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 a fresh breeze is blowing through 
the corridors of society, where 
ordinary people have found 
their collective voice, and are 

using it to change the conversation. Gone are 
the days of subservient obedience and reliance 
on the few in the know to make decisions on 
behalf of the many. This is increasingly true of 
the millennial investor, who wants to know that 
her investment counts and makes a difference.

Last year saw a series of failures in various 
aspects of the investment value chain come to 
a climax: from the governance and procurement 
failures of some of our state-owned enterprises 
(SOEs) and its impact 
on the credit markets, 
to the inability of 
analysts to pick up on 
accounting irregularities 
at corporates such as 
Steinhoff International, 
to the questionable 
transformation 
outcomes of such 
theoretically redistributive 
mechanisms as BEE.

This is cause for 
introspection, for 
professional and lay 
investors alike. What 
did we miss? For what 
should we be on the 
lookout? Can we continue to always rely on 
“someone else” to review, to monitor, to ask the 
probing questions? This points to us sharing a 
collective responsibility to remain vigilant – not 
because the different participants in the value 
chain cannot be trusted, but because the entire 
raison d’être of investing requires scrutiny.

This edition of Collective Insight presents a 
collection of articles selected to elicit discussion 
and present different points of view to the 
question: “Why does it matter?” I invite you to 
read each article and identify “a call to action” – 
or at the very least, “a call to re-consideration”. 
The articles provide some much-needed 
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By Nerina Visser

Calls for broader participation in and ownership of the economy are increasing. It’s time for 
us to shift our attention from short-term return on financial capital and shareholder equity, 
to long-term return on human capital and societal equity. 

Who owns what?  
Why does it matter?
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insights as to what we need to be cognisant 
of, and how we can more effectively direct the 
power of our voices.

The need for sustainability
How can we create a greater sense of joint 
accountability, a collaborative strategy 
between citizen, country and corporate? 
There can be no doubt that sustainable 
business practices are required to create 
sustainable economic growth and 
investment returns. Why, then, do we fail 
in our collective responsibility to hold to 
account those entrusted with the power 

to make and implement 
economic and business 
decisions? We fail every step 
of the way because we don’t 
ask the right questions. We 
pass the buck by offloading 
the responsibility down the 
value chain.

Do we even understand 
where value comes from? 
Not the value from ownership 
within the capital market, but 
the value created in the real 
economy? What happens to 
the money you as an investor 
contribute to your retirement 
fund or invest in a unit trust?

There can be no doubt 
that there has been significant change in 
South Africa in the past 25 years, but not all 
the change has been progressive, and the 
increasing calls for broader participation in 
and ownership of the economy stands as 
stark evidence of policies and practices that 
have not yet had the desired transformational 
impact. The Freedom Charter states that 
the land shall be shared among those who 
work it. But what about the capital? To 
whom does it belong? Policies aimed at just 
transferring wealth are regressive, whereas 
the aim of real transformation is the progress 
that is required.

Why do we fail 
in our collective 

responsibility to hold 
to account those 

entrusted with the 
power to make and 

implement economic 
and business 

decisions?
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Why ownership matters
“Give a man a fish, and you feed him for a day. 
Teach a man to fish, and you feed him for a 
lifetime.” This general principle of alleviating 
poverty by facilitating self-sufficiency has a 
long history. According to quoteinvestigator.
com, the 12th-century philosopher Maimonides 
wrote about eight degrees in the duty of charity, 
including “to anticipate charity by preventing 
poverty, namely, to assist the reduced brother, 
either by a considerable gift or loan of money, or 
by teaching him a trade, or by putting him in the 
way of business, so that he may earn an honest 
livelihood and not be forced to the dreadful 
alternative of holding up his hand for charity”.

Ultimately, this is why ownership matters. 
The sense of self-worth that comes from 
self-sufficiency is just one of many benefits 
of empowerment. Ownership is not just 
about the wealth creation resulting from price 
appreciation and distributions – which is also 
important – but about skills transfer and 
meaningful participation in the strategic and 
operational direction of business interests. 
Twenty-five years of empowerment quotas and 
transformation charters have largely resulted in 
change of ownership of the economic kind, but 
very little of the strategic kind.

In our first article, Heather Jackson sets 
the scene by discussing ways in which the 
investment industry can and should contribute 
to an inclusive growth model, embrace and 
implement sustainable investment strategies. 
(See page 22.) She quotes real-life examples 
of exactly such impact investment strategies, 
and how, when interests are appropriately 
aligned, it really presents a win-win solution. The 
recent resumption of the Renewable Energy 
Independent Power Producer Procurement 
(REIPPP) programme marks an important step 
in the right direction. This goes to the heart of 
the “why” for the institutional investor.

One of the key ingredients to orchestrate 
a change in approach is to define appropriate 
metrics to measure the goals of inclusive 
investment strategies. Initiatives such as the 
principles of socially responsible investment 
(SRI) and environmental, social and governance 
(ESG) factors attempt to do so from a 
philosophical perspective, but there has been 
little by way of guidance notes, benchmark 
metrics or measurement criteria from the 
regulators. On page 24, Rob Rusconi details the 
principles that guide an institutional investment 
policy statement, the key document through 
which trustees communicate their investment 
goals to the asset manager. Ordinary investors 
can apply some of the same criteria to evaluate 
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We have a responsibility 
to look beyond the short 

financial return and focus 
on long-term social return, 

or else there won’t be a 
future for which to plan.

their own investments for its impact and 
alignment with their investment goals.

Ownership structures
Different types of ownership structures come 
under the spotlight in an article by Melville 
du Plessis on page 26, contrasting the pros 
and cons of broad-based ownership to that 
of a concentrated model. But how do you 
measure ownership – not just the proportion 
of ownership but, more importantly, the type 
of ownership as shown in the infographic? The 
financial intermediaries tasked to protect the 
collective interests of all stakeholders monitor 
such shareholder structures. But who monitors 
those who monitor? Can you as an investor 
identify if your interests are aligned with those 
of the other stakeholders? If not, you may need 
to vote with your feet, and take your investment 
somewhere else.

Amanda Khoza argues on page 28 that 
BEE requires its own transformation, and 
for it to yield the success that has long been 
required, the narrative around it also needs to 
be improved. For as long as the beneficiaries 
of BEE are treated as a means to an end 
without focusing on the comprehensive 
transformation of both economic and societal 
well-being, we will continue to experience 
mere transfer of wealth, rather than the 
radical economic transformation of the 
progressive kind that is needed. Inclusive 
growth will remain elusive, unless we are 
able to implement a collaborative strategy 
between citizen, country and corporate. 

Juxtaposed with this is the argument by 
Dionne Kerr, who says that it is not BEE itself 
that is the problem, but rather the flawed 
ownership structures and lack of transformation 
that is to blame. (See page 30.)

Societal challenges
For more than a decade, despite lots of talk 
about the importance of environmental 
sustainability and social responsibility in 
investments, many companies continued as 
if it was business as usual as few investors 
were prepared to ask the difficult questions, 
and demand action. But more recently, there 
has been a shift by the financial community 
to push companies towards action – not just 
with respect to issues around climate change, 
but also other factors that matter to long-term 
performance, such as economic inequality, 
unfair labour practices and boardroom diversity. 

BlackRock is the largest asset 
management company in the world and issuer 
of more than a third of all exchange-traded 
funds (ETFs) globally, under the iShares brand.  

It is arguably one of the most influential 
financial institutions in the world. Larry Fink, 
one of the founding members and current 
CEO and chairman, writes an annual letter 
to the CEOs of all S&P 500 companies. This 
year, his letter has taken on a much sterner 
message than ever before as he warns CEOs 
to start considering the societal impact their 
companies have, or ultimately lose the licence 
to operate from key stakeholders, such as 
BlackRock and other significant investors.

He warns business that to prosper over time, 
mere delivery of financial performance is no 
longer enough, but to also show how it makes 
a positive contribution to society. And he is not 
alone in this message: Apple CEO Tim Cook has 
used remarkably similar language about the role 
of business in society. This comes against the 
backdrop of governments who seem unable 
to adequately prepare for long-term issues 
and thus “society is increasingly turning to the 
private sector” to step up on societal challenges.

As allocators and guardians of capital, the 
investment industry has the responsibility 
to deploy capital in a productive, sustainable 
and responsible way. We need a new social 
compact between trustees, asset managers 
and business – a socio-economic tripartite 
alliance. Institutional and retail investors alike 
must start allocating investment capital to the 
South African economy and society, stop hiding 
behind the “it is too unsafe and too uncertain 
to allocate to SA” excuse, and then take 
responsibility for holding those in power and 
in management in check. The risks associated 
with not investing to create the required impact 
and societal change is much bigger. We have a 
responsibility to look beyond the short financial 
return and focus on long-term social return, or 
else there won’t be a future for which to plan.

The recently gazetted Financial Sector Code 
(FSC) promises to effect exactly this societal 
change, and it places financial institutions at 
the frontlines for delivery of radical economic 
transformation. It finally takes broad-based 
BEE to a level beyond mere ownership, as 
tangible metrics of compliance, measurement, 
enforcement and certification are introduced – 
it encapsulates the principles for the continued 
relevance of financial institutions.

It is not just joy, happiness and knowledge 
that are multiplied when shared – prosperity 
can multiply when we shift our attention from 
short-term return on financial capital and 
shareholder equity, to long-term return on 
human capital and societal equity. This  
is our collective responsibility, and our  
shared inheritance. ■
Nerina Visser is an independent ETF strategist and adviser.

Tim Cook 
CEO of Apple
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 t he recent World Economic Forum (WEF) gathering in Davos 
has once again reminded us of our exasperating potential, 
staring into the many failings our mirror holds up to us.  

According to the WEF’s Inclusive Development Index, South 
Africa ranks just 69 out of 103 countries. The recent report notes: “South 
Africa has yet to develop a more inclusive growth model, providing better 
employment opportunities to a larger share of its population.”

There are early buds that SA could be entering a path of renewal. 
The business sector at large finally found its teeth to push back on state 
capture in the wake of Nenegate and has found its collective power to 
influence change. Now we need a shift similar to what happened when 
anti-apartheid sanctions movements began, converting to pro-SA 
investing strategies in the early 1990s.  

Far from settling for an “uneasy alliance” between 
government and investors, we need to find ways to 
embrace and implement strategies that promote 
an inclusive growth model for the country as 
a whole. This involves creating a conducive 
regulatory environment, promoting better 
governance in all entities, designing 
mandates that promote sustainable 
investing and finding more ways to innovate 
and implement positive public-private 
partnerships across more sectors.

Innovative partnerships
Our experience in working with National 
Treasury’s Jobs Fund programme has not been 
without its challenges, but ultimately both partners 
are left feeling enriched with new knowledge and a positive 
track record to leverage new partnership models.  

Our first fund has created almost 10 000 sustainable jobs and 
has delivered excellent risk-adjusted returns for our investors. This 
partnership has succeeded because it was designed to align interests 
– we persuaded the Jobs Fund to provide a portfolio guarantee, giving 
our clients an inducement to embrace some unusual (but not inherently 
riskier) credit risk, while Treasury was keen to see its guarantee leveraged 
to crowd in private sector funding for investments into expanding 
corporates that were also job creating. 

It also turns out that most of the sectors that are looking for this 
expansion capital are in economically inclusive sectors such as affordable 
housing, public transport and financing for small and medium-sized 
enterprises (SMEs). Imagine if we could stimulate more of these 
strategies across our investment industry. 

Against the backdrop of the National Development Plan’s (NDP) 
vision and consequent critical actions, the South African economy 
has enormous unmet infrastructure demands and a growing need 
to stimulate job creation and reduce inequality. Notwithstanding the 
understandable jaundiced experience of having exposure to the debt of 
state-owned enterprises in recent years, as investors and asset owners 

it is imperative that we find ways to intentionally adopt more sustainable 
investment strategies.  

Rethinking investment strategies
Recent developments in the ruling ANC have revived the potential of a 
social compact of sorts between investors (business) and government 
to meet the NDP goals. It has become simultaneously more possible and 
more urgent to create strategies that engage with investing in our real, 
productive economy with a view to providing much-needed infrastructure 
and innovative solutions to the many backlogs we face in education, 
health and housing, to name a few.  

Considering such proactive investment strategies is not a soft 
option. It does not in any way preclude sound investing principles or 

suggest more risk or suboptimal returns. Rather, well-considered 
opportunities that solve many of our social challenges are 

tapping into the part of our economy that is poised for 
growth. There are many more successful Calgros and 

Transaction Capitals to be built that were initially 
viewed as risky propositions. 

Our experience has been to lend to specialist  
non-banking intermediaries like Transaction Capital 
that in turn have developed flourishing business 
models that lend to SMEs such as SA Taxi. SA Taxi 
captures the market that has often been rejected 

by banks, because rather than treating the loan as 
asset-backed finance, they fund taxi ownership as a 

stand-alone business based on a sophisticated taxi route 
tracking ability. 
Savings mandates are intrinsically about providing for a 

future plan, and it should be beholden on custodians and investors 
to ensure that these mandates are sustainable and a part of an inclusive 
growth strategy that delivers suitable returns while minimising the 
considerable downside of the future environment we currently invest for. 

As a major stakeholder in the private sector, the savings industry 
commands a considerable endowment which could play a game-
changing role if it could be motivated to invest in more inclusive growth 
strategies, whilst not deviating from the underlying savings mandate. 

Impact investing
The opportunity set for meaningful investing is already there. Investment 
strategies that focus on investing in such much-needed social and 
environmental infrastructure (called impact investing) have been shown 
in many studies to offer compelling risk-adjusted investment returns. 
Moreover, full fiduciary responsibility encompasses investing on a 
sustainable basis for the benefit of all beneficiaries and stakeholders, and 
recognises that this is necessary, scalable and rooted in law.  

SA finds itself as one of the world leaders with respect to the 
framework for responsible investing. We have led the way with King IV, 
and asset owners can subscribe to the Codes for Responsible Investing 
(CRISA). Regulation 28 for pension funds has an explicit requirement 

IMPACT INVESTING

collective insight 

By Heather Jackson

Embracing more sustainable investment strategies can help assist in solving many of the country’s social 
challenges, including education, health and housing.

How to build an inclusive South Africa
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to integrate long-term sustainable investment strategies into their 
investment approach. 

National Treasury is currently formulating policy for Sustainable 
Finance as part of a global initiative, led by the International Finance 
Corporation, amidst widespread recognition that from both a good 
governance and NDP-inspired investment strategy, our savings industry 
has both the need and the ability to be a central 
part of improving SA’s future.  

As it stands, pension fund fiduciaries are clearly 
required through Regulation 28 to integrate 
long-term sustainable investment strategies into 
their investment approach. However, there is no 
concomitant guidance from the Financial Services 
Board (FSB) via circulars or guidance notes. 
Trustees and consultants place large store on such 
guidance to give both substance and practical help 
in implementing new requirements. And without 
such guidance, it is often easier to ignore or 
postpone the principle of sustainable investing. 
This is an area which the FSB is engaging 
industry bodies on, but has been fraught with key staffing changes. 

‘Tremendous opportunity’
The opportunity presents for the various stakeholders, representative 
industry bodies in the savings industry as well as government, 
policymakers and regulators to explore how to optimise or create a 
conducive environment for investment strategies to better align to the 
NDP objectives. Already, the Association for Savings and Investment SA 

(Asisa), representing close to R10tr across 127 organisations, states  
the following:

“We recognise that in order to achieve our long-term goal of 
ensuring that our industry remains relevant and sustainable, we need 
to deliver solutions that are in line with the needs of our country, taking 
into consideration global and local developments and challenges… 

The national priorities for our country are detailed in 
the National Growth Plan and the NDP. The NDP 
is government’s proposed roadmap to eliminating 
poverty and reducing inequality by 2030.”

So it seems that there is no intention to forge 
an “uneasy alliance” between investors and 
government objectives. The benefits to be had 
from unlocking the sustainable investing model 
are tremendous and we need to ensure that the 
regulatory environment is conducive, that asset 
owners are designing mandates that promote 
sustainable investing, and that we innovate and 
reinforce positive public-private partnerships across 
many sectors. And of course, make sure that the 

REIPPP (renewable energy independent power producer) programme 
is back on track.  

Finally, our industry requires a collaborative and practical effort to 
encourage asset managers to develop more investment solutions and 
products that offer quality exposure to inclusive growth opportunities, 
while simultaneously having the custodians of our collective savings 
signal the demand for such solutions. ■
Heather Jackson is head of impact investing at Ashburton Investments.

The economy has 
enormous unmet 

infrastructure demands 
and a growing need to 
stimulate job creation 
and reduce inequality.
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 a s a retirement fund member, note that making 
investment decisions is difficult enough for 
your trustee if the fund and its stakeholders 
were all she had to think about. Considerably 

adding to the difficulty is the clamour of advice that 
threatens to overwhelm her. 

She is told that she should consider the 
principles of socially responsible investment 
and take into account environmental, social 
and governance (ESG) factors in selecting 
assets, and focus on infrastructure or 
community development, prioritising the 
enfranchisement of black-owned businesses. 
She wonders what it means to invest 
sustainably or in the best interests of all 
South Africans. She may feel pressure to 
understand political priorities and invest in 
line with these. 

What should you be expecting of her as she 
and her fellow trustees act on your behalf? 

The bad news for her? She and her fellow 
trustees are required to invest responsibly. 
The good? They are answerable only to 
their stakeholders, not to the outside 
world as well.

The responsibility
“As institutional investors, 
we have a duty to act in the 
best long-term interest of our 
beneficiaries.” − United Nations 
Principles for Responsible 
Investment, Signatories 
Commitment 

The trustees of a retirement 
fund carry a weighty responsibility in 
their collective capacity as fiduciaries 
over the fund and its stakeholders, 
particularly its members and other 
beneficiaries. Legal argument on the nature 
of this fiduciary duty abounds. At heart, however, is 
the trust that these stakeholders put in the actions of the 
members of the board. This helps to explain why, though 
retirement funds are not subject to trust law, members of 
the board have become known as trustees.

Anybody acting in trust should surely take care to 
understand the nature of the confidence that others are 
putting in them. This is the hard part of the responsibility 

for your trustee. In order to put into practice what she 
has devoted herself to do, she needs to understand that 
commitment. She and her fellow board members must 
identify the stakeholders to the retirement fund – you, the 
members; but also all current beneficiaries and others who 
may have an interest in the fund, sponsoring employers, 

for example. Then they must work to understand 
what you, as parties with an interest, might 
reasonably expect of the fund. This needs to be 
written down: how can the members of the board 
agree on these priorities if they are not codified?

This represents the heart of the document 
that guides the trustee responsibility to act in 
trust − the investment policy statement. 

The key to the complex investment decisions 
and actions that may follow is a clear, concise 
description of the expectations and goals  
of stakeholders, stating the essence of the  
board responsibility. 

The statement must express these 
objectives philosophically, but helpfully as well. 

Practical expression of an objective includes 
an acknowledgement that goals generally 

cannot be reached without taking some 
risk. It follows that stakeholders expect 

the board to strike an appropriate 
balance between risk and reward in 
pursuing these objectives.

 “An institutional investor should 
demonstrate its acceptance of 
ownership responsibilities in its 
investment arrangements and 
investment activities.” − Key principle 

#2 of The Code for Responsible 
Investing in South Africa, 2011 

So, to demonstrate its acceptance 
of owner responsibilities, the fund must 

explain what these responsibilities are. And 
to do that, it must identify its stakeholders and 

articulate their objectives in practical terms.

The rest follows from a sound beginning
Everything else, both in the investment policy statement 
and in the way in which it is put into practice, follows 
from here. It can be difficult to answer the questions that 
demand answers, intractable even. 

Clearly stated stakeholder objectives, however, will help 
trustees to identify solutions to these challenges and even 

INSTITUTIONAL ASSET MANAGEMENT

collective insight 

By Rob Rusconi

It is vital that trustees of retirement funds understand the nature of their responsibility. Key to this is a clear, concise 
description of the expectations and goals of the stakeholders.

Is responsible investing 
required of trustees?
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What is required, 
however, is that the 
objectives lead the 
decisions, not the 
other way around.
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to reveal whether they are in fact relevant or not.
Is it important to consider investment returns 

primarily in the long term, for example, which implies that 
sustainability of these investments should be assessed? 
Should the board take into account the environmental 
consequences or community impacts of the products 
and operations of a company? The answers to these 
questions depend on whether stakeholders have an 
interest in these impacts.

This line of argument may suggest that the statement 
of stakeholder objectives covers in advance all of the 
questions that need to be answered in consideration 
of the detail. This is not necessarily the case. In the 
formulation of the investment policy statement, drafters 
should modify the expression of stakeholder objectives 
where this is called for, particularly where subsequent 
consideration reveals a shortfall in the thinking. What is 
required, however, is that the objectives lead the decisions, 
not the other way around. 

Other elements of a sound foundation
“Investors should not knowingly leave something to 
governments that governments have yet to deal with 
effectively and that will inevitably affect the lives of 
beneficiaries of the investments.”− CFA Institute, ESG Issues in 
Investing, Guide for Investors, section 1.7 

Though a statement of objectives is critical, there 
are other aspects of the philosophy of investment that 
boards may consider codifying before considering the 
details of the investment approach itself. This quote from 
the CFA Institute expresses its view that investors have 
at least some responsibility 
to address externalities linked 
to ESG issues. The institute 
nevertheless also expresses the 
alternative perspective:

“Another view is that fiduciary 
investors cannot be expected 
to take responsibility for what 
is beyond their control, and it is 
unrealistic to bring externalities 
within the ambit of fiduciary 
responsibility.” − CFA Institute, 
same source as previous quotation

It goes on to describe a 
middle ground between these two views, which appeals to 
the principles of stewardship that form the basis of the UK 
Stewardship Code. 

The point is that applying a single view on issues like 
these to all funds may not be appropriate. 

Very large funds with global portfolios, for example, have 
the power to impact market prices through their investment 

Trustees are not  
obliged to comply with 

views that are inconsistent 
with a carefully prepared, 
legally sound investment 

policy statement.

Principles for trustees 
and other institutional 
investors to follow:
■	 Act in members’ long-term interest.
■	 Identify all stakeholders and their goals.
■	 Accept ownership responsibility in relation to investing.
■	 Codify investing beliefs in the investment policy 

statement (IPS).
■	 Remember that the objectives in the IPS lead the decisions, 

not the other way around.

decisions and must recognise this in their statements of 
investment policy.

Boards could also consider expressing a set of 
investment beliefs. (Refer, for example, to the Marathon 
Club’s 2007 Guidance Note for Long-Term Investing.) This 
might include attitudes to risk, to the question of active 

and passive investments and to the 
appropriateness of various incentive 
models for rewarding service providers. 
And, of course, the investment policy 
statement must be consistent with 
all laws and regulation and should 
confirm this position.

Living with their convictions
Aside from these legal requirements, 
how the trustees of a retirement fund 
invest its assets is up to them. There 
is no doubt that they must do so 
responsibly. Boards have an ethical 

and legal obligation to do so. But trustees are not obliged 
to comply with views that are inconsistent with a carefully 
prepared, legally sound investment policy statement.  

The trustee responsibility is crucial but limited. It ends 
with the fund and its stakeholders. Member, hold them 
to it. ■
Rob Rusconi is an independent actuary. 



 t here is no clear winner between a broad 
and a concentrated investor base, with 
benefits and drawbacks to both owner-
ship models. A concentrated ownership 

base has the obvious benefit of vested alignment 
of interests and keen eyes on the operations 
of a firm (but fewer of them), while a broader 
ownership base has more eyes on a firm (but not 
necessarily as keenly interested).

Ownership structures are not necessarily 
predetermined
We should take a moment to remember that 
ownership structures are not predetermined 
outcomes of some grand design, but 
rather the result of incidental historical 
paths. Global financial systems have 
developed with each country’s 
unique history influencing its own 
particular structure. Financial 
systems do not only vary among 
one another, but also within 
themselves over time as they 
are continuously evolving 
and adapting in response 
to economic tides, crises 
and regulatory changes – so 
governments, policymakers and 
central banks are also important 
role players.

These developments have also 
played an important role in determining 
the investor base structure variations 
between countries. Consideration should be 
given to these and other factors that determine the 
development of financial systems.

Trust is a cornerstone of financial 
development
Trust goes hand-in-hand with the development 
of financial markets, and is one of the most 
valuable commodities in business and investing. 
By extension, a governance framework that 
offers better protection to investors (fostering 
their trust) can reasonably be expected to lead 
to better functioning financial systems. It is not 
surprising that the legal system of a country is an 
important factor behind the development of its 
financial system: countries with better developed 
financial systems tend to have a common law 
framework, which has shown to provide better 
investor protection.

Unfortunately trust can be broken even 
when all the checks and balances seem to be in 
place: the recent events surrounding Steinhoff 
highlighted how even the concentrated control 
structure of the company left many investors 
exposed, resulting in substantial losses.

Monitoring by financial intermediaries
Financial intermediaries such as banks, insurance 
firms and asset managers exist for reasons that are 
obvious to us all. But they also fulfil an important 
role of monitoring in an economy.

Monitoring refers to the collection of 
information, both before a financial commitment 

(such as a loan) is given and also during 
the life of the transaction. Monitoring can 

include either one or a combination of 
the following: screening investment 
projects, examining a counterparty’s 
outlook and creditworthiness, 
preventing opportunistic behaviour 
from borrowers, ensuring that they 
abide by the terms or covenants 
of the agreement, and enforcing 
contractual agreements.

Monitoring activities are more 
important when there is asymmetric 

information: when the borrower 
has private information which the 

lender is unable to observe. Obtaining 
information brings with it benefits to 

the lender, for instance: improved loan 
contracts, lower risk of defaults, and increases 

in real savings or returns. But monitoring also 
brings with it associated costs. This means that 
monitoring will only take place if the benefits 
outweigh the costs (i.e. C = Costs < S = Savings).

The higher concentration and importance 
of equity ownership by financial institutions in 
countries like Germany and Japan suggest that 
agency issues can be solved by the financial 
institutions who act as the outside monitors of 
the firms.

Who is monitoring those who monitor?
When the control of a firm is centred in the hands 
of a few (i.e. a concentrated control structure) 
then it could be a better way of monitoring a firm 
compared to an ownership structure that is spread 
widely among a large number of unconnected 
shareholders. It has been suggested for decades 
that one of the best ways to maximise the value of 

OWNERSHIP STRUCTURES

collective insight 

By Melville du Plessis

Consider which is the better ownership structure: a broad or concentrated investor base?

Is Broadway the Bestway?*
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firms is through concentrated ownership of a firm’s 
shares. When there are very few shareholders in a 
firm, then there is a stronger incentive to closely 
monitor and maximise value.

But a concentrated control structure also has 
its shortcomings, some of which are more opaque. 
For instance, when there is a close relationship 
between a funder and a firm then it could lead to 
a monopolistic situation where the funder uses 
information to extract excess profits from the firm 
– also referred to as ‘rents’. 

If there isn’t a sufficient amount of public 
information available to other potential funders 
about a firm, it could be difficult for the firm to find 
alternative sources of finance. The funder could 
then use its position of power as the only supplier 
of finance and charge higher interest rates than 
the firm would otherwise have been able to obtain 
elsewhere. In extreme scenarios, funders could 
potentially even collude with a firm’s managers to 
limit the outside influence on the operations of a 
firm – not necessarily in the interest of the firm, nor 
minority stakeholders.

Conflicts of interest arise everywhere and 
should be managed appropriately. The examples 
of collusion and excess profits are somewhat 
extreme scenarios – more relevant are the more 
recent examples which highlight the potential for 
financial losses, bank failures and inherent risks in 
financial systems.

The need for continuous improvement
Neither a highly concentrated nor a broad investor 
base can claim to be the optimal solution. A 
diversified investor base is a good starting point, 
but it does not negate the necessity for continuous 
monitoring and improvement. We need to learn 
from recent examples, incorporate these lessons 
into our frameworks and so improve future 
investment decisions. ■

*If you happen to find your way to New York, the 
author recommends a good comedy club off the 
beaten track. 

Melville du Plessis is a portfolio manager in the fixed interest team 
at Sanlam Investment Management (SIM).

Relevant are the more 
recent examples 

which highlight the 
potential for financial 
losses, bank failures 
and inherent risks in 

financial systems.
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Our expertise includes:

At Sanlam Investment Management, we know that consistency, hard work and exceptional talent can achieve great 
results. Which is why we’re pleased that the Sanlam Investment Management Enhanced Yield Fund has been rated 
the best performing South African interest-bearing short-term fund for the three years ending 2014, 2016 and 2017 
respectively. When it comes to consistently managing risk for investment success, our team’s expertise is hard to match. 

SANLAM INVESTMENT MANAGEMENT ENHANCED YIELD FUND RAGING BULL WINNER: 2014, 2016 AND 2017 

The full details of the award and the basis of the award are available from the Manager. Sanlam Collective Investments (RF) (Pty) Ltd is a registered and approved Manager in terms of 
the Collective Investment Schemes Control Act. A schedule of fees can be obtained from the Manager. Sanlam Investment Management Enhanced Yield Fund is a conservative fund, 
aiming to deliver higher yields than money market funds over the long term. The fund will have no equity exposure. The Retail class is the most expensive class offered by the Manager. 
Maximum fund charges include (incl. VAT): Initial advice fee, 0.34%. Initial Manager fee, N/A. Annual advice fee, 1.14%. Annual Manager fee, 0.47%. Total expense ratio (TER), 0.49%. 

You said: 
“Keep up the good work.”
 We listened.

43115_SIM Enhanced Yield Fund Performance ad_WINNER_PRESS_136x210.indd   1 2018/02/06   3:11 PM



 the two things that most elicit tension 
and misunderstanding in South Africa 
are matters of race and money. The 
agenda for the implementation of BEE 

is a race-based strategy which seeks to 
increase the equitable transfer of economic 
participation and ownership. Therefore, those 
who hold the decision-making prerogative 
whilst having to recognise the power of 
policymakers may find complying with this 
piece of legislation more than disconcerting. 

According to Megan Boler in her book 
Feeling Power, the pedagogy of discomfort 
theorises on addressing difficult issues such 
as social injustice. With BEE being remedial 
in nature, the discomfort elicited can be 
rechannelled and better used to understand 
difference for a more effective response. 
Truth be told, we have mishandled the 
communication around transformation, and 
this has stalled the success that collaborative 
transformation could have already yielded.

Who does BEE answer to?
Whilst BEE tries to achieve multiple objectives, 
it gets its direction from different regulators, 
which can lead to confusion on what its 
focus is and therefore who has a stake in its 
success. National Treasury sets the standards 
and bounds for procurement and preferential 
procurement; employment equity and 
skills development are the mandate of the 
department of labour; the department of trade 
and industry has general oversight; and more 
recently, the BEE Commissioner answers to the 
presidency on the progress of transformation. 

And then beneficiaries of BEE are treated 
as a means to an end – leading to the negative 
connotations and experiences associated with 
BEE. Think fronting, tokenism, learnerships 
for points, rotational enterprise development 
programmes, frustrated managers with 
unfulfilled advancement promises, menial 
tasks for persons with disabilities, and income 
differentials nicely tucked into bonus and 
share schemes that miss the scrutiny of the 
labour regulator and public reporting. 

This treatment, coupled with the 
bureaucracy of regulatory enforcement, has 
politicised what should be a collaborative 
citizen, country and corporate strategy to 

create a more equitable society that leads to 
economic inclusion and development. 

BEE is not philanthropy
In her book Trick or Treat, Jenny Cargill  
quotes then deputy president Kgalema 
Motlanthe as follows: 

“Another weakness in the empowerment 
programme is that it has been focused on 
transfer rather than transformation. By 
‘transfer’ I mean the ceding of existing assets 
to individuals in a manner that does 
not in any way alter the economic 
structure. By ‘transformation’ I mean 
the creation of new markets, new 
investments, and new drivers of 
domestic demand in the economy.”

Proponents of BEE know that 
sustainable transformation requires 
reinvestment, return and impact 
to widen access and retain value. 
With the changing legal landscape, 
compliance monitoring 
is becoming an ever-
present reality and 
business has to rethink 
its transformation 
strategies to position 
them inside, rather than 
alongside, business 
strategy. 

What if BEE was an 
investment?
Integrated reports speak 
fondly and patriotically 
of BEE, referring to it as 
something that is embraced, committed to and 
evidence of their good corporate citizenry. Yet 
as corporate budgets shrink in a slow-growth 
economy, such sentiments start to drop off 
boardroom agendas as strategy focuses on the 
bottom line. This implies that BEE is hindering, 
rather than adding to, business strategy. 

What if BEE was an investment that 
generated a traceable return to business? 
If each element could be integrated with 
business objectives, companies might begin 
to see and count its value. Employee share 
schemes have been known to increase 
employee tenure, thus reducing recruitment 

costs, increasing a sense of loyalty and 
propelling more productive contributions. 

Development for more equitable 
representation on the board and senior 
management levels enhances diversity, 
encourages mandate ownership and also 
increases company commitment, which 
reduces retraining costs. Small business 
support through preferential procurement 
and enterprise development stimulates the 
economy, absorbing the unemployed, and 

helps share the tax burden. 
In addition to this, when 

corporate social investment (CSI) 
projects have a sustainable impact 
objective, they increase social 
inclusion, social mobility and create 
a more stable society for citizens 
and corporates to thrive. 

The next era of empowerment
Like any investment, how corporates 

perform in BEE is meas-
ured as a comparative 
ranking based on points 
and levels. Unfortunately, 
this refocuses the inves-
tor’s measure of success 
on how a company ranks, 
rather than on whether it 
has achieved its objectives 
and goals for its contribu-
tion to BEE. 

If we continue to see 
success through this lens, 
companies will continue 
to play the numbers 

game, the compliance strategy, the quickest 
destination route – and the narrative of BEE 
will yield the same results of yesteryear. 

A new collaborative approach and 
perspective is needed urgently before we lose 
the grip on harnessing the youth dividend 
and the dreaded effects of unemployment 
run amok. As we transform how we view and 
engage with BEE, it will begin to change how 
we drive it, derive impact value, and ease the 
prevalent unproductive tensions hindering 
substantive transformation. ■

collective insight 

By Amanda Khoza

Amanda Khoza is group empowerment executive at  
Alexander Forbes.
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RETHINKING EMPOWERMENT

What if BEE was an 
investment that generated 

a traceable return to 
business? If each element 
could be integrated with 

business objectives, 
companies might begin to 

see and count its value.

Black Economic Empowerment 3.0 
A new era of economic transformation requires a different language, parameters, objectives and measurement criteria 
– it requires its own transformation in order to keep up with the competing priorities of economic development. 



Dionne Kerr is the founder and CEO of Siyakha Consulting, a BEE advisory firm. 
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By Dionne Kerr

TRANSFORMATION

BEE is not the problem
Many people have blamed ‘bad BEE deals’ for loss in shareholder value or market share. But can BEE be blamed for 
poorly constructed ownership deals?  

 when I tell people that I work in BEE and have done so 
for 19 years, I am often lambasted by stories of how 
bad it is for society and what a terrible model it is and 
questioned on how I can possibly represent such an 

ill-intended policy. I always say that there are two critics of BEE – those 
that feel that they should have gained more from it, and those that feel 
that any form of change is a personal threat.  

BEE and its principle of local empowerment is not unique; many 
foreign-owned companies admit that they have had to address similar 
issues elsewhere in the world. Australia, China, Malaysia, Namibia, 
Botswana, Mozambique, Ghana and Zambia (with as 
many as 23 African countries) have introduced their 
own form of localisation requirement to support social 
targets from foreign companies operating in these 
regions. The principles contained in most of these 
policies are that if you wish to benefit from operating 
in that country, then you need to participate in that 
country’s socio-economic imperatives.   

However, it’s important not to distance ourselves 
from the difference between these global policies and 
our South African environment. We have a legacy to redress, whereas 
these countries do not. They introduce these requirements for social 
stability and for prioritising economic growth through minimum levels of 
local participation. For us, we need to achieve the necessary balance of 
South African society in order to equalise the issues of our past. 

The Broad-Based BEE (B-BBEE) Codes of Good Practice (CoGP) 
measure performance against five inclusion indicators with ownership 
and industrialisation taking centre-stage in most forums. 
In most elements, we have witnessed significant 
improvement since 2007 when the CoGP were 
gazetted. However, the ownership element has 
remained a highly contested area for most 
organisations and many people have blamed 
bad BEE deals for loss in shareholder value or 
market share. 

Personally, I am not sure there is such 
a thing as a bad BEE deal. If your advisers 
structured it, your lawyers drew it up, your 
auditors signed it off, your board approved it 
and your shareholders gave it a “thumbs up”… 
then I am not sure BEE is to blame for poorly 
constructed ownership deals that do not hold 
value for the parties and/or that don’t ultimately 
achieve the objectives of empowerment. A recent 
research report by Intellidex has found that BEE ownership 
schemes implemented by the Top 100 JSE-listed companies 
generated R317bn in net value for the period 2000 to 2014.

According to Alternative Prosperity’s study conducted on behalf 
of the JSE, the estimated black ownership is 10% through BEE 
schemes and 13% through institutional funds. Both these reports have 
been challenged on their accuracy; just as many other reports and 

interpretations have emerged on the subject. 
Several ownership models and options exist. Companies may choose 

to invest in an equity equivalent programme which sees financial 
investment into developmental projects as opposed to an actual 
ownership transaction. Trusts have often been used as a means to avoid 
legitimate ownership and in many cases lack the required assurance 
that broad-based shareholders have the operational and financial skills 
to operate as shareholders and therefore benefit from the ownership, 
management and control of sustainable assets. 

The calculation of ownership for B-BBEE purposes is also complex 
and has become increasingly stringent and 
convoluted as more and more complex structures 
have been put in place, in some instances to dilute the 
direct beneficial interest to black people. 

If the intention is to see black South Africans 
own sustainable assets, then the question becomes 
whether it matters if that is through active or passive 
investment or whether, as in a normal society, 
the combination of both is a suitable and entirely 
appropriate mix to include representation of all 

facets of society. Thus, the conversation should be about actual, direct 
beneficial ownership for black South Africans which includes both active 
investors, those who are shareholders, directors and operationally active 
executives in businesses today; and passive investors who hold shares 
through the institutional investors, or through broad-based schemes or 
employee share-ownership schemes.

There is no absolute solution other than for us to sincerely apply our 
minds to the real challenges in South Africa today and to remain 

committed to doing business in the right way. 
We need to audit and scrutinise BEE transactions 
and insist that they are done correctly. Trusts are 

not the problem. However, trusts that are formed 
as a means to avoid legitimate inclusion of black 
people are a problem. 

Localisation is critical. The development of 
black-owned, South African manufacturers in the 
economy will alter the landscape of ownership. If 
black industrialists own, manage and control their 
own opportunities, land and assets, the objectives 

of transformation will be achieved alongside the 
imperative of economic growth. 

Investors need to call on boards of directors to be 
accountable for all facets of King IV. The recent need for 

several large BEE transactions to be restructured at large 
cost is a case in point. Investors should be holding executives 

accountable for their commitment to the transformation agenda. 
An accurate mechanism to measure ownership of assets in South 

Africa is key. Importantly, to encourage investment, we need to 
acknowledge that a healthy, productive society is made up of different 
investors – passive and active, foreign and domestic. ■

We need to achieve the 
necessary balance of 
South African society 

in order to equalise the 
issues of our past. 
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 d ear CEO, 
As BlackRock approaches its 30th anniversary 

this year, I have had the opportunity to reflect on the 
most pressing issues facing investors today and how 

BlackRock must adapt to serve our clients more effectively. As a 
fiduciary, BlackRock engages with companies to 
drive the sustainable long-term growth that our 
clients need to meet their goals. 

In 2017, equities enjoyed an extraordinary run 
– with record highs across a wide range of sectors 
– and yet popular frustration and apprehension 
about the future simultaneously reached new 
heights. We are seeing a paradox of high returns 
and high anxiety. Since the financial crisis, those 
with capital have reaped enormous benefits. At the 
same time, many individuals across the world are 
facing a combination of low rates, low wage growth, 
and inadequate retirement systems. Many don’t 
have the financial capacity, the resources, or the 
tools to save effectively; those who are invested are 
too often over-allocated to cash. For millions, the 
prospect of a secure retirement is slipping further 
and further away – especially among workers 
with less education, whose job security 
is increasingly tenuous. I believe these 
trends are a major source of the anxiety 
and polarisation that we see across 
the world today. 

We also see many governments 
failing to prepare for the future, on 
issues ranging from retirement 
and infrastructure to automation 
and worker retraining. As a 
result, society increasingly is 
turning to the private sector and 
asking that companies respond 
to broader societal challenges. 
Indeed, the public expectations of 
your company have never been greater. 
Society is demanding that companies, 
both public and private, serve a social 
purpose. To prosper over time, every company 
must not only deliver financial performance, 
but also show how it makes a positive contribution to 
society. Companies must benefit all of their stakeholders, including 
shareholders, employees, customers, and the communities in which 
they operate. 

Without a sense of purpose, no company, either public or private, 
can achieve its full potential. It will ultimately lose the licence to 
operate from key stakeholders. It will succumb to short-term 

pressures to distribute earnings, and, in the process, sacrifice 
investments in employee development, innovation, and capital 
expenditures that are necessary for long-term growth. It will remain 
exposed to activist campaigns that articulate a clearer goal, even if 
that goal serves only the shortest and narrowest of objectives. And 

ultimately, that company will provide subpar returns 
to the investors who depend on it to finance their 
retirement, home purchases, or higher education. 

A new model for corporate governance 
Globally, investors’ increasing use of index funds is 
driving a transformation in BlackRock’s fiduciary 
responsibility and the wider landscape of corporate 
governance. In the $1.7tr in active funds we manage, 
BlackRock can choose to sell the securities of a 
company if we are doubtful about its strategic direction 
or long-term growth. In managing our index funds, 
however, BlackRock cannot express its disapproval 
by selling the company’s securities as long as that 
company remains in the relevant index. As a result, our 
responsibility to engage and vote is more important 
than ever. In this sense, index investors are the ultimate 

long-term investors – providing patient capital for 
companies to grow and prosper. 

Just as the responsibilities your company 
faces have grown, so too have the 

responsibilities of asset managers. We must 
be active, engaged agents on behalf of 
the clients invested with BlackRock, who 
are the true owners of your company. 
This responsibility goes beyond casting 
proxy votes at annual meetings – it 
means investing the time and resources 
necessary to foster long-term value. 

The time has come for a new 
model of shareholder engagement 

– one that strengthens and deepens 
communication between shareholders 

and the companies that they own. I have 
written before that companies have been 

too focused on quarterly results; similarly, 
shareholder engagement has been too focused on 

annual meetings and proxy votes. If engagement is to 
be meaningful and productive – if we collectively are going 

to focus on benefitting shareholders instead of wasting time and 
money in proxy fights – then engagement needs to be a year-round 
conversation about improving long-term value. 

BlackRock recognises and embraces our responsibility to help 
drive this change. Over the past several years, we have undertaken a 
concentrated effort to evolve our approach, led by Michelle Edkins, our 

ACCOUNTABILITY

collective insight 

By Larry Fink

BlackRock, the world’s largest asset manager, is increasingly evaluating companies’ ability to manage 
environmental, social and governance matters in its investment process.

A letter to CEOs globally
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trillion

in active funds we manage, 
BlackRock can choose to sell the 

securities of a company if we 
are doubtful about its strategic 
direction or long-term growth. 
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global head of investment stewardship. Since 2011, Michelle has helped 
transform our practice from one predominantly focused on proxy voting 
towards an approach based on engagement with companies. 

The growth of indexing demands that we now take this 
function to a new level. Reflecting the growing importance 
of investment stewardship, I have asked Barbara 
Novick, vice chair and a co-founder of BlackRock, 
to oversee the firm’s efforts. Michelle will continue 
to lead the global investment stewardship group 
day-to-day. We also intend to double the size of the 
investment stewardship team over the next three 
years. The growth of our team will help foster even more 
effective engagement with your company by building a 
framework for deeper, more frequent, and more productive 
conversations. 

Your strategy, your board, and your purpose 
In order to make engagement with shareholders as productive as 
possible, companies must be able to describe their strategy for long-
term growth. I want to reiterate our request, outlined in past letters, 
that you publicly articulate your company’s strategic framework for 
long-term value creation and explicitly affirm that it has been reviewed 
by your board of directors. This demonstrates to investors that your 
board is engaged with the strategic direction of the company. When 
we meet with directors, we also expect them to describe the board 
process for overseeing your strategy. 

The statement of long-term strategy is essential to understanding 
a company’s actions and policies, its preparation for potential 
challenges, and the context of its shorter-term decisions. Your 
company’s strategy must articulate a path to achieve financial 
performance. To sustain that performance, however, you must also 
understand the societal impact of your business as well as the ways 
that broad, structural trends – from slow wage 
growth to rising automation to climate change 
– affect your potential for growth. 

These strategy statements are not meant 
to be set in stone – rather, they should 
continue to evolve along with the business 
environment and explicitly recognise possible 
areas of investor dissatisfaction. Of course, 
we recognise that the market is far more 
comfortable with 10Qs and coloured proxy 
cards than complex strategy discussions. But 
a central reason for the rise of activism – and 
wasteful proxy fights – is that companies 
have not been explicit enough about their 
long-term strategies. 

In the United States, for example, 
companies should explain to investors how 
the significant changes to tax law fit into their 
long-term strategy. What will you do with 
increased after-tax cash flow, and how will you use it to create long-
term value? This is a particularly critical moment for companies to 
explain their long-term plans to investors. Tax changes will embolden 
those activists with a short-term focus to demand answers on the 
use of increased cash flows, and companies who have not already 
developed and explained their plans will find it difficult to defend 
against these campaigns. The US tax bill is only one such example 
– regardless of a company’s jurisdiction, it is your responsibility to 
explain to shareholders how major legislative or regulatory changes 
will impact not just next year’s balance sheet, but also your long-term 
strategy for growth. 

Where activists do offer valuable ideas – which is more often 
than some detractors suggest – we encourage companies to begin 
discussions early, to engage with shareholders like BlackRock, and to 

bring other critical stakeholders to the table. But when a company 
waits until a proxy proposal to engage or fails to express its 

long-term strategy in a compelling manner, we believe the 
opportunity for meaningful dialogue has often already 
been missed.

The board’s engagement in developing your long-
term strategy is essential because an engaged board 
and a long-term approach are valuable indicators 

of a company’s ability to create long-term value for 
shareholders. Just as we seek deeper conversation between 

companies and shareholders, we also ask that directors 
assume deeper involvement with a firm’s long-term strategy. 
Boards meet only periodically, but their responsibility is 
continuous. Directors whose knowledge is derived only 

from sporadic meetings are not fulfilling their duty to shareholders. 
Likewise, executives who view boards as a nuisance only undermine 
themselves and the company’s prospects for long-term growth. 

We also will continue to emphasise the importance of a diverse 
board. Boards with a diverse mix of genders, ethnicities, career 
experiences, and ways of thinking have, as a result, a more diverse and 
aware mindset. They are less likely to succumb to groupthink or miss 
new threats to a company’s business model. And they are better able 
to identify opportunities that promote long-term growth. 

Furthermore, the board is essential to helping a company articulate 
and pursue its purpose, as well as respond to the questions that 
are increasingly important to its investors, its consumers, and the 
communities in which it operates. In the current environment, these 
stakeholders are demanding that companies exercise leadership on 
a broader range of issues. And they are right to: A company’s ability 

to manage environmental, social, and governance 
matters demonstrates the leadership and good 
governance that is so essential to sustainable 
growth, which is why we are increasingly integrating 
these issues into our investment process. 

Companies must ask themselves: What 
role do we play in the community? How are we 
managing our impact on the environment? Are 
we working to create a diverse workforce? Are 
we adapting to technological change? Are we 
providing the retraining and opportunities that our 
employees and our business will need to adjust to 
an increasingly automated world? Are we using 
behavioural finance and other tools to prepare 
workers for retirement so that they invest in a way 
that will help them achieve their goals? 

As we enter 2018, BlackRock is eager to 
participate in discussions about long-term value 
creation and work to build a better framework 

for serving all your stakeholders. Today, our clients – who are your 
company’s owners – are asking you to demonstrate the leadership and 
clarity that will drive not only their own investment returns, but also 
the prosperity and security of their fellow citizens. We look forward to 
engaging with you on these issues. ■

Sincerely, 
Laurence D. Fink 
Chairman and Chief Executive Officer

Larry Fink is the chairman and CEO of BlackRock, a US-headquartered global investment firm 
with more than $6tr in assets under management.

The board’s engagement 
in developing your long-

term strategy is essential 
because an engaged 

board and a long-term 
approach are valuable 

indicators of a company’s 
ability to create long-term 

value for shareholders.

Barbara Novick  
Vice chair and a  

co-founder of BlackRock
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