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The framework of Environmental, Social and Governance (ESG) investing 

 

This issue of Trustee Tutor explains the concepts involved in ESG investing and looks into the 

responsibilities of the trustees – both moral and legal. 

 

(Mand’s, can you come up with an image like this 

one? Needs to show what ESG stands for) 

 

 

 

 

 

 

History of ESG … what started the conversation? 

 

In January 2004 Kofi Annan, the former United Nations Secretary General, wrote a letter to more than 

50 CEO’s of large global financial institutions.  In his letter, he invited them to participate in a joint 

initiative to find ways to incorporate ESG into investment markets. A year later in 2005, a paper was 

released based on the responses.  This report, called “Who cares wins”, suggested that incorporating 

environmental, social and governance factors in investment markets made good business sense, led 

to more sustainable markets and better societies in the long term. 

 

 “Who cares wins” was the foundation for developing the Principles for Responsible Investment (PRI) 

in 2006. 

 

At that time, ESG was not new to us in South Africa.  Our investment markets have a history 

influenced by socially responsible investing (SRI).  Many of us will recall or have read about boycotts 

against South African companies during the Apartheid era.  This type of early investor “conscience” 

showed the impact of society’s principles on the sustainable success of a business. 

 

Socially Responsible Investing (SRI) is based on ethical and moral criteria, and uses negative 

screening where investors don’t invest in companies that produce or invest in alcohol, tobacco, 

gambling and weapons. 

 

Our local South African investment markets are impacted by what happens around the world.  As 

ESG has gained traction globally, we have seen a swing in our investment conversations from SRI to 

ESG. 

 

Environmental Social and Governance (ESG) investing is the integration of environmental, social 

and governance (ESG) factors into investment processes and decision making. It assumes that 

these factors will have an influence on the financial sustainability of a company which operates 

within a broader economic system and society as a whole.  
 



Whilst many trustees and investment consultants glibly use the phrase “ESG”, it’s important to 

understand the underlying terms and how these are translated into meaningful and practical 

investment criteria. 

 

Let’s unpack these three separate factors in more detail. 

 

#1 Environmental 

 

The E looks at how a company uses natural resources and the effect of its operations on the 

environment. These include the contribution a company (or government) makes to climate change 

through the lowering of greenhouse gas emissions, responsible waste management strategies and its 

efficient use of energy. These can sometimes be called “green” investments.  Global warming has 

catastrophic consequences for the planet and investors are able to influence change by choosing to 

avoid investments that contribute to climate destruction and investing in those companies that are 

environmentally friendlier and, more importantly, sustainable. 

 

#2:  Social 

 

Social factors talk to the wellbeing of society generally and more specifically, the wellbeing of a 

company’s employees and its community. It includes human rights, labour standards, child labour, 

workplace health and safety, employee relations and the company’s integration into and support of 

local communities. Recently around the world, the “S” is expanding to emphasise diversity and 

inclusion.  Social investments can also be made with the intention of bringing about social change or 

improvement in a community or country.   

 

#3:  Governance 

 

Governance refers to the rules and practices that govern decision making and the distribution of rights 

and responsibilities to decision makers (directors, managers, shareholders and stakeholders).  It 

simply means taking note of and measuring how a company is governed or managed. Governance 

deals with the company’s leadership, executive pay, internal controls, audits and shareholder rights. 

 

 

 

The framework of ESG in South Africa 

 

The context of ESG investments in South Africa is informed by a handful of key codes, principles and 

guidelines – some of these are local and others are internationally accepted as best practice for 

governance and sustainability. 

 

Principles for Responsible Investing (PRI) 

 

The PRI is an international organisation that works to promote the inclusion of ESG factors into 

investment decision making. It started in 2006 and has over 2 300 participating financial institutions.  

On a voluntary basis, financial institutions around the world participate by signing acceptance of 6 key 

responsible investing principles and then provide regular reporting on their progress. Today the 

signatories to the PRI are responsible for over $80 trillion in assets worldwide. 

 

 

Environmental, social and governance criteria help investors find companies 

with values that match their own. 



The 6 key principles are: 

 

 Principle 1: We will incorporate ESG issues into investment analysis and decision making 

processes. 

 Principle 2: We will be active owners and incorporate ESG issues into our ownership policies and 

practices. 

 Principle 3: We will seek appropriate disclosure on ESG issues by the entities in which we invest. 

 Principle 4: We will promote acceptance and implementation of the Principles within the 

investment industry. 

 Principle 5: We will work together to enhance our effectiveness in implementing the Principles. 

 Principle 6: We will each report on our activities and progress towards implementing the Principles. 

   

There are around 50 South African asset owners and asset managers who are signatories to the PRI. 

Interestingly, this includes some large local retirement funds.  Trustees are encouraged to ask their 

investment managers whether they are signatories to, and how they practically incorporate, these 6 

principles into their business. 

 

United Nations Sustainable Development Goals (UN SDGs) 

 

In September 2015, the United Nations General Assembly adopted the 2030 Agenda for Sustainable 

Development that includes 17 Sustainable Development Goals (SDGs). These global goals are a 

universal call to action to end poverty, protect the planet and ensure that all people enjoy peace and 

prosperity by 2030. 

 

This framework recognises that ending poverty and other deprivations must go hand-in-hand with 

strategies that improve health and education, reduce inequality, and spur economic growth – all while 

tackling climate change and working to preserve our oceans and forests. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Code for Responsible Investing in South Africa (CRISA) 

 

The Code for Responsible Investing in South Africa (CRISA) came into effect in February 2012 and 

gives guidance on how South African institutional investors should analyse investments, undertake 

investing activities and exercise rights to promote sound governance. In other words, CRISA 

addresses how investors should exercise their rights with a view to promoting good governance. The 

purpose of CRISA is to form part of an effective governance framework in South Africa. 

 

The five key principles of CRISA are: 

 

1. An institutional investor should incorporate sustainability considerations, including environmental, 

social and governance, into its investment analysis and investment activities as part of the delivery 

of superior risk-adjusted returns to the ultimate beneficiaries. 

2. An institutional investor should demonstrate its acceptance of ownership responsibilities in its 

investment arrangements and investment activities. 

3. Where appropriate, institutional investors should consider a collaborative approach to promote 

acceptance and implementation of the principles of CRISA and other codes and standards 

applicable to institutional investors. 

4. An institutional investor should recognise the circumstances and relationships that hold a potential 

for conflicts of interest and should proactively manage these when they occur. 

5. Institutional investors should be transparent about the content of their policies, how the policies are 

implemented, and how CRISA is applied to enable stakeholders to make their informed 

assessments. 

 

You can see that the principles of CRISA are very much aligned with those of the PRI. The difference 

being that CRISA is locally focused whereas the PRI sets international best practice standards. The 

application of CRISA is voluntary and there is no process to become a formal signatory.  Rather, 

institutional investors and service providers should adopt the principles and practice 

recommendations in CRISA on an "apply or explain” basis. 

 

In terms of CRISA, companies should make the following policies publicly available: 

 

 Policy on incorporation of sustainability considerations, including ESG, into investment analysis 

and investment activities with reference to the matters as set out under Principle 1. 

 Policy in regard to ownership responsibilities, including voting as set out under Principle 2. 

 Policy on identification, prevention and management of conflicts of interests as set out under 

Principle 4. 

 

Most often, trustees outsource their retirement fund’s investments to professional investment 

managers or multi-managers.  Trustees must still make sure that the mandates with these investment 

managers deal with sustainability concerns, including ESG, and that there are processes to oversee 

that the service providers apply the provisions of CRISA when executing their mandate (Principle 2.6). 

 

King Reports on Corporate Governance South Africa (King III & King IV) 

 

The King Report on Corporate Governance is a booklet of guidelines for the governance structures 

and operation of companies in South Africa and has been cited as "the most effective summary of the 

best international practices in corporate governance”. In summary, the King reports are about 

transparency and accountability. 

 

The King Reports create a detailed framework of corporate governance in South Africa and the most 

recent iteration, King IV published in November 2016, contains 17 defining principles. 



 

These principles provide a framework for all types of governing bodies to implement (directors, 

trustees of retirement funds, non-profit organisations, etc) to embed the practices of good governance 

in their management and decision making.   

 

A sector specific supplement to King IV specifically sets out governance criteria applicable to 

retirement funds.  All trustees are encouraged to read these 17 principles and their application to 

retirement funds, and ensure these are incorporated into their fund’s code of conduct and other 

relevant fund policies and practices. 

 

Regulation 28 of the Pension Funds Act 

 

Regulation 28 governs the prudential investment guidelines for South African retirement funds.  In a 

nutshell, it sets the limits of investment exposure that retirement funds can have to different asset 

classes. 

 

In July 2011, Regulation 28 was amended to support SRI: 

 

A fund has a fiduciary duty to act in the best interest of its members whose benefits depend on the 

responsible management of fund assets. This duty supports the adoption of a responsible investment 

approach to deploying capital into markets that will earn adequate risk adjusted returns suitable for 

the fund’s specific member profile, liquidity needs and liabilities.  

 

Prudent investing should give appropriate consideration to any factor which may materially affect the 

sustainable long term performance of a fund’s assets, including factors of an environmental, social 

and governance character. This concept applies across all assets and categories of assets and 

should promote the interests of a fund in a stable and transparent environment. 

 

In terms of the above, trustees need to consider any factors that impact the sustainable long term 

performance of the fund’s investments including ESG.  And there is a mounting body of evidence 

which shows that companies with high ESG rankings outperform those with lower (bottom quartile) 

rankings. 

 

Guidance Notice 1 (GN 1) of 2019 (PFA) issued by the Financial Sector Conduct Authority 

(FSCA) 

 

In this note, the FSCA provides guidance on how the Authority expects retirement funds to 

incorporate the principles of ESG in their investment policy statements (IPS) and the disclosure and 

reporting thereof to its stakeholders, including members.  

 

In terms of GN 1, a fund should reflect in its IPS how its general investment philosophy and objectives 

seeks to ensure the sustainability of its assets, including (but not limited to) the following: 

 

(a) when the investment policy statement was approved and by whom;  

(b) how often the investment policy statement will be reviewed;  

(c) how the fund intends to monitor and evaluate the ongoing sustainability of the asset which it owns 

and which it is intending to acquire, including the extent to which ESG factors have been considered 

by the fund, and the potential impact thereof on the assets of the fund; and  

(d) its active ownership policy 

 

In addition, retirement funds should make their IPS, or an abridged version thereof, available to 

members, or advise members where they are able to access a copy of the fund’s IPS. 



 

This notice reminds trustees and management committees to start paying attention to ESG. It also 

continues to provide guidance on how and why they should comply with regulations relating to 

sustainable investing. 

 

 

 

What is impact investing? 

 

Impact investing is another phrase often used in the ESG conversation.  Impact investments are 

made with specific social and environment objectives, in addition to financial gains. In other words, 

impact investing is an investment strategy that not only produces financial returns but also creates 

positive environmental and social outcomes. 

 

As the custodians of retirement fund investments, trustees must appreciate that all investments have 

consequences.  Consequences for not only the investor, but also to the community and the broader 

economy. Investments can create jobs, impact the environment and grow communities and countries.  

Impact investing is investing with the specific intent to make a positive ESG impact together with 

positive returns. 

 

In summary … 

ESG factors cover a wide spectrum of issues that traditionally are not part of financial 

analysis, yet may have financial relevance. This might include how companies respond to 

climate change, how good they are with water management, how effective their health and 

safety policies are in the protection against accidents, how they manage their supply 

chains, how they treat their workers and whether they have a corporate culture that builds 

trust and fosters innovation. 

 

What are the challenges for trustees? 

 

In many retirement funds the trustees have delegated their investment decisions on asset class and 

share selection to specialist, professional investment managers or multi-managers (by way of pooled 

investment portfolios).  And thus, in reality, do not have much of a say when it comes to the practical 

implementation of ESG investing.  Because the incorporation of ESG and equator principles, together 

with corporate voting, are typically a function of these investment managers, Trustees should 

interrogate their chosen managers’ philosophies and practical incorporation of these principles into 

their manager selection, portfolio construction and share/asset class investments.  

 

Trustees of bigger retirement funds with segregated, bespoke investment portfolios are able to 

influence ESG decision making to a far larger degree.  These trustees need to delicately balance 

actively implementing ESG investing through meaningful, sustainable investment opportunities whilst 

still seeking appropriate financial returns for members. 

 

In both pooled and segregated scenarios, however, the process remains broadly the same.  The 

trustees must sign off on any newly proposed strategy. In turn, investment consultants must have the 

ability and willingness to identify investment options and opportunities that meet this strategy. 

Investment managers must meet the ESG goals as well as the trustees’ and consultants’ other criteria 

for investability. Lastly, investment managers will need a sufficiently robust pipeline of ESG 

investment opportunities to merit investing at a scale large enough to, not only make an impact but 

also to provide sustainability and financial returns. 

 



Investing in Socially Responsible Investments or Impact Investing is a discussion which raises a 

number of debatable issues for trustees: 

 

 The belief that their fiduciary duty is limited to maximising long term performance for fund 

members.  Will these investments yield the same returns for members as “traditional” 

investments? 

 The lack of data and credible information on these investments. 

 The lack of availability of large meaningful projects, portfolios and initiatives to invest in. 

 The liquidity risk that investing in a large long term impact project may impose on the retirement 

fund. Impact investments are generally long term in nature.  This may introduce greater liquidity 

risks to the retirement fund. 

 

For retirement funds to engage in impact investing, products must meet the long term needs of the 

fund and must be reliably assessed for their long term effects on fund portfolios. A number of 

investment managers offer SRI investment portfolios which trustees should be aware of and critically 

evaluate in the context of their specific fund’s objectives. 

 

Where are we right now? 

 

The economic devastation of the COVID-19 pandemic has, once again, raised the discussion of what 

part retirement funds can play in the rebuilding of South Africa’s economy. 

 

There is a debate that centres around whether Government should amend Regulation 28 to prescribe 

that retirement funds invest a portion of their assets in South African infrastructure (like state-owned 

enterprises) or should retirement funds prioritise their investment discussions around the S in ESG 

and invest in social (and economic) upliftment of the country? 

 
It is important that trustees, as the stewards of retirement fund investments, understand the influence 

they have in directing investments that will not only provide good returns to fund members but also 

contribute to the wellbeing of society as a whole. 

 

ENDS 

 


