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 o ver time, there has been a growing 
shift in public markets – first to 
dispersed equity ownership and 
common shareholder rights in 

the early 20th century, followed by a focus 
on profit maximisation as shareholder value 
creation became more important in the late 
20th century. 

Fast-forward to today, and the focus 
is shifting again – with the spotlight on 
sustainability and impact considerations. 
This can be seen in both public and private 
markets, as the recognition grows that 
investing cannot happen in isolation, and that 
the impact of investing has more far-reaching 
effects than what many may think.

Enter the investment multiplier effect. 
This effect considers that investment 
spending in the public or private capital 
markets has a more than proportionate 
positive impact on the general economy 
– including the creation of jobs, boosting 
income, creating growth, socio-economic 
enhancement and economic development.  

The concept seems quite simple, really. 
But are we actually seeing and experiencing 
this in South Africa? And is it limited to 
certain asset classes and investments, or 
across the board?

You can be forgiven if impact investments 
such as infrastructure, sustainable 
investment funds, and jobs funds spring 
to mind as those being most aligned with 
this multiplier effect. These are the obvious 
ones. And can make a noteworthy difference 
(provided that opportunities exist). However, 
the impact and effect spans across the 
asset classes, although there may be some 
that have a greater impact than others, 
and we also need to consider the economic 
opportunities of these different asset classes. 
Furthermore, we need to contemplate 
whether our financial markets are still doing 
what we hoped they would in terms of 
actually facilitating economic growth. 

Incidentally, if we consider the SA equity 
market, we note that a large portion of the 
companies listed on the JSE derive their 
revenue globally. More specifically, around 
60% of the JSE Top40 companies’ index 
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earnings are derived offshore. What does this 
mean for the multiplier effect? 

It means that an investment in the local 
stock market is partially a global investment. 
This in turn means that not all the money 
is being put to work in SA, in support of job 
creation and economic growth. Now, I am not 
implying that investors should, as a result, 
refrain from investing in the local stock market 
and seek other local-only options. Why I am 
raising it is to bring up the question of whether 
alternative investment options, that do have a 
higher multiplier effect, abound for investors?  

Are there sufficient investment 
opportunities? How many of these arise – 
and then fail? And what are the implications 
of those that fail on the number of 
retrenchments (and which counters the jobs 
created in those that do succeed)? 

The difficulty comes in the measurement 
of this effect, and the ability to quantify 
the number of jobs created, the bottom-
line impact on economic growth and GDP 
contribution and the overall impact on 
economic development. If those can be fully 
quantified, and be available, critical mass 
in investor interest can be reached, which 
in turn can result in funding for investment 
opportunities. This in turn can greatly impact 
positively on job creation and economic 
growth and development. Simply – the 
investment multiplier effect.

We can deem the investment multiplier 
effect as extremely important on its potential 
impact on the future of finance, and the 
authors in this edition of CI have provided 
some deep insights into this. 

We begin this edition with a piece by 
Maitse Motsoane from Prescient, who 
explores the different capital structures, 
and the implications for people who want to 
invest in the economic growth potential of a 
country. Heather Jackson from Ashburton 
unpacks, then reflects on the evolution of 
sustainable investing and barriers to its 
progress, and furthermore provides examples 
of the real impact that this has had in 
countries where sustainable investing has 
been given an opportunity to bring about the 
multiplier effect. 
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An important angle to consider in the private 
equity markets and how this impacts the 
multiplier effect is made by Tanya van Lill from 
SAVCA, where the consideration around job 
creation in small businesses forms the focus. 
While there are many failed start-ups, there 
are also numerous success stories that have 
contributed positively to job creation, with the 
help of private investment. 

The ultimate challenge, though, is how 
to identify exactly what sort of multiplier 
impact is being made by any investment. The 
industry still has some way to go with this 
endeavour but Angelique Kalam cogently sets 
out the issues and shows how we can start 
tackling this requirement.

One area where there has been a significant 
amount of multiplier impact research in SA is 
in providing community-based long-term care. 
Alison Benzimra illustrates how a redeployment 
of pension fund assets to addressing some of 
the critical issues of an ageing population in SA 
may well turn out to be a better application of 
investing given the total lack of long-term care 
solutions for the continent.

Similarly Gerald Gondo, from RisCura, 
highlights that economic development in Africa 
absolutely demands an adequate infrastructure 
to facilitate growth. Investors who see growth 
as a first priority would be remiss in not seeing 
the necessity for infrastructure investing. His 
article helps investors appreciate the qualitative 
difference between getting in early into these 
types of investments vs. investing in more 
mature projects.   

John Green of Investec, by contrast, 
explores three themes that help to shape the 
multiplier effect in any situation, whereby 
a solution is identified that can help to 

address a problem, mass support is garnered 
which creates mass adoption, making 
solutions scalable, which is then followed in 
close succession by funding. He addresses 
these themes through the example of 
decarbonisation and helps show how this can 
become a mainstream investment priority. 

In our final article, we switch gears. In 
truth, though, the discussion presented 
by Soria Hay of Bravura simply highlights 
that it may well be that with some goals, 
in this case transformation, we will have 
to constantly rethink what model will give 
us the most optimal multiplier impact. If 
B-BBEE is now being thought of as a failed 
model for transformation, then perhaps a 
different model, in this case one where we 
promote black industrialists, could turn this 
around. Perhaps this sort of leadership would 
be better at ensuring not just that goods or 
services get produced, but that they provide a 
far better representation of what is needed by 
the broader SA consumer.

All of these investment examples show 
how the whole mindset of investing is evolving. 
Sixty years ago it might well have been enough 
for investors to simply seek the highest return. 
Then, when Modern Portfolio Theory emerged 
in the late 1950s and 1960s, we came to 
understand that returns had to be adjusted by 
the risks that were taken to achieve them. 

Going into the future we will begin to see 
a world where we can’t just think of return as 
what ends up in our pockets, but also how 
that investment has impacted – for better or 
worse – the economy as a whole, inclusive of 
employment creation, environmental impact, 
and the meeting of social imperatives. ■  
Monika Kraushaar is a senior consultant at RisCura.
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By Maitse Motsoane

Which asset classes have the biggest 
impact on job creation?
Bond and equity markets (public or private) are important for employment creation. The growth in gross fixed 
capital formation is the fuel that keeps the economic engine running.

 r obust economic growth is imperative for sustainable 
employment creation. And over the years, there’s been 
ample academic literature that proves the existence of 
a positive relationship between capital formation and 

economic growth. But which asset class has the biggest impact 
on job creation?

Ultimately, the answer to this question is two-fold. 
One needs to address the question of optimal capital 
structure, and how efficiently corporations deploy 
capital within an economy.

Broadly speaking, companies have two choices 
when it comes to the financing of investment projects. 
They can either borrow money or use shareholder 
capital. The different sources of financing have their 
advantages and disadvantages. 

The challenge here would be to find an optimal 
mix of debt and equity in order to minimise overall 
cost of capital. This would lower the hurdle rate of 
return required from investment initiatives for them 
to be attractive and, by extension, allow companies to 
take on more investment projects which will benefit 
economic growth.

Looking into the characteristics of the 
different sources of financing, debt offers 
the lowest cost of capital due to the tax 
deductibility of interest payments. 
However, this comes with contractual 
obligations to make periodic payments 
to service the debt. This means that too 
much leverage increases the financial 
risk to shareholders and the return they 
require when providing equity capital. 
On the other hand, equity financing is 
expensive. On a relative basis, an equity 
investment is way riskier than an investment 
in debt securities. As such, shareholders 
require a return that fully reflects the riskiness 
of the investment. Therefore, companies seeking 
financing for new projects need to find the optimal point at 
which the marginal benefit of debt equals the marginal cost.

Naturally, optimal capital structures will differ across 
business models and industries. For example, companies in 
highly cyclical sectors might want to steer away from having 
too much leverage, while those in more defensive sectors – with 
more stable cash flows – would probably have more capacity 
to service debt through the cycle. However, even with an 
optimal mix of debt and equity financing, for an investment 
to have lasting impact on economic growth and employment 
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creation, management needs to allocate capital efficiently – 
by channelling resources to projects that will maximise value 
for all stakeholders. Absent which, things like write-offs and 
impairments of assets might come to the fore in the future, as 
projects fail to deliver returns higher than the weighted-average 

cost of capital. This would most likely result in job losses.
Having said that, there has been an interesting 

development in terms of companies’ preferences when 
it comes to different sources of capital. Over the past 
couple of decades, alternative sources of funding such as 
private equity have been going mainstream – with growth 
companies having demonstrated the ability to attract 
significant sums of capital before flotation of their stock on 
public equity markets. 

According to McKinsey, private equity’s net asset value 
has grown more than sevenfold since 2002, twice as fast 
as global public equities. Moreover, the number of listed 
companies in the US has almost halved since 1996 – a 
trend that’s prevalent across most developed economies. 
This implies that the significant growth in assets under the 
stewardship of private equity funds has allowed companies 
to remain private. 

Understandably, going to initial public offering (IPO) 
and the subsequent maintenance of a listing can 

be quite costly and onerous from a compliance 
standpoint – resulting in costs outweighing the 
benefits of a listing. A study done by Schroders 
suggests that the burdensome nature of 
maintaining a public listing has led to not only 
a reduction in the number of listed entities, but 
also an increase in the average age of companies 
going to IPO. 

These developments have important 
implications for ordinary savers. Public stock 

markets facilitate the person on the street’s 
participation in growth of the corporate sector. 

It therefore becomes quite evident – with the 
de-equitisation trend becoming more strident – that ordinary 

savers will miss out on the exponential growth realised in earlier 
stages of companies’ life cycle. This will have an adverse impact 
on the agenda that pushes for inclusive growth – deepening the 
problem of income inequality in the process. 

However, even with its shortcomings, private equity 
funding does have its benefits. Private equity investments 
are generally long term in nature – with the average holding 
period of an investment ranging anywhere from seven to ten 
years. While it might not necessarily be the cheapest funding 
option available for companies (due to the illiquidity for which Ph
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Private equity’s 
net asset value 

has grown more 
than sevenfold 

since 2002, twice 
as fast as global 
public equities.
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investors require compensation), the capital is very patient. It 
therefore rids companies’ management of the pressure to hit 
analysts’ short-term earnings estimates as seen in the listed 
equity space, affording them breathing room while they execute 
their longer-term strategic objectives. This, in our opinion, is the 
most important benefit of private funding markets. It allows 
companies’ management to embark on long-term investment 
initiatives that will have lasting benefits for all stakeholders. 

Taken together, private funding markets appear to be 
faring much better at promoting efficient allocation of capital 
as opposed to their public counterparts. Given the benefits 
of the asset class and the de-equitisation trend in general, it 
is imperative for regulators to lighten the barriers of gaining 
exposure to the asset class. For example, Regulation 28 
imposes a limit of only 10% exposure to private equity in 
pension funds. This clearly lowers the return expectations for 
ordinary savers.

In conclusion, it is our firm belief that both the bond and 
equity markets (public or private) are important for employment 

Companies in highly cyclical sectors might want to steer away from having too much 
leverage, while those in more defensive sectors – with more stable cash flows – would 

probably have more capacity to service debt through the cycle.

creation. These are the conduits through which resources 
are channelled from savers to entities seeking funding for 
investment initiatives. Public markets provide cheaper capital 
as there is no illiquidity premium built into investors’ return 
expectations, which lowers overall cost of capital, while private 
markets facilitate efficient allocation of capital. 

Cash or commercial paper, on the other hand, is generally 
used to finance short-term needs. While it is an important 
building block in the capital structure of almost every 
corporation, its most appropriate use is for funding working 
capital as opposed to investments. It is prudent for companies 
to use long-term funding when undertaking long-term 
investment projects. 

For this reason, we believe cash as an asset class (or short-
term funding) has the least impact on employment creation. 
Growth in gross fixed capital formation is the fuel that keeps 
the economic engine running, and the wheels of growth turning, 
ultimately leading to job creation. ■
Maitse Motsoane is a portfolio manager at Prescient Investment Management.
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By Heather Jackson

Déjà vu and looking forward
What kind of society do we want to retire to, and can we have better agency in determining this?
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 y ou cannot be successful, nor even call yourself 
successful, in a society that fails.” 
- Feike Sijbesma, CEO of DSM, quoted in 2012. 

For the past 20 years the GlobeScan 
Sustainability Leaders Survey has monitored and shared 
insights about how we can tackle the world’s biggest 
sustainability challenges. The focus is on what business 
can contribute and in the South African context this 
would encompass cultivating a more inclusive and job-
creating path. In 2018, it covered 729 entities across the 
corporate and NGO sectors in 70 countries.  

South Africa has more than its fair share of 
challenges, perhaps most acutely captured for the 
40% of people between 15 and 64 years who are not 
employed, or in education or training (NEETs).  

Internationally many corporates have realised that 
they are part of a stakeholder network across employees, 
customers, shareholders and the broader operating 
environment, and are being held to account to integrate 
sustainability into business models. It is disappointing, 
then, to see that Africa accounts for just 6% of 
respondents in this survey. And there is no mention of any 
SA corporate leaders. The leaders encompass the likes of 
Unilever, IKEA, Patagonia, Greenpeace, and WWF.

In the 1990s, post the Truth and 
Reconciliation Commission, I recall being 
involved in a task team that explored 
introducing a “restitution bond”. This 
was one of a few initiatives that 
recognised the need for nation-
building efforts across business 
and society to be tangible and 
far-sighted – seeking a kind of 
atonement – and beginning to 
build a social compact.  

Then too, there was an 
organisation called BusinessMap, 
formed in the early 1990s by white 
South Africans who recognised 
the deep divides in our emerging 
democracy and sought to provide a 
bridge for our business community to 
engage with emerging black power bases in 
government and beyond. 

These all fizzled out and sadly, in the rush to 
shift offshore, business has seemed to acquiesce to 
government demands all too easily. The mining sector 
epitomises this with a wretched cycle of government 
interference translating into yet more jobs lost and 
disinvestment by mining companies. 

South Africa has lacked business leaders with the 
kind of vision and moral clout we need to fight for an 

environment that fosters inclusive growth. It seemed 
to take Nenegate to shock the business community 
into collective action and it showed a promising level of 
effectiveness, but much more of this galvanising spirit is 
needed if we are to travel the high road once promised. 

Fast-forward to today. What does our financial and 
investment sector look like? And how do we take stock 
of the way our socio-economy has evolved and the 
contribution we can make to grow our economy in a 
sustainable and more inclusive manner? Put simply: What 
kind of society do we want to retire to, and can we have 
better agency in determining this?

Some interesting starting points. We know that 
investment portfolios are typically skewed heavily toward 
listed equity, with listed bonds, property and cash making 
up the balance. Despite Regulation 28 enabling at least 
35% of allocations toward private markets (such as private 
debt and equity), our research shows that investors allocate 
only about 2% of their assets to alternatives. This is well 
below international norms of 10% to 20%. 

Add to this a further two overlooked factors, and 
South African portfolios are relatively underexposed to 
our real economy. First, according to several studies, over 
60% of the JSE’s Top40 derives its revenue offshore; 

and second, in the debt market, more than 80% of 
companies fund themselves through the banking 

system (private markets). 
This means that pension and other funds 

that only access the listed bond market for 
credit exposure are limiting diversification 
benefits to just 20% of SA Inc’s debt 
needs. It is evident that our collective 
savings exposure to the real economy 
is highly constrained. Some of this is 
no doubt due to legacy legislation, but 
Regulation 28 now allows up to 35% 
exposure to real assets.  

Given the challenging environment 
investors face, we are well-versed in 

factors such as a constrained economic 
outlook, sluggish stock market performance, 

political uncertainty and lack of business 
confidence that put a lid on our investment 

expectations. However, this would seem an 
opportune time to explore alternative sources of return, 

such as those found in the real economy in infrastructure 
and private equity and debt. This offers potentially positive 
inflation-linked opportunities for diversification benefits 
in asset classes that are relatively uncorrelated and still 
provide attractive valuations compared with traditional 
(and dominant) asset classes. 

SA is unfortunately also a laggard in the swiftly 

“

Feike Sijbesma 
CEO of DSM
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growing impact investing world. In the latest 2018 
Global Impact Investing Network’s (GIIN) survey of 
229 impact funds they reported on $228bn under 
management. The graph shows that sub-Saharan 
Africa receives a relatively large share of this (12%) from 
mostly international impact investors. They found that 
the market is diverse with the top sectors of investment 
including financial services (19%), energy (14%), 
microfinance (9%), and housing (8%). Overwhelmingly, 
impact investors also reported performance in line with 
both financial and impact expectations.  

In SA, given the regulatory requirement to consider 
more sustainable investing and development prerogatives 
we as investors face, we urgently need to develop our 
impact investing capabilities and fund offerings to 
help convert many of our challenges into opportunities 
for investment – in much the way that Capitec and 
Transaction Capital in the financial and transport 
industries, respectively, have done. 

Our first job-creation fund, underpinned by a 
guarantee from National Treasury, has now created over 
10 000 permanent and decent jobs while generating 
consistent benchmark-beating returns. We have recently 
created a second, larger fund, but we need many more 
such impact funds to be both demanded and created by 
our financial industry.

As South Africans we commonly acknowledge that 
we face political, social and environmental challenges. 
But we could also take a closer look at business 
challenges. We could ask where the vision is – 
then and now – that recognises the role that 
business could have in believing and building 
towards inclusive growth.

Instead of collectively hedging business 
against SA risk – some would argue this is quite 
rational, albeit self-fulfilling – how different could 
it be if more businesses genuinely committed 
to work in partnership to deliver the sustainable 
growth we are capable of? The SME Fund and 
collaboration with the Jobs Fund are hopefully some good 
examples of how this could be done. But this needs to 
become a more systemic and planned force that business 
drives in the interests of generating scale and broad 
stakeholder value. 

Regulation 28 for pension funds also encourages 
funds to invest for long-term sustainable outcomes, which 
if embraced positively, could extinguish the prescribed 
asset menace. 

According to Roger Urwin, one of the leading voices on 
sustainable investing, the central tenet for any investment 
fund policy requires an evaluation of investment 
values and investment beliefs. “Values distinguish the 

investment mission and goals of a fund; beliefs distinguish 
the investment strategy,” he is quoted as saying in 
Perspectives: Sustainable Investing Principles and Practice.

Articulating these values and beliefs within a sound 
governance framework gives agency to pension fund 
owners to expressly determine how their investments are 
made. Current pension fund laws make it a requirement to 

address and incorporate the principle of sustainable 
investing and explicitly require the consideration of 
environmental, social and governance factors (ESG). 
The real question then is: Are fund contributors 
receiving appropriate advice and products to spend 
their money for a better future to retire to?

SA has much positive going for it; not 
least a strong financial and banking sector, 
an independent Reserve Bank, and a healthy 
regulatory and legal environment for business 
to operate in. But perhaps most importantly, we 

are a relatively sophisticated emerging market with the 
unique combination of having highly developed world-
class infrastructure within an opportunity set of emerging 
market challenges to solve. 

Our fiscal constraints preclude government solutions 
at scale, which means that we need institutional investors 
and we need to create a broader offering of real economy 
assets such as infrastructure to invest in. Our aim should 
be to invest for a future based on a vision of where we 
want to retire to. And then work on how to get there with 
all stakeholders. ■

Heather Jackson is head of impact investing at Ashburton Investments and 
the chair of the responsible investing committee at Asisa.

It seemed to take Nenegate to shock the business community into collective action and it 
showed a promising level of effectiveness, but much more of this galvanising spirit is needed.

Our first job-creation fund, underpinned by a 
guarantee from National Treasury, has now 

created over 

10 000 
permanent and decent jobs while generating 

consistent benchmark-beating returns.

GEOGRAPHIC ALLOCATION OF ASSETS  
UNDER MANAGEMENT OF IMPACT FUNDS

Left side: % of AUM: n = 226; total AUM = $228.1bn

Right side: % of respondents with any allocation to each geography: n=229; respondents may allocate to multiple geographies

Note: Other includes investments with a global focus. SOURCE: GIIN
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By Tanya van Lill

How private equity investments 
can boost job growth
Research shows that only a fraction of SMEs really have the potential to create substantial growth, and therefore 
jobs. But partner such businesses with the right skills from private investors, and you create an engine for growth. 
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 j ob creation is the mantra in South Africa currently. 
Moody’s is the most recent international observer to 
single out unemployment as a key challenge, stemming 
from slow growth, particularly among young people. 

The ratings agency warned again that deep inequalities 
contribute to tensions that feed into political risk and 
hamper the progress of reforms that would unlock 
economic potential.

The World Bank, in a working paper by Ruchira 
Kumar, singles out small and medium-sized 
enterprises (SMEs) as the flywheel inside the 
engine of job creation in developing markets such 
as South Africa. The challenge, however, is that the 
SME sector is heterogeneous. A large percentage 
of SMEs is small, and comprises of tiny workshops, 
service providers and craftsman enterprises. 
These small enterprises are essentially reluctant 
entrepreneurs who do not have access to wage 
income and are often in survival mode. 

Only a small fraction of SMEs – about 5% to 10% – 
have the potential to grow and become more productive 
if their constraints are eased, according to the 
World Bank. However, these “high-growth” or 
“transformational” SMEs or gazelles account 
for a significant percentage of job creation 
in developing countries; as much as 
25% of SME employment, and 40% to 
45% of new employment, according 
to a 2015 report by the International 
Labour Organization. 

A five-year study by Global 
Entrepreneurship Monitor found 
that while high-growth SMEs only 
accounted for 4% of jobs, they 
generated 38% of all jobs. The questions 
for SA is: How do we identify the high-
growth gazelles and support them with 
the funding appropriate to their sector, 
business model and stage of development while 
unblocking constraints to growth (be it access to 
new markets or technological barriers)? 

One of the answers is through the private equity and 
venture capital industry. While there are many different 
types of private equity investments – from large multibillion-
rand deals through to small-scale backing of start-ups 
– these investments work by injecting skills and capital into 
companies, the two things that make survival possible. 

In 2017, R31.3bn was invested by the industry, bringing 

the total that the industry manages to about R165bn, 
according to the Southern African Venture Capital and 
Private Equity Association’s (SAVCA’s) 2018 industry 
survey. This is only a fraction – less than 1% – of the 
almost R4tr of third-party assets invested in SA according 
to the latest industry figures from the Association for 

Savings and Investment South Africa (Asisa).
However, the multiplier effects can be measured 

in both turnover and job creation. 
In 2018, SAVCA launched awards to recognise 

companies that thrived after having received private 
equity and venture capital investment. Across the 
nine finalists, over 65 000 jobs were created. 

That figure is skewed towards two big companies 
which created the bulk of the jobs over the long 
term, but in relative terms the jobs impact on smaller 
businesses is also profound. One company grew its 
staff complement from 200 (at the time of its private 
equity investment in 2016) to 602 employees two 

years later. That’s growth of 200%. 
A medium-sized company grew its employees from 110 

to 142 in six years, while a small company’s employees grew 
from 21 to 25 in less than a year. That’s 20% job growth 

over a short period. If the same could be repeated 
across small businesses, the overall impact could 

be material, especially in a country like SA with a 
sizeable unemployment rate.

Figures released last year by the Small 
Business Institute (SBI) show that there 
are approximately 250 000 small, medium 
and micro enterprises (SMMEs) in SA. 
Let’s assume that each of those 250 000 
businesses are able to employ just one extra 
person this year. That would immediately 

put a small, but meaningful dent, in the 
unemployment rate. 

It’s true that SMMEs suffer high failure rates. 
Chris Darroll, head of research for the SBI, says 

that, based on data from 2007 to date, “the number 
of firms that enter [the market] roughly tally to [the] 

same that exit”.
But despite the statistic that roughly 90% of small 

businesses fail within the first two years, when one 
calculates firm entry and exit, we are slightly above 
neutral, with a marginal increase of new firms entering 
the market each year. It’s estimated that roughly 5 000 
to 7 000 net new firms enter the local market annually. 
It’s important to note that these are firms that have a 

It’s estimated that 
roughly 5 000 to  

7 000 net new  
firms enter the  

local market  
annually.
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payroll; they are therefore formal businesses, comprised of 
employees who formally make contributions to the fiscus 
through pay-as-you-earn tax. 

The question that remains is whether private equity 
and venture capital is suited to the entire ecosystem or 
just parts of it.

Private equity and venture capital investment is not 
the only solution. It does, however, form part of a broader 
ecosystem that caters for permanent capital players. Beyond 
the provision of capital injection, private equity and venture 
capital fund managers provide ‘sweat capital’, which includes 
implementing fit and proper financial reporting standards, 
identifying market opportunities or inefficiencies that the 
entrepreneur may or may not be aware of, and ultimately 
grow the business and unlock the value. 

This ensures that by the time long-term, permanent 
capital providers invest, the business generally has a more 
stable and secure management structure that enables it to 
function independently.  

SAVCA, as an industry body, has published numerous 
case studies on the positive impact private equity and 
venture capital investment has had on investee companies. 
Yet we recognise the importance of quantifying the 
level of impact made by private investment. We have 
commissioned research group Intellidex to conduct an 
impact study of investee companies who received private 
equity or venture capital funding. The research will focus 
on financial as well as non-financial data points to assess 
the impact of private equity investment compared to other 

forms of investment capital.  
While the measurement of impact globally has 

traditionally been guided by measurement metrics 
developed by organisations such as the Global Impact 
Investment Network (GIIN), SAVCA’s impact barometer 
will focus on key issues directly linked to SA, including 
the impact on employment, the impact on black 
economic empowerment, governance, innovation, 
market access, environmental impact, and the impact on 
financial performance.

The local financial sector does not operate in a vacuum. 
The current struggling economy does present a challenging 
economic environment for the business sector. Intellidex 
analyst Peter Attard Montalto has cut his GDP growth 
forecast for 2019 from 1.2% to 1.0% citing risk of load 
shedding by Eskom. With these projected growth figures, a 
significant growth in employment is unlikely. 

Like any other sector, small businesses need wider 
economic growth to flourish. Without growth almost all 
interventions will only be impacting at the margin. 

Let’s come back to the World Bank’s research on 
gazelles. While only 10% of SMEs in the country have 
the potential to grow and be more productive when 
constraints are eased, they account for 40% to 45% of 
new employment. Private investment possesses the 
skills – from governance, to access to networks and new 
markets, to enhanced BEE ratings – to be an important 
cog in this engine of growth. ■
Tanya van Lill is CEO of SAVCA.

MEASUREMENT FRAMEWORKS

By Angelique Kalam

Metrics and the multiplier effect 
of impact investing
Identifying tangible criteria to measure and report on the impact of an investment will provide transparency and can 
promote stronger investment processes.

 t here is growing interest in impact investments by 
institutional investors who wish to invest profitably, 
but at the same time align their investments with 
their values. Furthermore, we are seeing an increase 

in the number of frameworks used to measure and report 
on the impact of investments, which provide investors 
with more options and opportunities to create more 
robust processes.  

But with this comes a further challenge: These 
frameworks tend to differ in their approaches and 
methodologies, and, at the end of the day, investors must 
still decide how they measure and report on their impact 
investments.  

Two of the most commonly cited challenges in 
measuring impact include subjectivity and a lack of a 
universal or standard reporting framework. 
 ■ Subjectivity: The argument around who decides what 
constitutes impact can become a bit blurred – some say 
it’s “in the eye of the beholder”. There is some truth in this, 
if you consider that our view of the world is mainly driven 
by our personal biases, beliefs and values. Therefore, 
it’s unlikely that we’ll all agree, all of the time, on how 
impactful an investment is. In developed countries, for 
example, access to transport infrastructure is considered 
a given, so not requiring investment for impact. But 
in emerging market countries like SA, a lack of access 
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to transport infrastructure is a reality – particularly in 
rural areas, where lack of adequate roads to support 
communities inhibit access to peri-urban and urban 
areas, making it difficult for these communities to achieve 
sustainable economic growth.  
 ■ A lack of standardised reporting frameworks: It can 
be argued that there is no standardised framework 
that will address all the needs of every investor when 
it comes to measuring and reporting on the impact of 
their investments. That said, investors must determine 
their needs and can adapt one or more of the existing 
frameworks to their process. During the past ten years, 
there has been a profusion of new reporting frameworks, 
which adds to the confusion.  

Many investors have adopted the United Nations’ 
Sustainable Development Goals (SDGs) as a guideline 
framework (see sidebar). The SDGs cover 17 goals, 
which comprise a call for action by both developed and 
developing countries to end poverty, improve health and 
education, reduce inequality, and spur economic growth – 
all while tackling climate change and working to preserve 
our oceans and forests.

In April 2019, the International Finance Corporation 
(IFC) launched its Operating Principles for Impact 
Management (see table). The aim of these nine principles 

is to “contribute to measurable positive social, economic, 
or environmental impact, alongside financial returns”. 
The principles go beyond asset selection that aligns 
investment portfolios with impact goals (such as SDGs), 
to requiring impact considerations to be integrated into 
investment decisions throughout the investment lifecycle.

Can metrics provide insight into impact?
There is a place for frameworks and metrics which can 
enhance and promote stronger investment processes, as 
well as offer greater transparency for clients investing in 
impact funds.  

Some insights from our experience over the past 24 
years include: 
 ■  In addition to earning appropriate risk-adjusted returns, 
investors require compensation in the form of tangible 
social or developmental outcomes.  
 ■ Although measuring impact can be highly subjective, 
this aspect can be minimised by identifying tangible 
criteria to be used for measuring and reporting on impact.  
For example, metrics for an affordable housing investment 
could include the number of homes built, jobs created, 
and the type of “green” building materials or technology 
used in the construction. It is possible to align impact and 
developmental objectives with concrete outcomes that 

1. Define strategic impact  
objective(s) consistent  
with the investment strategy.

3. Establish the investor’s  
contribution to the  
achievement of impact.

6. Monitor the progress of  
each investment in achieving  
impact against expectations 
and respond appropriately.

7. Conduct exits, considering  
the effect on sustained  
impact.

2. Manage strategic impact and  
financial returns at portfolio level.

4. Assess the expected  
impact of each investment,  
based on a systematic approach.

8. Review, document, and improve 
decisions and processes based on 
the achievement of impact and 
lessons learned.

5. Assess, address, monitor, and  
manage the potential risks of  
negative effects of each investment.

9. Publicly disclose alignment with the principles and provide regular independent verification of the extent of alignment. 

Source: IFC

INDEPENDENT VERIFICATION

THE IFC’S OPERATING PRINCIPLES FOR IMPACT MANAGEMENT

Strategic intent Origination & Structuring Portfolio management Impact at exit

Unfortunately, there’s also been an increase in ‘impact washing’, whereby investors are lured 
by clever marketing used to camouflage the underlying impact, or rather, the lack thereof. 
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are measurable and do not compromise financial returns 
when they are identified upfront.
 ■ Not all types of impact are created equal. Different 
investments have varying degrees of on-the-ground 
impact. Holding a listed parastatal bond, for example, 
has a lower impact than providing low-income housing. 
Impact investments can be categorised into “high, 
medium or low” impact, for example: 
•  High impact: infrastructure project finance (water & 
transport infrastructure, etc.), access to finance for the 
previously "unbanked", social infrastructure (healthcare, 
education, etc.)
•  Medium impact: access to affordable rental housing. 
•  Low impact: environmentally-screened ethical 
investments.
 ■ Sectors that facilitate the most diverse impact include 
those that address SA’s infrastructure backlog and those 
that historically had a lower deployment of capital. Most 
of these sectors are aligned with government’s National 
Development Plan (NDP) goals and contribute to the 
economic and social development of SA, which, in turn, 
promotes and stimulates job creation. Some examples 
of these sectors include infrastructure projects like 
transport, water, healthcare, education and tourism, while 
others are affordable housing, B-BBEE housing, SMME 
finance, and agriculture. 

Impact versus risk and return
Contrary to popular belief, South African pension funds 
have a long history of investing for impact and, in turn, 
support national development through a diversified pool 
of investments. There are many examples, such as the 
Futuregrowth Infrastructure & Development Bond Fund 
(IBF), with a long-standing track record that prove how 
the growth in such impact funds has contributed to 
positive growth in the sector.  

Unfortunately, there’s also been an increase in “impact 
washing”, whereby investors are lured by clever marketing 
used to camouflage the underlying impact, or rather, the 
lack thereof. Pension funds must critically assess these 
investments based on sound investment principles. 
Firstly, they need to define their social and developmental 
mandate, their objectives and the impact outcomes 
they always want to achieve, and never compromise 
on achieving sustainable risk-adjusted returns for their 
underlying beneficiaries. 

Defining appropriate objectives and metrics upfront, 
and monitoring the progress over time, will go a long way 
to ensure the desired impact is achieved. ■

Angelique Kalam is the manager of sustainable investment practices at 
Futuregrowth Asset Management.

SA Taxi*, founded in 1996, has 1 098 
employees and a national customer base. 

Futuregrowth provided financing to SA 
Taxi Finance Solutions, a subsidiary of the 

listed Transaction Capital, where funding is 
provided to small business owners starting 

and expanding taxi operations. When 
determining the criteria to measure the 

impact of this transaction we considered 
the direct (primary) impact on consumers 
as well as the indirect (secondary) impact.

IMPACT INDICATORS:
Job creation: Over the last decade, 

SA Taxi has provided more than R21bn 
in loans to the taxi industry, helping to 

facilitate the financing of small businesses 
and contributing to the creation of about 

130 000 direct and 220 000 indirect jobs.
Facilitating transport infrastructure: The 

R50bn-a-year local taxi industry is central to 
more than 40% of South Africans for whom 
public transport is a non-discretionary daily 
spend. The taxi industry has a much deeper 

route penetration than other traditional 
public transport services such as buses and 
trains, and serves as a feeder to these nodes.

Providing access to finance: SA Taxi 
utilises an innovative credit scoring 

technology to assess credit risk. If not for 
them, the industry would remain largely 

unbanked.
Supporting BEE finance & 

transformation: Through the transaction, 
Futuregrowth, acting on behalf of its 

client funds, partnered with SA Taxi and 
Standard Bank to finance the acquisition 

by the South African National Taxi 
Council (Santaco) of a 25%-stake in SA 

Taxi. Upon settlement of the outstanding 
debt, Santaco will enjoy unencumbered 
share ownership of SA Taxi, which has 
consistently declared sound dividends 

over the past years. ■

*Adapted from a previous case study written 
by Luzuko Nomjana, an investment analyst at 

Futuregrowth Asset Management.

A case study: 
Local taxi 

industry buys 
stake in SA Taxi

The United 
Nations’ 17 
Sustainable 
Development 
Goals are:
1. No poverty
2. Zero hunger
3. Good health and  

well-being
4. Quality education
5. Gender equality
6. Clean water and sanitation
7. Affordable and clean 

energy
8. Decent work and economic 

growth
9. Industry, innovation and 

infrastructure
10. Reduced inequalities
11. Sustainable cities and 

communities
12. Responsible consumption 

and production
13. Climate action
14. Life below water
15. Life on land
16. Peace, justice and strong 

institutions
17. Partnerships for the goals
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By Gerald Gondo

Closing Africa’s infrastructure gap
Investment into infrastructure on the African continent is often perceived as high-risk, and the responsibility of 
governments. Understanding the different types of infrastructure investment, could change these perceptions.

 a ccording to the World Bank, closing Africa’s infra-
structure quantity and quality gap has the potential to 
increase GDP per capita by as much as 2.6% per annum. 
Infrastructure development allows for the delivery of 

goods and services that promote prosperity, growth and contribute to 
quality of life for Africa’s burgeoning populace.

Historically, governments have borne the responsibility for 
infrastructure development as it is typically 
considered a “public good”. However, in most 
African states, governments are struggling 
to keep up with the level of development 
required and alternative sources of funding 
are needed. Institutional investors are 
increasingly seen as natural funding partners 
given their long-dated liabilities that seek 
inflation-linked assets. 

But not all infrastructure assets offer 
the virtues of inflation hedging. It is 
important for investors to understand the 
different categories of infrastructure, as 
well as the life stages of their development, as these result in different 
cash flow risk profiles. There are two main types of infrastructure 
investment – greenfield and brownfield.

Greenfield infrastructure refers to the creation and construction 
of a new asset. For investors, inherent risks of these projects include 
construction risk, performance risk and off-taker risk. The creation 
of the asset primarily involves funding the project, with 
risk of the project not reaching a stage of being 
commercialised. At this stage of development, the 
infrastructure asset would not manifest any 
inflation-hedging features.

Brownfield infrastructure investment 
refers to existing and ready-to-operate 
infrastructure assets. These assets can 
potentially generate revenues. Given that 
the infrastructure now exists and is in use, 
the risks of investing into this project are 
substantially less than a greenfield project. 
Because many infrastructure assets have 
monopolistic features (e.g. a toll road that 
all road users must utilise to access a specific 
town), cash generation for such assets is easy to 
model. Brownfield infrastructure investments are 
also often scalable; by enhancing the facilities, greater 
output can be produced and therefore greater cash flows. 

These features allow for the cash flows emanating from brownfield 
infrastructure investments to be modelled to escalate or be linked 
to inflation, and the cash flows can be used to match long-dated 
liabilities driven by the long-dated nature of the operating capacity of 
most infrastructure assets.

With an understanding of the fundamental merits of the asset 
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class, prudential institutional investment requirements might preclude 
them from taking up exposure to a single asset (e.g. one toll road) 
and they could invest in a diversified portfolio of infrastructure assets. 
This can be achieved by investing in a fund, where the fund is able to 
give investors diversified exposure to the asset class. However, most 
infrastructure investments are classified as unlisted investments. 

Additional routes to investments would be to expose their capital to 
listed public equity investment opportunities that 
provide the investor with exposure to infrastructure 
assets, such as Umeme, Uganda’s main electricity 
distribution company, listed on the Uganda Securities 
Exchange and cross-listed on the Nairobi Securities 
Exchange. Umeme operates a 20-year electricity 
distribution concession, which was effective from 

1 March 2005, from the government of Uganda. 
Institutional investor exposure to infrastructure 

has historically been via fixed income, where long-
term investors have invested in infrastructure 
or project bonds and where these fixed income 
securities are underpinned by the cash flows of a 

ring-fenced infrastructure project(s). 
Most institutional investors are relatively risk-averse and may 

not have investment mandates allowing for investing in unlisted 
instruments. Thus, for long-term savings to be channelled towards 
African infrastructure assets, the investment mandates (inclusive of 
the regulatory thresholds) would need to be revised to accommodate 

investments in unlisted instruments, including infrastructure assets.
In addition to revised mandates, institutional 
investors would benefit from the creation of an 

African infrastructure performance benchmark 
which would improve their ability to allocate and 

evaluate investment opportunities, monitor the 
performance of their infrastructure investments 
against the benchmark, thus increasing the 
investability of infrastructure. 

RisCura has partnered with Africa Investor to 
launch Africa’s first infrastructure performance 
benchmark, which should facilitate increased 

investment into African infrastructure. The index 
allows investors to assess likely returns if they are 

considering investing in this asset class. 
Historical returns to be measured by the benchmark 

include a default risk. There is generally a perception 
that African infrastructure may be riskier with lower returns, 

however, traditionally infrastructure on the continent has a low 
reported default risk; therefore there is a difference in the real risk 
versus perceived risk in the asset class in an African context which 
investors need to be aware of. In time, the index should contribute 
towards closing Africa’s infrastructure gap and help boost economies 
across the continent. ■
Gerald Gondo is business development executive at RisCura. Ph
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By Alison Benzimra

Solving South Africa’s retirement crisis
Ensuring that retirees are adequately taken care of in their later years is not simply a case of increasing one’s saving 
rate pre-pension. It requires a solution that marries retirement savings with an impact investment framework.

 t he financial services industry bangs on about getting people 
to save more for retirement. This is fueled by the statistic that 
only 6% of people will retire comfortably. The financial services 
industry and media are entranced by this mythical figure, ignoring 

the reality of the remaining 94% of the population who will become 
reliant on the state, family and friends. 

Encouraging people to save more in their younger 
years will not solve the retirement crisis. Focusing 
on increasing retirement savings rates treats 
a symptom of growing old in South Africa. It 
does not address the immediate concerns of 
current retirees and their adult children and 
family members who carry the responsibility 
of care for their elders. 

South Africa does not have the 
infrastructure nor established models to 
deal with long-term care requirements. 
The Life Esidimeni tragedy highlighted this 
inadequacy. Policymakers are challenged by 
the multitude of issues facing South Africa. The 
section of the population aged 65+ is a minor point 
in comparison to youth unemployment and poverty. In 
this context, if the financial services industry is committed 
to addressing the sustainability of retirement, a broader approach is 
needed. Simply investing in publicly listed assets won’t address the needs 
of retirees. A solution is needed which marries retirement savings with 
an impact investment framework where the returns to retirees and their 
communities would be significantly greater.

The South African Medical Research Council conducted an 
investment case for community health worker interventions. The 
2017 report details how the injection of the added salaries spent in the 
economy – mainly to poor women – will translate into an amount of 
R20bn added to the country’s GDP over the first three years due to the 
multiplier effect. 

In addition, the better health status of the population and the 
deaths averted through the interventions, translate into an additional 
5m productive life years added to the workforce over ten years. The 
consequent increase in productivity would add R413bn to the GDP. 
This report demonstrates the benefit of assessing the impact that 
investments have on the economy and society, and illustrates the 
necessity of doing work on the multiplier effect in emerging markets and 
middle-income countries.

In assessing the potential impact investment opportunities in the 
ageing sector, the market is segmented into housing, social care, purpose 
of life and family reciprocity.

Housing
Social challenge: South Africa has no official policy on social housing 
for older people. The policy which does exist states that no more than 
2% of older people can be accommodated by state-subsidised facilities. 
Government has been overwhelmed by the backlog in demand for social 
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housing and does not view dedicated senior housing as a priority.
Market opportunity: In South Africa, private sector retirement 
accommodation developments are a booming industry. PSG’s 50% 
stake in Evergreen Lifestyle and Old Mutual’s entry into the retirement 
development market have proved to be sound investments for these 

companies. However, these developments cater to a handful 
of affluent, predominantly white older South Africans. 

Opportunity exists to develop an innovative housing 
model strategy which addresses the needs of a 

growing low- to middle-income older demographic. 
Social enterprise solutions: 
Housing developments which address multiple 
issues:
■ Student accommodation: an acclaimed 
project in the Netherlands provided student 
accommodation in nursing homes in exchange 
for the students’ time spent with older residents. 

■ Pre-schools: intergenerational care centres inside 
nursing homes bring together seniors and toddlers.

Revenue model: The multi-purpose use of space 
provides an additional income stream to a retirement 

accommodation development. In addition, a means test for 
rental price can be instituted for older residents. 

Multiplier effect: Employment opportunities are created in senior homes 
and pre-schools. Investment in early childhood development programmes 
and easing of financial and housing constraints experienced by tertiary 
students. The social inclusion of older residents improves wellbeing and 
extends healthy life expectancy.

Social care
Social challenge: Older person care and support services are 
underresourced, have unsecured budgets and struggle with poor financial 
management and recordkeeping. The impact of such initiatives is 
therefore suboptimal. Compounding the social care issue, is the increased 
prevalence of non-communicable diseases. Age is the strongest risk 
factor related to these conditions. By 2030, non-communicable diseases 
are projected to be the leading cause of death in South Africa. 
Market opportunity: Intervention is needed which manages symptoms 
of non-communicable diseases and provision of community-based care 
of a growing ageing population.
Social enterprise solution: Programmes like Taking the Lead focus on 
leadership development and capacity building in the care sector. The 
emphasis is on training care workers to encourage older people to be more 
self-sufficient and prolong the need for long-term care. Senior facilities are 
therefore able to share care workers between elders.
Revenue model: Care services subsidised by government, residential 
facility and private users.
Multiplier effect: Women are overrepresented in the care sector, which 
has a reputation for low pay and status. Leadership development and 
capacity building within the care profession increases the value of care 
work. The IMF demonstrates significant evidence of macroeconomic Ph
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gains of women in employment. Female workers direct their earnings 
towards their children’s healthcare and education. Expanding the 
provision of care to home-based older people equates to less time that 
female family members spend caring for elders. Unpaid care work has 
monetary implications, as it inhibits women’s paid work potential.

Purpose of life
Social challenge: Retirees lack a sense of purpose.
Market opportunity: Utilise the skills and knowledge of retirees and 
channel this expertise into mentoring schemes.
Social enterprise solution: 50 Plus Skills is an online skills community 
that provides a platform for individuals, aged 50 and over, to connect 
with and provide their skills, time and services to business, civil society, 
academic institutions, NPOs and government.
Revenue model: Acts as an agency connecting seniors with potential 
employers and charges a subscription fee to members.
Multiplier effect: Ensures that older persons can earn for longer, delaying 
their potential reliance on government grants. Using skills of retired 
people creates capacity building, which has a multiplier effect on younger 
generations in the labour market.

Family reciprocity
Social challenge: The sandwich generation is responsible for older 
family members. Upwardly mobile, economically active family 
members live in other cities or countries, inhibiting their ability to 
provide day-to-day support. Straining the situation is increased 
prevalence of dementia. As dementia progresses, an older person’s 

care requirements increase. This is difficult for family members to 
comprehend and adequately provide for. 
Market opportunity: There is a hidden demand for low-level care, 
which remains mostly unmet.
Social enterprise solution:
■ Home-based services – care, home maintenance and housekeeping 
needed for elderly parents.
■ Ancillary services – training, legal and administrative support for 
economically active family members. Guidance in dementia needs, 
power of attorney, transitions to requirements of long-term care needs. 
Revenue model: Home-based services paid for by sandwich 
generation. Ancillary services paid for by private user or by corporations 
aiming to provide employee-friendly environment.
Multiplier effect: Reduction in absenteeism. Providing support to 
women and ensuring their career and income progression is not 
interrupted. Guidance in family reciprocity helps avoid detrimental 
repercussions of sandwich generations’ own retirement provision. 

As one of the founders of impact investing,  
Sir Ronald Cohen, said: “It’s time to shift from just evaluating risk and 
return, and add impact into investing calculations."

In the future, investors will have evolved to the point where every 
investment will be assessed in the context of how much more value 
can be accessed. For impact investors searching for a comprehensive 
approach towards creating social value, opportunities exist to 
simultaneously address the challenges experienced by older South 
Africans and the broader society. ■
Alison Benzimra is a consultant, researcher and writer at Whealthcare.

WHY YOUR INVESTMENT 
CHOICES MATTER.

18 000 children receiving 
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Invest for a future that matters. Read more at oldmutualinvest.com

Our investors want their investments to do well and do good. That’s why 
we incorporate environmental, social and governance factors into all our 
investment and ownership decisions. And why we have committed over 
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term returns, while solving some of society’s biggest challenges.  
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GOING GREEN
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By John Green

Investing in the face of humanity’s 
greatest challenge
As we battle the very real effects of climate change, it is essential to direct capital to companies that show the 
greatest potential in coming up with the solutions needed to address sustainability challenges.

 c limate change is as old as the planet we call home. It forms 
part of the natural, slow oscillation of the world's ecological 
pendulum. While human development has been founded 
on a period of relatively benign climate conditions since the 

end of the last Ice Age, it is now widely recognised that industrialisa-
tion and rapid population growth have created an economic growth 
model where human activity has taken over from nature as the  
primary agent of climate change. 

This has pushed the planet beyond its ability to repair and 
regenerate the ecological systems on which all forms of life depend.

A recognition that we are testing the planet’s ecological boundaries 
is now setting the stage for a historic reorientation of the world’s 
economic growth model towards a new, more sustainable path. 

While its genesis may have been in environmental concerns, it is fast 
evolving into a more holistic approach to sustainable development that 
incorporates social and governance factors typified by the development 
of the Sustainable Development Goals set out by the UN in 2015.

Sustainability lies at the heart of successful long-term investing.
As investors, our approach to sustainability must reflect the changes 

going on in the world in a way that makes us part of the solution, rather 
than part of the problem. 

In addition to divestment and engagement, as allocators of capital 
we need to ask how we can take positive action and participate in 
meaningful change. Indeed, investment opportunities are 
more plentiful and diverse, with government support 
and policy needing supplementation by private 
capital – and calling for it – if the volume of 
necessary investment is to be deployed at the 
pace required to catalyse change for our planet.

Let’s take a practical example to illustrate. 
The world has embarked on its third 
energy transition: a relatively rapid shift 
in favour of low-carbon energy. Solar and 
wind are set to become the dominant and 
far more economical power sources as the 
world electrifies. This suggests that the path 
to decarbonisation, and the associated energy 
transition, is ready to be considered for capital 
allocation by asset owners. 

More cost-effective technology has now brought us to 
a point where solar and wind energy are often cheaper than legacy 
primary energy sources, notably nuclear power and coal. Increasingly, 
the near-term economics of these proven technologies support the 
ecological imperative to push progress towards decarbonisation further, 
faster. While historically we know that changes in primary energy 
sources are multi-decade processes, the speed of previous energy 
transitions has regularly outpaced predictions.

Furthermore, renewable energy adoption has risen to above 
critical mass. In 2000, solar- and wind-generated power accounted 
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for just 0.2% of the world’s electrical power mix, rising to 7% in 
2017, according to Bloomberg New Energy Finance. Also, by 2017, 
renewables accounted for almost two-thirds of net new global 
electricity capacity, with greatest demand growth coming from Asia. 
This figure is forecast to reach 100% by 2020. 

A further driver is seen in mass transportation, soon likely to be 
dominated by electric-powered vehicles deriving their energy from 
renewable sources. Electric vehicle production is on the cusp of a step 
change in 2019 to 2020, as key auto incumbents move beyond the 
internal combustion engine, and China claims leadership in this area. 
Alongside a series of other wins in the fields of renewable energy capacity 
growth and development, China now produces over 50% of electric 
vehicles worldwide, and its impact on the transition will be influential.

This means that, following the allocation of public capital and the 
shaping of policy, the baton is ready to be handed to private capital in 
allocating the funding needed for a significant shift in trajectory. 

Asset owners can make purposeful choices, and through these, a 
meaningful difference. Just as investment committees have shaped 
exclusion lists, the time is ripe for considering how to take positive 
action. In allocating capital to a universe of companies that support the 
transition to decarbonisation, a double-positive is achieved – not only is 
capital made available to companies catalysing positive change, but wise 
allocations also serve as insurance against the unknown implications of 

climate change in other parts of an investment portfolio. 
There are barriers to positive action. No investment 
sector has yet been defined to capture companies 

that are benefitting from the world’s journey to 
decarbonising. No logical investment bucket has 
yet been defined by the consultant community 
to position this kind of universe in the context 
of an overall portfolio. No standardised metrics 
have been defined as a benchmark for measuring 
impact, with the stance taken that sustainability 
factors are already woven into the fabric of a 

conventional equity portfolio. 
In conclusion, asset owners, allocators of private 

capital, business and governments have a significant 
role to play in positively directing capital to the companies 

who show the greatest potential in coming up with the solutions 
needed to address sustainability challenges. Yes, rapid reassessment will 
be required to address portfolio weightings and focus will be required to 
build portfolios that effectively capture the structural investment theme. 

Yet the first step towards optimising investment portfolios must 
be to recognise the scale of the challenges ahead, to implement a 
framework for how current investment portfolios may be affected, and 
understand the opportunities arising from the fundamental structural 
changes taking place in our world today that could lead to positive 
impact for the future. ■
John Green is co-CEO of Investec Asset Management.Ph
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INDUSTRIAL TRANSFORMATION

collective insight 

By Soria Hay

Black industrialists can transform 
our economy
Black economic empowerment codes have not lived up to expectations of enabling geniune and sustainable 
transformation. And without it, South Africa is sure to struggle to achieve meaningful economic growth.

 t he first broad-based Black Economic 
Empowerment (B-BBEE) Strategy and 
Codes were published in 2007. Yet, black 
economic empowerment policies have not 

lived up to the expectation of bringing fundamental 
economic transformation to corporate South Africa. 

Although there are a number of B-BBEE success 
stories, many have resulted in black people acquiring 
minority equity stakes, with little or no operational 
control or management input and little influence over 
the board of directors in the entity.

In light of this, the department of trade and 
industry (dti) is putting significant effort into its 
black industrialist incentive programme to achieve 
what B-BBEE empowerment policies have so far 
failed to achieve – genuine and 
sustainable transformation.

The dti’s multibillion-rand Black 
Industrialist Policy was established 
in 2015, with the stated intention to 
promote the creation and long-term 
sustainability of black industrialists, 
described as black people directly 
involved in the origination, creation, 
significant ownership, management and operation of 
industrial enterprises. 

An original target of supporting 100 black 
industrialists by March 2018 has since grown 
to support 100 more industrialists over the next 
two years. To date, R8bn in investment has been 
leveraged, with jobs created and retained exceeding 
the 18 000 mark.

The Black Industrialist Policy emphasises 
entrepreneurial leadership, majority equity 
shareholding or financial interest, significant influence 
on strategic direction, and executive participation or 
managerial control over operational activities.

How is a black industrialist identified and 
financed?
The dti describes black industrialists as “black 
South Africans who own and, through significant 
shareholding, control an enterprise whose products 
are significantly used, have a considerable impact 
on decent employment and create broad-based 
economic opportunities”. 
     As such, black industrialists must be directly 
involved in the strategic and operational leadership 
of the operation, have the requisite expertise and 

a high level of ownership (>50%) and/or exercise 
control over the business.

The challenge of access to finance is one of the 
main constraints confronting black entrepreneurs. 
Lack of equity capital also has an adverse impact on 
black businesses’ cost of debt funding. A contribution 
to equity capital reduces the risk profile of a black 
business and thus unlocks funding opportunities for 
banks to participate in a more meaningful way. 

The dti has set aside R1bn to invest seed capital 
into qualifying black manufacturing enterprises so 
as to equip them with the necessary equity capital 
to gain access to the private banking funding 
sector. The Black Industrialist Scheme (BIS) offers 
a cost-sharing grant ranging from 30% to 50% to 

approved entities, up to a maximum of 
R50m of project costs. 

Beneficiaries can further apply for 
concessionary loan finance from the 
Industrial Development Corporation 
(IDC), which has earmarked R7.9bn in 
funding in addition to the original R23bn 
set aside in 2016. The financial sector, as 
part of its transformation code, has also 

committed R100bn over the next five years to support 
black enterprises and firms within the industrial sector. 

How do we ensure success?
It is of critical importance to provide access for more 
black South Africans into the mainstream economy, 
and to create job opportunities, new businesses 
and a wider pool of taxpayers. BIS beneficiaries 
have highlighted market access and penetration of 
established industries as a critical challenge.  

Limited marketing capacity, high transaction 
costs and poor market research are factors that 
hinder access to appropriate networks and market 
penetration. Besides funding and access to markets, 
high-end operational and financial management skills 
are required to manage critical cash flows in the low-
margin industrial environment.

The long-term success of the policy will require 
innovative tailor-made funding solutions that address 
both the financial position of the entrepreneur and the 
economic realities of the targeted business to ensure 
that economic inclusion moves the needle on South 
Africa’s poor economic growth. ■

Soria Hay is head of corporate finance at, and founder of, Bravura, an 
independent investment banking firm.

To date, 

R8bn
in investment has been leveraged, 

with jobs created and retained 
exceeding the 18 000 mark.
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