in which 
a company addresses these issues. 

GROWING RETURNS SUSTAINABLY  
As one of the largest custodians of South Africans’ 
savings, we have a deep responsibility to our clients to 
manage and grow their assets in a sustainable manner. 
An important component of the returns we generate 
comes from the investments we make in listed firms such 
as yours. As such we rely on your leadership in managing 
ESG risks and capitalising on ESG opportunities. 

Over time we have consistent long-term exposure to the 
listed markets, and thus have material interests in how 
long-term sustainability issues are addressed by market 
participants. From our perspective tackling these issues 
is not only good for the issuers, it makes sense from an 
investment perspective and it’s good for our clients and 
for society at large. 

PARTNERING WITH OUR INVESTEE COMPANIES 
We continuously engage with company executives on a 
range of ESG issues and are encouraged by the largely 
positive response. Our belief is that together we can 
accomplish a great deal. But it will demand robust, 
frank engagements, sometimes requiring us all to 
reassess how we measure performance, and working 
towards a joint vision of how to create shared value.

As such we have identified three key areas that we 
believe are critical for CEOs to provide leadership on: 

■■ Transformation: Transformation is an imperative for South 
Africa and we fully expect the corporate sector to make its 
contribution. The economic rationale for market participants 

is clear – lack of socially inclusive growth and transformation 
will result in instability and muted growth. We will continue to 
actively engage with the laggards amongst our holdings and 
work with them to make progress on BBBEE. In addition to 
tackling ownership we see real opportunities for companies 
to address transformation by being more effective in the 
areas of skills development, enterprise development and by 
offering socially inclusive products and services. 

■■ Long-term sustainable strategy. It is critical that corporates 
have in place a clear, straightforward, well-articulated strategy 
based on long-term competitive advantage, a strong sense 
of purpose and a sound, sustainable business model. Integral 
to such a sustainable strategy must be a deep consideration 
of the impact of ESG factors; not just in a separate Annual 
Report but central to the business strategy itself. We will 
increasingly look to this area as the focus of our assessments 
and engagements. 

■■ Ethical Leadership: If South Africa is to seize the current 
opportunity and secure the long-term sustainable growth 
so desperately needed, then ethical private and public 
leadership needs to be central to our collective endeavours. 
We expect transparent and ethical dealings by directors and 
importantly seek clarity on the manner in which the company 
strategy aligns with rewards, and long-term incentives. We 
have a special interest in respect to the way human capital 
is managed, in particular skills development, succession 
planning and health and safety. Given that the tone is set at the 
top we expect the leadership team to take responsibility for the 
ethical issues associated with the company’s operations as well 
as its goods and services. We will be stepping up our focus on 
the manner in which businesses provide disclosure on ethics 
management and the outcomes thereof. 

As a long-term investor, we believe that it is in the interest 
of all participants in the financial ecosystem (asset owners, 
asset managers and issuers) to play a proactive and 
coherent role in creating long-term sustainable outcomes 
for all stakeholders. We believe that fundamental 
alignment on these issues creates a virtuous circle that 
connects the aspirations of South African savers with the 
long-term sustainable strategies of corporate SA. 

We thank you for your positive engagements thus far 
and look forward to further meetings to strengthen our 
communication so we can better tackle our common 
challenges and reap rewards for all of our stakeholders.  

Sincerely 

A LETTER TO CEOs

A CALL TO SA's BUSINESS LEADERS 

6

Hywel is responsible for the delivery of investment performance across Old Mutual Investment 
Group’s listed boutiques and is key in providing thought leadership to the business as well as 
nurturing and developing new investment products. He has worked in institutional and private 
client asset management in Europe and the Middle East for over 25 years. He has managed the UK 
and European equity business for Goldman Sachs, managed Morgan Stanley’s asset management 
equity business in Europe and was CEO of Dubai International Capital, a public equity business with 
clients throughout the Middle East. Prior to joining Old Mutual Investment Group he was a founding 
partner of Integral Asset Management, a UK-based boutique wealth management firm.

A B O U T  H Y W E L

GOVERNANCE HAS 
SPECIFICALLY BEEN 
TAGGED AS ONE OF THE 
BIGGEST INFLUENCERS 
OF PERFORMANCE.

"

"

AN OPEN 
LETTER  
As a long-term investor, 
we have composed a letter 
to Corporate SA’s leaders 
outlining our collective 
role in addressing ESG 
issues. See the letter on 
the adjacent page.

In summary, we look 
towards leaders that 
have strategic vision, a 
clear sense of purpose, an 
appreciation of integrating 
ESG issues into their 
businesses, and a deep 
understanding of the 
benefits of working with 
a stakeholder-inclusive 
approach. 

Our belief is that together 
we can accomplish a great 
deal; however, we may 
need to re-assess how we 
measure performance, 
and work towards creating 
shared value.  

ETHICS AND LEADERSHIP 

ethical culture then permeates throughout the 
organisation. 

We expect company directors to operate 
in a transparent and ethical manner and, 
importantly, ensure clarity in how the company 
strategy aligns with its rewards and incentives. 
We are specifically interested in how human 
capital is managed, in particular, with regard 
to skills development, succession planning 
and health and safety. Given that the tone is 
set at the top, we expect leadership teams to 
take clear responsibility for the ethical issues 
associated with the company’s operations and 
its goods and services.

Accountability extends beyond delivering 
short-term earnings. Generating positive 
investment returns is our fundamental 
objective, that is inarguable – but that does not 
inoculate us from our shared responsibilities. 
We all need to recognise the connectivity 
between the economic, social and biophysical 
systems that guide our world and which will 
ultimately determine our collective future. 

We need business leaders who consider 
ESG factors in everything they do. Indeed, 
evidence  points to the fact that businesses 
that intentionally integrate ESG issues 
typically reap the benefits of stronger growth 
prospects, enhanced operating efficiencies, 
stronger social licence to operate, enhanced 
staff retention, lower cost of capital, better 
innovation and, ultimately, stronger and longer 
competitive advantage. 

A clear, long-term sustainable corporate 
strategy is critical. We need leaders who are 
applying their minds to the long-term strategic 
challenges of decarbonisation, social inclusivity, 
job creation, healthcare, education and skills 
development. It is critical to fully understand 
and incorporate ESG considerations at an 
industry and a company level. It’s about 
understanding where we can make the 
most impact and how we can influence our 
businesses, communities and environment in 
the most positive way.

management can lead to superior performance. 
Therefore, investors are becoming increasingly 
focused on how companies are managing 
these issues and potentially unlocking new 
opportunities. This is specifically relevant in 
emerging markets, where 65% of studies found 
a positive correlation between ESG factors and 
financial performance. There is thereby a strong 
business case for those companies willing to 
take a leadership position in this regard.

GREAT EXPECTATIONS
As asset managers with a long-term lens 
and an aim to secure a more sustainable 
allocation of capital, we consistently engage 
with business leaders on how we can create 
an enabling market ecosystem. And to that 
end, we have some expectations of SA Inc.’s 
leadership. 

Good corporate governance is non-
negotiable. For us in emerging markets, 
governance has specifically been tagged as 
one of the biggest influencers of performance. 
Moreover, recent local examples have shown 
the immense costs associated with failures in 
corporate governance. 

Good corporate governance is essentially 
about effective, ethical leadership. Although 
leadership starts with each individual director 
and executive, it expresses itself through the 
board as a collective via the implementation 
of appropriate policies and practices. This 

HYWEL GEORGE  
DIRECTOR OF INVESTMENTS
OLD MUTUAL INVESTMENT GROUP  

KHAYA GOBODO  
MANAGING DIRECTOR
OLD MUTUAL INVESTMENT GROUP
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LONG-HORIZON 
RETURN 
OPPORTUNITIES
ACTIVE OWNERSHIP
A study3 showed that 
engagements with investee 
companies generated, on 
average, excess returns of 2.3% 
in the year following the initial 
engagement – clear evidence 
of the benefits of being active 
owners encouraging investee 
companies to take long-term 
approaches.

LIQUIDITY PROVISION
When investors are willing 
to pay for liquidity – in other 
words, sell assets below “fair 
value” – the other side of the 
trade gets paid. A study4 by 
the now-closed Centre for 
International Finance and 
Regulation (CIFR) suggested 
that long-horizon investors 
have the potential to earn 
additional returns of 1.0% pa by 
providing liquidity when it is 
most needed.

ILLIQUIDITY RISK 
PREMIUM (IRP)
When investors accept 
illiquidity, they accept greater 
uncertainty about the 
outcome because they are less 
able to liquidate the asset. The 
longer the capital is tied up, the 
more return investors expect 
by way of compensation. Some 
academic studies5 pointed to a 
range of 0.5% to 2% pa for this 
particular premium.

CAPTURING SYSTEMATIC 
MISPRICING
The fourth return opportunity 
for long-horizon investors 
comes from exploiting various 
mispricing effects via factors 
or smart betas. Decades of 
data6 have suggested that this 
can add more than 1.5% pa 
relative to the market cap-
weighted index.

Liquidity 
provision

Active 
ownership

Capturing 
systematic 
mispricing

Illiquidity 
risk 

premium

Thematic 
investing

Avoid 
buying high 
and selling 

low

Avoid 
forced sales

Lower 
transaction 

costs

LONG-HORIZON 
RETURN 

OPPORTUNITIES & 
AVOIDING DRAG ON 

RETURNS 

THEMATIC INVESTING
Investors have long been 
aware of thematic investing 
and belief in its ability to 
create value appears to be 
strong. However, the lack of 
consistency in implementation 
approach means we have 
been unable to find empirical 
evidence that categorically 
demonstrates the success of a 
thematic approach. 

AVOID DRAGS
AVOID BUYING HIGH AND  
SELLING LOW
A long-horizon mindset 
can usefully guide 
behaviours to avoid 
chasing past performance. 
A study7 estimated that by 
replacing their investment 
managers, a group of US plan 
sponsors gave up on average 
a cumulative 1.0% in the three 
years following the change.

AVOID FORCED SALES
Open-ended fund structures, 
despite the flexibility they 
provide, might not be fit-
for-purpose for long-horizon 
investors. In such a structure, 
long-horizon shareholders 
effectively subsidise their 
short-horizon peers for 
their liquidity needs. One 
study8 found that liquidity-
driven trading in response 
to flows (in particular 
redemptions) reduced returns 
in US open-ended mutual 
funds by 1.5% to 2.0% pa.

LOWER TRANSACTION 
COSTS
The last, but not least, of 
the building blocks, is 
that significant savings in 
transaction costs can be made 
by avoiding unnecessary 
turnover as a long-horizon 
investor.

8 PATIENT CAPITAL

Jaap van Dam, principal director of investment strategy at PGGM – one of the world’s largest asset 
owners known for its commitment to long-horizon investing – once asked what he called the million-
dollar question: “Can we be reasonably certain that we will be rewarded for being a long-horizon 
investor? Because, if we’re not, then why bother?”1 A sound answer to this question, as Jaap rightly 
put it, will determine whether long-horizon investing will really take off among asset owners.

We have been grappling with this issue within the Thinking 
Ahead Institute for some time now, and at the start of 2017 
formed a working group of members who shared our passion 
to make more definitive progress on the matter. The first fruit 
to emerge from this initiative is a paper called The search for a 

long-term premium2, with more recent papers, including Converting the 99 (about 
developing long-horizon investment beliefs), focused on helping investors access 
this premium. Its conclusion is that a sizeable net long-term premium does exist, 
and we quantified its size as between 0.5% and 1.5% per annum (pa), depending on 
investors’ size and governance arrangements.

THE SEARCH
Quantification of the long-term premium is easier said than done. In an ideal 
world, we would have run a regression of net investment returns against investors’ 
time horizons. But this data simply doesn’t exist.

We therefore used an indirect approach, based on identifying return opportunities 
and ways to reduce the drag on returns that are only compatible with a long-
horizon investing approach. This resulted in eight building blocks, each practical to 
implement, albeit with changes required to an investment process. Together, these 
provide evidence of a sizeable premium available to genuine long-horizon investors.

THE SEARCH 
FOR A LONG-
TERM PREMIUM

WRITTEN BY:
LIANG YIN 
D I R ECTO R , 
R E S E A R C H : 
T H I N K I N G  A H E A D 
I N ST I TUT E 

1   www.top1000funds.com/featured-homepage-
posts/2016/06/17/long-horizon-investors-a-crazy-bunch/ 

2  https://www.thinkingaheadinstitute.org/en/Library/Public/
Research-and-Ideas/2017/05/The-search-for-a-long-term-
premium

3  “Active Ownership”, Dimson et al, Review of 
Financial Studies, 2015, Vol. 28, Issue 12

4  “Long-term investing: An institutional investor 
perspective”, Geoff Warren, 2014, CIFR

5  “Long-term investing: An institutional investor 
perspective”, Geoff Warren, 2014, CIFR

6   “The Surprising Alpha from Malkiel’s Monkey & 
Upside Down Strategies”, Arnott et al, The Journal 
of Portfolio Management, 2013, Vol.39, No. 4

7   “The Selection and Termination of Investment 
Management Firms by Plan Sponsors”, Goyal and 
Wahal, Journal of Finance, 2008, Vol. 63, No. 4

8   “Investor flows and the assessed performance 
of open-end mutual funds”, Edelen, Journal of 
Financial Economics, 1999, 53(3)
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AFRICA TOMORROW

AFRICA'S FUTURE  

A few key trends give a glimpse 
into how Africa’s future could 
unfold over the coming decades: 

Africa’s population will continue 
to grow rapidly and remain the 
youngest in the world; urbanisation 
will keep rising; the number of 
Africans living in extreme poverty 
is set to increase and, although the 
continent’s economy will continue 
to expand, individual countries’ 
performances will vary greatly. 

Overall, African economies need to 
grow much faster and make more 
strategic investments to reduce 
poverty, improve development 
outcomes and build adequate 
infrastructure. 

Where will this growth come from?

Sources: UNICEF/ World Health Organization joint analysis (water and sanitation), 
2016; International Road Federation (roads) data, 2016; World Bank (electricity) data, 
2016; United Nations World Urbanisation Prospects, 2016; Institute for Security Studies, 
2016; International Finance Corporation, 2017; EY: Attractiveness Program Africa 2017; 
The Future of Jobs and Skills in Africa: Preparing the Region for the Fourth Industrial 
Revolution, May 2017, World Economic Forum.
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PATIENT CAPITAL

IT’S ALL ABOUT GOVERNANCE
Capturing the benefits of long-horizon investing will require a major shift in 
mindset and significantly expanded skillsets by investors. We consider two 
hypothetical funds to develop a reasonable estimate of the potential net long-term 
premium in practice.

The smaller fund (c. US$1bn) focuses on avoiding the drags. It reduces manager 
turnover, avoids chasing performance, and moves part of its passive exposure into 
factor strategies. The rationale is: if you don’t have the resources to win big, at least 
don’t lose. The combined net benefit of these efforts is potentially an increase in 
investment returns of about 0.5% pa.

The larger fund (c. US$100bn) has the governance and financial resources to 
consider all available options. It introduces long-horizon return-seeking strategies, 
while reducing any drags. The net uplift to returns is potentially around 1.5% pa.

In the investment world, where there are very few universal truths, it would be 
hubristic to conclude that we have proven the existence of the long-term premium. 
We are, however, “reasonably certain” that any costs of developing the mindset 
and acquiring the skillsets to address long-horizon investing challenges are 
substantially outweighed by the potential return enhancements. 

A B O U T  L I A N G
Liang is a senior researcher in the Thinking Ahead Group, an independent 
research team within Willis Towers Watson and executive to the Thinking Ahead 
Institute. Liang has more than a decade of investment and investment industry 
research experience. He has authored or co-authored a number of published 
investment thought pieces in the past covering a wide range of topics including 
long-horizon investing, investment decision making, investment theory and risk 
management. Liang is a regular op-ed contributor at top1000funds.com.

About the 
Thinking 
Ahead 
Institute 
The Thinking Ahead 
Institute is a global 
not-for-profit group 
whose aim is to influence 
change in the investment 
world for the better by 
improving the provision 
of savings. 

The Institute’s members 
comprise asset owners, 
investment managers 
and other groups that are 
motivated to influence 
the industry for the good 
of savers worldwide. 

It has over 40 members 
with combined 
responsibility for over 
US$12 trillion and 
is an outgrowth of 
Willis Towers Watson 
Investments’ Thinking 
Ahead Group.  

CAPTURING THE BENEFITS OF LONG-HORIZON 
INVESTING WILL REQUIRE A MAJOR SHIFT OF 
MINDSET AND SIGNIFICANTLY EXPANDED 
SKILLSETS BY INVESTORS.

"

"
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12 TRANSFORMATION

TO OUR COMMUNITIES
As much as South Africa has reason to celebrate its diversity and democracy, 
wealth inequality poses a challenge to our society’s cohesion - fiscal and social 
sustainability are inevitably intertwined. And although many of our current 
obstacles are rooted in the historical legacy of exclusion, we must face the fact that 
South Africa has been consistently outperformed by other BRICS (Brazil, Russia, 
India, China, and South Africa) and Sub-Saharan African countries since the dawn 
of our democracy – see Chart 1.  

Positive outcomes should not only be measured in rands and cents. Our 
communities require asset owners and allocators that appreciate their potential 
to create a wider impact: from improving access to education and generating 
much-needed jobs to driving transformation and greater economic inclusion in 
the communities in which they live and work. By having a responsible investment 
commitment and truly implementing it throughout our investment processes, we 
can help ensure broader economic stability for the country.

World Bank estimates suggest that a 1-percentage-point increase in economic 
growth can lift at least 170 000 South Africans out of poverty (using the upper 
poverty line)4. That is why responsible investment is so critical – to fuel growth, 
productivity and competitiveness and, ultimately, combat inequality. Sustainability 
should not be a trendy word for now, but a vital reality for the long term.

TO US ALL 
Managing assets and delivering investment performance need to align with 
creating long-term enduring value through an approach that is also beneficial to 
tomorrow’s generations. This is not an easy feat, we are still challenged as we realise 
this within our own business, but we passionately believe responsible investment is 
an aspirational goal that we should all strive towards. Ultimately, as we do what we 
do, what we all need to grasp is this truth: the future is a present priority. 

A B O U T  K H A Y A

Khaya is responsible for the asset 
management division at Old Mutual 
Investment Group. He has extensive 
experience working at large, sophisticated 
investment firms and, having previously 
built a boutique investment firm from the 
ground up, is well placed to unlock further 
value within our multi-boutique model.

RESPONSIBLE INVESTMENT

 TO OUR CLIENTS 

Many investors have an intuitive understanding of sustainability 
and a genuine interest in contributing towards a better tomorrow. 
Those who have their savings invested with us depend on us 
to improve their lives over the long term. This responsibility, we 
believe, goes beyond investment returns. Being part of greater 

society also means that asset owners are as concerned about socio-economic 
difficulties as everyone else – and if given the option to gain investment returns 
and positively impact our world, who would object? However, few investors have 
a working definition, let alone a fully-integrated sustainable investment strategy. 
And many still believe that responsible investment means that, to some extent, 
one has to compromise on investment performance. 

Well, in truth, comprehensive research (based on more than 2 000 studies over 
the last four decades) shows that sustainable investing is uncorrelated with poor 
returns.1 This means by investing responsibly, we can sustainably grow our clients’ 
wealth over the long-term and also help build a better future for all. 

Our responsible investment approach aims to deliver appropriate risk-adjusted 
returns for our clients and improve people’s lives – through our investment 
expertise, these goals need not be mutually exclusive. 

As asset managers we take our fiduciary duty very seriously; we know that we 
need to understand and consider all risks when allocating capital on behalf of 
our clients. That is why we have adopted a cross-cutting approach that integrates 
material environmental, social and governance (ESG) issues into our investment 
and ownership decision-making processes across all asset classes and investment 
styles. For us, to meet client needs, it’s imperative to have a clear commitment to 
driving an engagement approach that ensures that the assets we invest in meet 
their long-term performance goals in a sustainable manner. 

TO INVESTEE COMPANIES
It’s increasingly difficult to separate ESG factors from business performance. As one 
of the largest private sector custodians of South Africans’ long term savings, we are 
deeply committed to managing and growing our clients’ assets in a sustainable 
manner. That is why we actively look to invest in companies that invest in the future. 

Our experience shows us that material ESG issues directly impact the ability of 
firms to generate long-term value for all stakeholders. This view is backed up by 
both industry and academic studies – notably research from Harvard Business 
School which shows that “companies that operate with a true long-term mindset 
have consistently outperformed their industry peers since 2001 across almost 
every financial measure that matters.2” It is the businesses that plan and operate 
with the future in mind that will meet their performance objective in the long run. 

As Old Mutual Investment Group, we want to contribute to a legacy of responsible 
business practices that improve the lives of all stakeholders – including both 
investors and investees. One of the ways we are working towards this is through 
regular engagement with listed companies on a range of ESG concerns.3  
On page 7 you can also read our open letter to CEOs of listed JSE firms discussing 
issues that we believe are critical for long-term shared value creation across the 
South African economy.

WHY INVESTING FOR THE 
FUTURE SHOULD MATTER
For us, being entrusted with our 
clients’ capital means business-
as-usual is simply not an option. 
From our understanding of the 
growing sustainability trend 
and its potential to impact the 
competitive landscape across 
sectors, Old Mutual Investment 
Group has committed itself to 
responsible investment in order 
to, firstly, meet our investment 
mandate, and secondly, 
contribute positively to our shared 
future. And this commitment 
has to be actively realised at the 
asset owner, asset manager and 
investee company levels. 

WRITTEN BY 
KHAYA GOBODO, 
MANAGING 
DIRECTOR:  OLD 
MUTUAL INVESTMENT 
GROUP

1 Alexander Bassen, Timo Busch, and Gunnar Friede, “ESG and financial 
performance: Aggregated evidence from more than 2000 empirical 
studies,” Journal of Sustainable Finance & Investment, 2015, Volume 5, 
Number 4, pp. 210–33.

2  Corporate Sustainability: First Evidence on Materiality - Harvard 
Business School  Khan, Serafeim, Yoon - https://dash.harvard.edu/
bitstream/handle/1/14369106/15-073.pdf?sequence=1; https://www.
fcltglobal.org/research/publications/finally-proof-that-managing-for-the-
long-term-pays-off-harvard-business-review

3  Please see our annual Proxy voting and engagement report - http://
ww2.oldmutual.co.za/docs/default-source/old-mutual-south-africa/omig/
omig-about-us/responsible-investments/10709-responsible-ownership-
report-2017.pdf

4  http://documents.worldbank.org/curated/en/530481521735906534/
pdf/124521-REV-OUO-South-Africa-Poverty-and-Inequality-Assessment-
Report-2018-FINAL-WEB.pdf
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ACCESS TO EDUCATION

Soweto, Prestige Thornview 
in Soshanguve, a township 
to the north of Pretoria, and 
Meridian Newcastle located 
in Madadeni township, 
Newcastle. 

Impact investing, such as 
that provided by the Schools 
Fund, can help to facilitate 
the provision of high-
quality education, while still 
yielding attractive returns 
for investors over the long 
term. Importantly, private 
sector impact investing in 
education is not intended 
to create a divide between 
the private sector and 

Government. The aim behind 
impact funds is to ultimately 
support Government in 
delivering quality education 
for learners from historically 
disadvantaged backgrounds 
through independent schools 
– in most cases working with 
Government as partners in 
making this possible.  

The R1.4 billion Schools Fund, 
managed by Old Mutual 
Alternative Investments, is the 
first significant impact fund 
in the country’s education 
sector.  Launched in 2012, 
it is funded by Old Mutual 
Life Assurance Company of 

South Africa, the Government 
Employees Pension Fund 
(managed by the Public 
Investment Corporation) 
and the Eskom Pension and 
Provident Fund. The Fund 
invests in independent 
schools that provide quality 
education, while capping 
the school fees to make 
them more affordable for 
parents. The Schools Fund has 
partnered with the following 
school operators: 

■■ BASA Management 
■■ Royals Management
■■ Meridian (managed by 

Curro Holdings)

■■ Prestige (managed by 
Barnstone Education)

■■ EdInvest
■■ Two Oceans Foundation 
■■ Blue Hills Management 
■■ St Christopher’s. 

These school operators provide 
quality education and engage in 
sound financial management 
and good governance practices. 
In 2018, the Fund’s investment 
enabled the enrolment of over 
18 000 learners in 33 schools 
across the country. Working 
side by side with its partners, 
the Schools Fund ultimately 
hopes to provide facilities for 
40 000 learners by 2027. 

PORT ELIZABETH

MTHATHA

PIETERMARITZBURG

DURBAN

CAPE TOWN

EAST LONDON
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A FOOTPRINT  
TO EDUCATION

BASA Protea Glen Primary School (1)
BASA Protea Glen High School  (1)
Prestige College Protea Glen  (2)

Northern 
Academy (2)

Prestige College 
Thornview (2)

Prestige College Kirkney 
(Pretoria West) (2)
Princess Park College (2)
Queens Private School (2)

Meridian 
Karino  (2)

Meridian 
Newcastle (2)

St Christopher’s 
Private School (2)

Meridian Pinehurst (2)
Two Oceans Leadership 
Academy (1)

Meridian Cosmo City (2)
Prestige College Crystal Park (Benoni)  (2)

Royals Alberton (2)
Royals Sky City (Watervalspruit) (2)

Meridian 
Rustenburg (2)

*Number of schools in brackets  |  As at 30 June 2018 | 
Source: Old Mutual Alternative Investments 
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Apartheid’s legacy continues to entrench inequality in our country’s geography, meaning that 
largely black families typically live further from highly resourced, high-performing schools. Within 
this context, access to quality education can be too far out of reach for some children. This reality 
makes the contribution of the Schools and Education Investment Impact Fund of South Africa 
(Schools Fund) that much more impactful. 

LONG WALK 
TO CLASS  

WRITTEN BY THE 
IMPACT FUNDS 
TEAM,  OLD MUTUAL 
ALTERNATIVE 
INVESTMENTS Research about 

learners’ commutes 
in South Africa is 
still limited but it 
can be safely stated 

that the journeys some of 
our children make to schools 
can be long, daunting and 
sometimes even dangerous. 
According to the Gauteng 
City-Region Observatory 
(GCRO) – which builds the data 
and analysis to help inform 
development in the region 
– over a third of pupils (37%) 
in Gauteng still have to travel 
more than 5km to school. 

A typical early-morning scene 
in a South African township is 
a bevy of minibuses weaving 
through neighbourhoods, 
collecting township-based 
children to take them over 
long distances to schools in 
formerly whites-only suburbs. 
They travel these distances, 
often leaving home at dawn 
and returning close to sunset, 
to gain access to schools they 
perceive as better resourced 
and with what are considered 
to be better teachers than their 
equivalents in the townships. 
Education has been hailed 

as the key to unlocking the 
shackles of poverty. But in 
many instances their physical 
location still poses significant 
challenges. One way to help 
remedy this situation is to 
position quality schools close 
to the communities that 
need them the most. That 
is why the Schools Fund 
is invested in establishing 
schooling infrastructure 
in under-resourced 
communities, including those 
in areas traditionally known as 
townships. Examples of these 
include the BASA schools in 
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 THE MOST 
DIFFICULT 
CHALLENGE FOR 
BUSINESS WILL 
BE TO CUT OPEN 
THE ABSCESS 
OF BLACK 
FRUSTRATION 
AND TO 
COMMENCE 
THE HEALING 
PROCESS BY 
CREATING 
SPACES FOR 
PEOPLE TO 
CONNECT 
BASED ON 
THEIR COMMON 
HUMANITY.

to transformation. Essentially, authentic 
transformation requires impact, not 
compliance. 

BEYOND B-BBEE
So what are the alternative approaches to 
address transformation? How can companies 
move beyond the tried and tested B-BBEE 
compliance and the 25% black ownership deals 
with silent black partners? Two complementary 
ways to address transformation interest me. 
The first is the development of a transformation 
strategy that creates shared value while 
complying. A shared value strategy, as 
conceptualised by Michael Porter, is essentially 
a growth strategy. It requires a business to 
innovate in order to operate in a manner 
that creates business and social value. More 
importantly, it needs to be scalable and 
measurable on impact. Although not all 
transformation efforts in business will meet 
the requirements of shared value (companies 
also need to redistribute part of the wealth 
it creates through, e.g. charitable spend), 
growth strategies that are inclusive are vital to 
achieving the B-BBEE legislation’s objective 
of economic growth. Linear strategies will only 
take a business so far.  

Ideally, transformation should happen because 
people in power (and those without) want it to 
happen.  In our work we find that companies 
that include transformation targets in key 
performance indicators (KPIs) and link it to 
bonuses/short-term incentives are effective 
at driving B-BBEE compliance. To be blunt, 
relying on incentives or punishments won’t be 
enough to bring about sustainable change. 
Companies that only follow this approach are 
likely to be those with high B-BBEE scores, but 
that consistently lose black senior managers2.  

It is my view that the most difficult challenge 
facing business is not the crafting of a 
transformation strategy, nor drawing up 
the detailed plans, nor putting in place 
the appropriate governance structures for 
implementing those plans.  Rather, the most 
difficult challenge for business will be to cut 
open the abscess of black frustration and to 
commence the healing process by creating 
spaces for people to connect based on their 
common humanity.  

FACING RACIAL FRUSTRATION IN 
OUR ORGANISATIONS 
Research conducted by South African scholar 
Professor Pumla Gobodo-Madikizela, and 
fellow researchers within the Historical Trauma 
and Transformation Unit at Stellenbosch 
University3, highlights the deep, and often 

hidden, psychological scars that persist 
in the lived experiences of South Africans. 
Whether you are a victim or beneficiary 
of the Apartheid system, their work shows 
that deep analysis and therapy, and above 
all, engagement with the past and how it 
affects our current reality, is required for 
transformation to take place. 

Connecting with our own humanity is a 
challenge in our fast-paced world. Taking 
the time to connect to those different from 
us is even more difficult. The works of writers 
such as Brian Draper4, Drs Andre Killian5 and 
Ian McCallum6 on spiritual and ecological 
intelligence place great importance on 
creating space to reconnect. Reconnecting 
with others (and nature) allows us to look 
at the challenge of transformation afresh. 
It enables us to create the language and 
creative responses required to bridge the 
stalemate between black in white in South 
Africa 24 years after democracy.  And it allows 
us to become keystone South African citizens.   

My hope is that going forward companies will 
be excellent at complying with B-BBEE and 
implementing solutions that create shared 
value.  More importantly, that leaders will 
make the effort to re-open the much-needed 
conversations about race, youth and gender 
inequalities in their organisations. With that 
we might rediscover our common humanity, 
so that radical economic transformation can 
finally start. 

1  Finweek, 2 February 2017. 

2  Research conducted by Dr. Biren 
Valodia, Ted Sun and Thomas Zachariah 
published in the International Journal for 
Business Management (2018) suggests 
that  “commitment to transformation” 
is a significant factor in black leadership 
integration and retention in JSE-listed 
companies.  If that commitment is driven 
from a place of want in addition to one of 
must it will clearly demonstrate a greater 
commitment to transformation. 

3 www.sun.ac.za/english/faculty/arts/
historical-trauma-transformation/
overview

4  Draper, B. 2010. Spiritual Intelligence: A 
New Way of Being, Lion Hudson.

5  Killian, A. 2015. Spiritual Intelligence 
And The Content Of Faith: A Post-
Foundational, Interdisciplinary And  
Hermeneutical Dialogue Between 
Danah Zohar And Dallas Willard, 
Stellenbosch University.

6   McCallum, I. 2008. Ecological 
Intelligence: Rediscovering Ourselves in 
Nature, Fulcrum Publishing.

A B O U T  R U D O L P H

Rudolph is a Director at the Alternative 
Prosperity Group. The Group includes 
Six Capitals Advisory, which provides 
ESG advisory and research services 
to institutional investors such as 
retirement funds and fund managers 
seeking to integrate ESG issues across 
their investment portfolios. Alternative 
Prosperity also crafts transformation 
and shared value strategies for large 
companies, conducts transformation 
research and delivers multi-stakeholder 
developmental projects. Rudolph is a 
CA(SA) and his post-article experience 
involved employment with Sasol where he 
worked on its global natural gas projects 
from 2003 to 2007. He was then appointed 
as lecturer and researcher at Stellenbosch 
University, after which he co-founded 
Alternative Prosperity in 2009. Currently, 
Rudolph lectures social enterprise on the 
development finance programmes at the 
Stellenbosch Business School. He holds a 
Masters in Development Finance.

"
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TRANSFORMATION

In 2017, Finweek published Alternative 
Prosperity’s research on transformation in 
the 20 years since democracy1. This research 
highlights that the South African economic 
transformation is still in its infancy:  South 

Africans continue to work in an untransformed 
economy where black South Africans own 
just 10% of the JSE Top 100 companies directly 
and 13% indirectly through pension funds 
and the like; black influence at an executive 
management level is limited; and although 
a significant black middle class is emerging, 
this middle class is heavily supported by public 
sector employment.

In view of the long road to economic 
transformation still ahead, what does an 
authentic response by business look like? 
What should be expected of business?  Broad-
Based Black Economic Empowerment 
(B-BBEE) legislation, as the centre piece of 
empowerment legislation, offers businesses 
a good framework. However, it has major 
shortcomings. Firstly, it provides recognition 
on inputs, not impact. It is also badly drafted, 
resulting in uncertainty and interpretational 

BEYOND RADICAL 
ECONOMIC 
TRANSFORMATION

challenges. Most importantly, there is a growing 
misalignment between B-BBEE compliance 
(e.g. Level 3) and stakeholders’ expectations. 
Government, parastatals and public retirement 
fund managers (such as the PIC) typically see 
authentic transformation as majority black 
ownership and influence. In practice, this 
misalignment plays out in the following ways:

Previously white-owned companies that 
move to 51% black ownership without African 
representation in the executive are often 
considered to be not truly transformed by 
stakeholders (although they are likely to achieve 
a high level of B-BBEE compliance).

It is possible for a company with a 25% 
ownership deal to achieve a Level 4 compliance 
or better without significantly transforming 
its executive and senior management. Again, 
compliance is possible without meeting 
stakeholder expectations.            

If follows that B-BBEE legislation, in its 
current form, cannot be the only measure 
of transformation.  Organisations need to 
define their own true “south” when it comes 

In President Ramaphosa’s 2018 “Thuma Mina” State of the Nation (SONA) address, the importance 
of swift and inclusive economic growth was underscored. In this, his first SONA, he also spoke to 
issues of ownership and land in a manner that will set our country up for prosperity. It was, however 
the idea of “thuma mina” (“send me”), which comes from a Hugh Masekela song, that galvanised 
South Africans to be part of the restructuring of the nation. Many South African businesses also 
heard this call for service and pledged their support.   

WRITTEN BY 
RUDOLPH FOURIE , 
D I R ECTO R  AT 
A LT E R N AT IVE 
PR O S PE R I TY  A N D  
S I X  CA PI TA LS  
E S G  A DVI S O RY 
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WRITTEN BY 
JON DUNCAN, 
HEAD OF 

RESPONSIBLE 
INVESTMENT: 
OLD MUTUAL 
INVESTMENT GROUP

TRANSITIONING 
OFF THE GRID – 
WINNERS AND LOSERS 

The transition to a low carbon economy is now recognised as 
a global imperative. The normative framing of this challenge 
to sustainability is founded in the scientific consensus that 
runaway climate change will have massively destabilising 
effects on the markets, societies and biophysical systems.  
Further support for this normative framing is provided by the 
now global acceptance that addressing environmental, social 
and governance (ESG) issues falls firmly in scope for those acting 
as fiduciaries. 
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THE ABCs OF ESG
INDEX INVESTING  

The key environmental, social, and governance (ESG) themes 
that underpin the  construction of our ESG indices:

KEY ISSUES CONSIDERED

• Climate change
• Natural resources
• Pollution and waste 
• Environmental opportunities   

ENVIRONMENT 

• Human capital
• Product liability 
• Stakeholder opposition
• Social opportunities (e.g. access to finance,
• communication, and healthcare)

SOCIAL 

• Corporate governance
• Corporate behaviour

GOVERNANCE 

INVESTING THROUGH AN ESG LENS PROVIDES 
EXPOSURE TO COMPANIES THAT HAVE THE 

STRONGEST SUSTAINABILITY PROFILES, WHILE 
MAINTAINING A SIMILAR RISK-RETURN 

PROFILE TO THE UNDERLYING MARKET.

THE BENEFITS OF
ESG INDEX INVESTING

CONSISTENT INVESTMENT 
PROCESS

POSITIVE IMPACT AND PROMOTING 
SUSTAINABILITY

COST EFFECTIVE INVESTING

DIVERSIFICATION

Best-in-class approach that empowers investors to vote with their feet by 
investing only in companies with high sustainability profiles – without 
compromising on investment returns.    

  We aim to invest in companies with a strong ESG stance to hedge against 
long-term risks while maintaining low systematic risk relative to the overall equity market.

 ESG index funds with live track record in globally developed markets, emerging markets and South Africa. 
 

OLD MUTUAL 
INVESTMENT GROUP’S 
ESG INDEXATION 
CAPABILITY 

First SA manager to track global ESG indices 

Launched the Old Mutual Responsible 
Investment Equity Index Fund (SA), the 
first of its kind in South Africa, in April 2016 

Underpinned by a robust and systematic 
ESG investment process

Our ESG integration is supported by a 
specialised Responsible Investment unit    

OUR APPROACH TO
SUSTAINABLE INVESTING 
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A B O U T  J O N

With over 20 years’ experience in the field 
of sustainability research and engagement, 
Jon leads the Responsible Investment 
programme at Old Mutual. His focus is on 
driving the systemic integration of material 
environmental, social and governance (ESG) 
issues across Old Mutual. Jon also heads up 
the Sustainability Research and Engagement 
function for Old Mutual Investment Group.

Another important South African industry 
that faces serious potential disruption from a 
transition to a low-carbon future is the platinum 
sector. South Africa plays a pivotal role in the 
global supply of platinum group metals, the 
bulk of which end up in the fabrication of 
auto catalysts. Given the global shift towards 
electrical vehicles, the market is potentially at 
risk if new opportunities for these metals are not 
found. The fuel cell market does present some 
opportunities and locally industry players are 
working together on research and development 
in this field. 

NOW OR NEVER  
The reality is that when it comes to climate 
change, we are at a point of no return. Taking 
stock of macro low-carbon transition trends 
and understanding their local implications is 
critical for domestic investors. This transition will 
require significant capital investments and re-
adjustments in existing industries. However, it 
must always be noted that this challenge is even 
greater because it requires making investments 
today for benefits that will materialise only well 
into the future – a future that, at times, can be 
difficult to visualise.  

Some salient 
carbon facts 
about South 
Africa: 

6th   
South Africa's ranking in the 
global list of coal-exporting 
nations.

28%  
of SA coal production is 
exported – yet in terms of 
value, exports make up 
approximately 45% of total 
earnings. 

81%  
The percentage of power 
coal provides generated by 
state-owned power utility 
Eskom.

R131.4bn  
The revenue generated by 
coal in 2017 - compared to 
all other commodities, coal 
was the largest revenue 
generator for the SA 
economy.

81 000  
direct jobs provided by the 
coal industry. There are 
also an estimated 170 000 
indirect jobs.

while the winners will be those that produce the 
technology and services that harness the freely 
available renewable energies. For countries that 
are rich in fossil fuels and whose energy mix is 
carbon intensive (think Russia, South Africa, 
Saudi Arabia and Australia) there is much at 
stake. For example, in the past three years there 
has been a year-on-year decline in new coal 
plant constructions and an increase in coal plant 
retirements. If the current trends continue, by 
2022 yearly coal plant retirements will exceed 
new capacity and the global coal fleet will begin 
to shrink3. 

LOCAL CONSEQUENCES
For South Africa these implications are 
potentially material, specifically for the coal 
industry. As a nation we are  a high Greenhouse 
gas emitter in both absolute and relative terms. 
We rank 17th in the world for absolute emission, 
our per capita emissions are some 25% above 
the global average and the emission intensity of 
our economy (measured in 716 tCO2e/$million 
unit GDP) is some 40% higher than the global 
average. 

The coal industry scenarios recently developed 
by the Chamber of Mines in 2018 indicated 
the industry is potentially under threat due to 
local and global shifts in attitudes around long 
term climate change. Key issues to consider are 
future demand for coal and the replacement 
rate of renewables. For example, China’s rate of 
reduction is happening faster than anticipated 
– driven by the Green Economy focus of their 
13th five year plan – in 2017 China cancelled 
over 100 planned, or under construction coal 
plants. Similarly, in India, for example, renewable 
energy costs have fallen some 50% in the past 24 
months and during 2016-2017 renewable energy 
installations surpassed coal for the first time. 

3  Boom and Bust 2018 – tracking the global coal plant pipeline
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THE COST OF 
DOING THIS 
IS IMMENSE, 
REQUIRING 
AN ESTIMATED 
US$120 TRILLION 
IN ENERGY 
PROJECTS 
BETWEEN 2016 
AND 2050.

"

"
For long-term investors, the challenge 

of decarbonising investment portfolios 
in line with the scientific necessities 
is a real one. Investors have strategic 
choices to make over the next 15 

years – these choices could include, but are not 
limited to, a combination of investments in low-
carbon indices; pursuing growth companies 
that benefit from a low-carbon economy or 
investing in carbon-intensive businesses while 
engaging with them about how to limit their 
carbon impact. For emerging market investors, 
the challenge is further compounded by the 
fact that many emerging market countries 
have economic growth and climate policies 
that factor in the continued use of fossil fuels 
and allow for growth in greenhouse gas (GHG) 
emissions. Added to this is the sparse low-
carbon opportunity set in the emerging market 
listed equity environment. 

There will be winners and losers as a 
consequence of the transition to a low-carbon 
economy. For domestic investors with long-
term time horizons understanding these issues 
will be critical if they are to achieve successful 
return outcomes. 

GLOBAL IMPLICATIONS 
The Paris Agreement's long term aim is keep 
the increase in global average temperature 
to well below 2 °C above pre-industrial levels. 

Ideally we should limit the increase to 1.5 °C, 
since this would substantially reduce the risks 
and effects of climate change. One of the 
biggest implications of the Paris Agreement 
is the that we will need to replace fossil fuels 
with renewable energy sources like solar, wind, 
geothermal and biomass energy. The cost of 
doing this is immense, requiring an estimated 
US$120 trillion in energy projects between 2016 
and 2050. If we double the current global annual 
amount for energy investments to US$3.6 
trillion, it is estimated that we will have a 66% 
chance of achieving the Paris target1. And the 
stark reality is that in the long run  we will need 
to halve oil production and stop using coal to 
produce electricity.

Within this context, the implications for the 
G20 – of which South Africa is a member – are 
slowly being realised. Keep in mind that the 
G20 countries  consume 95% of the world’s 
coal, more than 70% of its oil and gas, and are 
responsible for 85% of global investment in 
renewable energy2. The impact on the G20 
economies is estimated to be significant as the 
shape of the global energy sector changes. It is 
anticipated that we will see the value of energy 
assets move further up the energy value chain 
– from commodity suppliers to providers of 
technology and solutions. 

The losers in this scenario are the countries 
that derive a significant portion of their 
revenue from oil, gas and coal production, 

1  IEA/IRENA. Perspectives for the Energy 
Transition (IEA/IRENA, 2017)

2  The G20 must govern the shift to low-carbon 
energy - Andreas Goldthau
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RED FLAGS
Dr Howard Schilit describes some red flags 
which help identify financial manipulation 
in his excellent book Financial Shenanigans 
(May 2010). I want to briefly touch on some  of 
the methods employed through financial 
manipulation.

01/ CREATIVE ACCOUNTING
Using the flexibility within accounting 
standards, the measurement and presentation 
of the financial accounts are manipulated 
to give the impression that the company is 
performing better than it really is. This is often 
achieved by stretching acceptable norms, 
such as taking an excessively long time to 
impair a debt that is unlikely to be repaid. 
Another example is manipulating earnings 
through channel stuffing, where a distributor 
over-delivers stock to a reseller just before a 
reporting period ends. The reseller is invoiced 
and the sale boosts revenue in the reporting 
period. When the reseller returns the unwanted 
stock, the transaction only reflects in the 
following set of accounts. 

Tinkering with accounting policies can also be 
used to boost profits, such as increasing the 
expected life of fixed assets to lower depreciation 
charges. An example of a company involved 
in manipulating depreciation was Waste 
Management Inc in the US. Through extending 
the useful lives of their garbage trucks, Waste 
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"

"Management Inc recorded lower expenses and 
higher earnings. This 1998 scandal occurred 
in an attempt to meet predetermined profit 
targets in order to earn bonuses. This is also a 
case of negligence on the part of the external 
auditors, who were fined by the US Securities 
and Exchange Commission for failing  to perform 
their duties and, in so doing, helped cover up the 
irregularities.

While corporate collapses have occurred 
throughout history, there are tools we can use to 
help us identify potential issues. Careful reading 
of annual financial statements, including all 
notes, and a comparison to prior years and 
to similar companies within the industry are 
essential in helping identify the alerts that there 
has been financial manipulation. An ample 
dose of experience in analysing the companies 
goes a long way towards the difficult task of 
establishing determining whether there is 
something to be concerned about.

02/ FRAUD  
As the pressure mounts for management to 
keep delivering and growing the business, it can 
be a small step to go from creative accounting 
to outright fraud. Genuine fraud can be very 
difficult for analysts to detect. More often than 
not, there are questions about cash generation, 
bad debt policies and other issues, which, when 
combined with other signs, can provide some 
warning. It’s not an exact science and, even 
when identified, some companies can keep 
running for years with a decidedly dodgy model, 
as was the case with Polly Peck. This British 
textile company’s CEO Asil Nadir was only found 
guilty of fraud in 2012, following the theft of 
nearly £29 million during the 1980s up until its 
collapse in 1991. 

It is important to acknowledge that management 
can be self-serving, and even downright 
dishonest. At MacroSolutions, we are increasingly 
focusing on understanding corporates’ approach 
to governance. We believe that by regularly 
engaging with management and questioning 
their policies and processes, we are better able to 
recognise potential problems. While any single 
investment can still fail regardless of the amount 
of research and analysis done, the investor’s 
ultimate protection is holding a well-diversified 
balanced portfolio that will not be unduly affected 
should one company’s financial mismanagement 
or fraud come to light. A further mitigation is in 
our integrated approach to risk management.  
By looking through to assets held within each 
asset class, we limit the overall exposure to a  
single issuer that may issue instruments across 
the capital structure: equity, debt, preference 
shares. In this way our exposure to such failure  
is limited.  

CORPORATE GOVERNANCE 

While South African 
investors are still reeling 
from the surprise collapse 
of Steinhoff, they are not 
alone. Investors around 
the world have suffered 
huge losses from time 
to time. Consider the 
fallout after Lehman 
Brothers hit the wall in 
2008, a company with an 
estimated market cap of 
US$60 billion and assets 
valued at around US$639 
billion pre-bankruptcy! 
This is the same company 
that was ranked as the 
“Most desired securities 
firm” by Fortune 
Magazine in 2007. 

It’s obviously much easier to establish what went 
wrong in hindsight, be it fraudulent behaviour 
or foreseeing the impact of potentially 
catastrophic business decisions. However, 
researching failed companies and identifying 

common trends could help guide us in better 
identifying the next collapse – in advance.

Whether it’s Parmalat in Italy, Satyam in India, 
WorldCom and Enron in the US or Banesto 
in Spain, the downfall of this growing list of 
failed companies was, broadly, a result of the 
creative accounting or outright fraud. In all 
cases these arose from domineering leadership 
motivated by personal gain and facilitated by 
poor corporate governance and the failure of the 
external audit of its financial results. 

We have identified four broad qualitative 
themes that are common in companies  that fail: 

01 /STRONG PERSONALITIES
The success of many companies is credited to 
having strong and charismatic leaders; valued 
for their ability to make critical decisions and take 
risks. But these alpha-type personalities come 
with a downside. These strong personalities can 
take a company along a path towards destruction; 
manipulating colleagues, board members and 
auditors to do their bidding, in particular when 
combined with a lack of ethics. The bottom line: 
Investors need to be sceptical of domineering CEOs.

02/NEED AND GREED
Underpinning all this behaviour is simple 
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greed. With this in mind, excessively generous 
remuneration is always a red flag and the 
reason why we focus so much on executive 
remuneration in our assessment of a 
company.Metrics to evaluate the performance 
of the executives should also be carefully 
considered  to make sure that the result is not 
undesired behaviour.

03/WEAK INTERNAL CONTROLS 
A lack of good internal governance is an 
enabler for fraud. Careful and consistent 
questioning of management  can deliver 
insights into how seriously the company views 
these functions. Has management embedded 
a culture of appropriate risk control? The 
role of the board also forms part of good 
governance.

04/EXTERNAL AUDITORS 
The last line of defence against fraud are 
the external auditors.  For major financial 
fraud to take place, auditors are either 
misled, negligent or complicit. Unfortunately 
increasing the regulatory scrutiny of auditors 
doesn’t appear to have stemmed the potential 
for large-scale fraud in listed companies. 
Auditors serve a particular purpose and it is 
important to accept the limitations of their 
output. Investors need to strive to identify early 
warning signs of f inancial manipulation in 
addition to, and independently of, any auditor 
reports. 
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24 THE ARTIFICIAL INTELLIGENCE OF RESPONSIBLE INVESTING

Big data and artificial intelligence 
(AI) have disrupted entire industries, 
influencing how we work, how we 
consume, and how we view the world. 
This has been termed the fourth industrial 
revolution. By gathering and analysing 
big data through AI, we can obtain 
insights into the health and performance 
of businesses, allowing the optimisation 
of their operations. And with the gap 
increasingly closing between the size 
of data and our ability to master it, 
investors can produce real insight using 
correlations from complicated data sets.

This emergence of big data in investment 
management coincides with another 
megatrend: the rapidly increasing 
consideration of environmental, social, 
and governance (ESG) factors and a 
need for more sustainability information 
flows into the market as the value of 
material ESG data is better understood. 
As responsible investment becomes 
more mainstream, and as technology 
and machine learning enables smarter 
analysis of data, full ESG integration based 
on big data is now charting new pathways. 
The Innovator’s Advantage, a 2017 

report by The Boston Consulting Group, 
concludes that asset managers that can 
take advantage of big data, machine 
learning and AI will be best positioned 
for a future characterised by lower fees 
and weaker fund flows. The further 
differentiator would then be those that can 
reconcile this so-called fourth revolution 
with a commitment to responsible 
investment. These are asset managers that 
use AI to increasingly track and analyse 
data and subsequently churn out ESG 
rankings for companies that will ultimately 
inform their investment decisions.  

Today we will generate, on average, over 205 million emails, 500  
million tweets,  140 000 new websites and 3.5 billion Google searches.  
Data shapes almost every aspect of our lives. 

BIG DATA: 
COLLECTIONS OF 

DATA SETS THAT ARE 
ENORMOUS AND 

COMPLEX, AND AS 
SUCH DEFY ATTEMPTS 

TO PROCESS OR 
MANAGE USING MORE 

TRADITIONAL 
METHODS. 

A RESPONSIBLE REVOLUTION: 
TWO MEGA-TRENDS COLLIDE

THE ALIGNMENT OF AI & RI MILESTONES

  1965    

John Weizenbaum 
(MIT) builds ELIZA, 
an interactive 
programme 
that carries on a 
dialogue in English 
language on any 
topic.  

  1978      

Herbert A. Simon 
wins the Nobel Prize 
in Economics for his 
theory of bounded 
rationality, one of 
the cornerstones 
of AI known as 
“satisficing”.

  1993   

Vernor Vinge 
publishes The 
Coming Technology 
Singularity, predicting 
that within the next 
30 years humankind 
would have the ability 
to create “superhuman 
intelligence”. 

  1997    

The Deep Blue 
chess machine 
(IBM) defeats the 
(then) world chess 
champion.

  2005     

A research report by the 
international law firm 
Freshfields Bruckhaus 
Deringer concludes that 
decision-makers could 
“be entitled to [choose] 
on the basis of non-value-
related ESG characteristics, 
without breaching 
fiduciary duties”.  

  2009   

Google builds 
a self-driving 
car.

  2006     

Launch of the 
Principles of 
Responsible 
Investment 
(PRI) at the 
New York Stock 
Exchange.

  2007    

The term “Impact Investing” 
is formalised at a Rockefeller 
Foundation gathering in Italy, 
with public, private and non-
profit sector leaders meeting to 
create a framework for collective 
action around investing for 
financial and social returns.

IBM’s Watson computer 
defeats TV game show 
Jeopardy! champions, Rutter 
and Jennings.

The Code of Responsible 
Investment in South Africa 
(CRISA) is established, making 
SA the second country (next to 
the UK) to formally encourage 
institutional investors to 
integrate sustainability 
considerations into their 
investment decisions.

Google DeepMind’s 
AlphaGO defeats 3x 
European Go champion 
Fan Hui by 5 games to 0.

CalPERS adopts a plan 
that allows shareholders 
to make clear their 
thoughts on whether 
investments made by 
the plan administrator 
match the commitments 
around ESG factors.

RESPONSIBLE INVESTMENT MILESTONES ARTIFICIAL INTELLIGENCE  MILESTONES 

2016 2011

  2017     

Google’s AlphaGo Zero – an improved 
version of AlphaGO – learns by 
playing against itself and beats its 
predecessor 89 11 after only 40 days.  



The following entities are licensed Financial Services 
Providers (FSPs) within Old Mutual Investment Group 
Holdings (Pty) Ltd approved by the Financial Sector 
Conduct Authority (www.fsca.co.za) to provide advisory 
and/or intermediary services in terms of the Financial 
Advisory and Intermediary Services Act 37 of 2002. These 
entities are wholly owned subsidiaries of Old Mutual 
Investment Group Holdings (Pty) Ltd and are members of 
the Old Mutual Investment Group.

• Old Mutual Investment Group (Pty) Ltd  
(Reg No 1993/003023/07), FSP No: 604.

• Old Mutual Customised Solutions (Pty) Ltd  
(Reg No 2000/028675/07), FSP No: 721.

• Old Mutual Alternative Investments (Pty) Ltd  
(Reg No 2013/113833/07), FSP No: 45255.

• African Infrastructure Investment Managers (Pty) 
Ltd (Reg No 2005/028675/07), FSP No: 4307. 

• Futuregrowth Asset Management (Pty) Ltd 
(Futuregrowth) (Reg No 1996/18222/07),  
FSP No: 520.

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

on these underlying assets independently of Old Mutual 
Investment Group. In respect of these products, no fees or 
charges will be deducted if the policy is terminated within 
the first 30 days. Returns on these products depend on 
the performance of the underlying assets. 

Disclosures: Personal trading by staff is restricted to 
ensure that there is no conflict of interest. All directors 
and those staff who are likely to have access to price 
sensitive and unpublished information in relation to 
the Old Mutual Group are further restricted in their 
dealings in Old Mutual shares. All employees of the 
Old Mutual Investment Group are remunerated with 
salaries and standard incentives. Unless disclosed to the 
client, no commission or incentives are paid by the Old 
Mutual Investment Group to any persons other than its 
representatives. All inter-group transactions are done 
on an arm’s length basis. We outsource investment 
administration of our local funds to Curo Fund Services 
(Pty) Ltd, 35% of which is owned by Old Mutual Investment 
Group Holdings (Pty) Ltd.

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

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

REGULATORY 
INFORMATION

TEBOGO NALEDI 
Director of Institutional Business 
tnaledi@oldmutualinvest.com 
Tel: +27 (0)21 509 2382

REAGON GRAIG 
Head of Institutional Distribution 
rgraig@oldmutualinvest.com 
Tel: +27 (0)21 509 7010

FRED LIEBENBERG
fred.liebenberg@omwealth.co.za
Tel: +27 (0)82 821 9155

TAZ VICTOR
tvictor@oldmutualinvest.com
Tel: +27 (0)82 460 1495

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

FOR MORE  
INFORMATION

This publication is printed on Cocoon Silk. It is a coated 
recycled paper manufactured using a totally chlorine 
free process and certified as FSC® 100% recycled. 
Cocoon Silk meets the same performance standards 
as non-recycled paper; with excellent runnability, 
printability and whiteness (CIE 126). 

PRINTING  
INFORMATION


