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S Introduction

In light of prevailing global wealth inequality, the
paper investigates the role of governance in
guiding institutional investor decision-making in
how and why capital is deployed.

South Africa has the highest Gini co-efficient
of all countries in the world (World Bank, 2014).

Financial markets host the trade of capital
instruments within and across nations.

Institutional investors dominate the
investment activity within global markets (Blume

& Keim 2012; OECD, 2014; ASISA, 2013). UsBéis



S Inequality

“An imbalance between rich and poor is
the oldest and most fatal ailment of all
republics.”

Plutarch
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S  Historical Evidence

ANNUAL RATE OF RETURN OR RATE OF GROWTH
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S Return on Capital v Growth Rate

R>G

(Piketty, 2014)
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S Global Context: Financial Scandals

The LIBOR scandal

The rotten heart of finance

A scandal over key interest rates is about to go global

Jul 7th 2012 | From the print edition
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S Local Context: Marikana & its Impai
IDANERA MAVERICK

Marikana: How much will it cost South Africa?
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S  Research Questions

What responsibility is taken by institutional
investors for their investment decisions?

Do investment decisions, with specific reference
to pension funds, impact significant stakeholder
communities!?

Should investors participate in decision-making
processes, specifically the responsibility that
institutional investors should assume!

Should institutional investors be more proactive
in providing access to information, education and
opportunity to participate in decision-makingh ¢s»



S Research context

Predominant focus of investing is the ‘risk-
adjusted’ maximisation of financial return.

Subordination of the collective interests of
people and planet.

Disconnecting the deployment of capital -
complexity of consequences.

‘Wicked’ problems - poverty, unemployment,
climate change — ultimately, impact on return.

Responsible Investing is a response to this
dominant paradigm.
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S Research focus

Assessment of the integration of ‘ESG’ criteria
into investment practices is the differentiator.

The ‘G’ specifically stakeholder governance
offers an interesting point of investigation.

‘Active’ ownership is a common feature of
responsible investing guidelines.

Disclosure and reporting are additional
recommendations and requirements.

South Africa is used as a focus, however the

study has international relevance and extensjon; =
10 S ol



S Research methodology

* The paper is a review of secondary literature
with analysis of qualitative and quantitative
evidence gleaned from relevant sources.

* Normative and regulatory frameworks in
alignment with the emergent paradigm of
‘responsible investing’ (Rl) will be assessed as a
theoretical foundation to the research.

* The paper will propose a selection of courses
of action and to inspire further research in
alignment with the conference theme.
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S Purpose of the Research

Contribute new perspective on the factors
influencing the investor decision-making

Develop understanding of the dynamics
influencing the practice of responsible investing

Encourage the prevalence of an investment
paradigm supporting sustainability

Promote ongoing research into the role of
investors regarding the social and
environmental impact of their decisions




S Messages from Marikana

The Tragedy: | 1-16 August 2012
* 44 people dead, /70 injured, 250 arrested

Woage Gap!
* Lonmin CEO earned 100x the minimum wage demanded

Debt Trap

* Microlenders offer miners loans up to 50% of their salaries

Financial Literacy
* 25% interest per month, payroll deductions

Investor Impact

* 60% drop in value of Lonmin shares to date

3 ° Recent African Bank collapse linked to Marikana,:.- e



S  The Role of Regulation

Market failures initiate regulatory response
Stable global financial system is a necessary condition for
socio-economic progress, market liquidity and

ease of credit availability (Ferguson, 2009:15,16)

Regulations meant to serve as evolving guidelines for
collaborative best practice

Purpose of regulation is to protect consumers,
reduce market volatility, ensure stability of financial
institutions, reduce financial crime, and enhance the
integrity of the financial sector and its professionals
through recognised standards and qualifications
(FSB, 2014; BoE, 2014).
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S Investment Landscape: Global Context

* Increasing attention to financial law, regulations
* Basel I, 1l & lll (Global Banking Liquidity)
* Sarbannes-Oxley, 2002 (US — Corporations)
* Dodd-Franlk, 2010 (US — Financial Institutions)

* Twin Peaks Model (UK, now SA)
* Market Stability — Reserve Banks (SARB)
* Financial Conduct — Regulatory Authorities (FSB)
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S  The Responsibility of Investing

* Role and rise of institutional investors

* Dominance of total assets under management
* ‘Responsible’ Investing
* ESG Orientation

* Awareness of issues of sustainability in profit
* UN Principles for Responsible Investing (PRI)
* Importance of normative frameworks
* Cadbury Report
* King LI, I
.» PRI & CRISA USB¢ib



5 Institutional Investor dominance

“‘d)

* Over 67% of market capitalisation in the USA
* Own 73% of the US’s 1000 largest companies
* 33 OECD countries average is 40% ownership
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S Principles for Responsible Investing

Principle 1

We will incorporate ESG issues into investment analysis and decision-
making processes.

Principle 2 | We will be active owners and incorporate ESG issues into our ownership
policies and practices.

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

Principle 4 | We will promote acceptance and implementation of the Principles within
the investment industry.

Principle 5 | We will work together to enhance our effectiveness in implementing the

Principles.

Principle 6

We will each report on our activities and progress towards implementing
the Principles

(Source: UNPRI, 2014)




5 Growth of Responsible Investing?

“‘d)

* UN Principles for Responsible Investment (PRI)
* CDP & Integrated Reporting <IR> Initiatives

* Increasing support for normative frameworks

N° Signatories Assets under management (US$ trillion)

o US$34tn
. Assets under
. Management

.......
1200

. 1200+
_ Signatories

o
£
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Q Institutional Investors in South Africa

“All retirement funds, long term insurers, collective investment
scheme (CIS) management companies are treated as
institutional investors...” (SARB, 201 3)

* Asset Owners
* Public Sector: GEPF Transnet, Eskom, parastatals
* Private Sector: Over 5000 funds FSB registered
* Asset Managers
* Public Sector: Public Investment Corporation
* Over 200 Retirement Funds & CIS companies
* Over 100 Insurers

»
20 '



Q Institutional Investors in South Africa

» Comparative Analysis: SAFI Relational Matrix
* ASISA Membership Base
* UNPRI/CDP/<IR> Signatories
* SARB & FSB Registration
* Interim Findings:
* Of the 45 SA UNPRI Signatories
* 5 out of 5800+ Asset Owners, | Private Sector
* 34 out of over 200 Asset Managers
* Role of Asset Consultants in the process



Q Governance in South Africa

* SA one of the leading countries on the

African continent in terms of governance
(Mo Ibrahim Foundation, 2013)

* King Reports & Institute of Directors SA

* Influencing business and legal practice
* King lll — Sustainability & Stakeholders

* “...characterised by the ethical values of
responsibility, accountability, fairness and
transparency...based on the moral duties that
find expression in the concept of Ubuntu.”
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S Pension Funds: A Systemic Model

23
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S Investor Governance

24

Role of Professional Investor

* Fiduciary responsibilities as an agent
Accountability of pension fund trustees
* Skill vs. experience vs. representivity
Appointed by wide range of Stakeholders
* Transparency of decision-making process
Investor participation & inclusion

* Need for transparency & engagement
Investor education & responsibility

* Creating & understanding mandates



S Connecting Capital: Courses of Action

 Engagement with ‘Absent Landlords’
* Pension Fund governance & responsibility

* Complexity of expertise vs. representation

* Shareholder Activism
* Placing power back in the hands of the people
* Rediscovering the responsibilities of ownership
* Understanding Shareholder vs Stakeholder rights

* Investor Literacy
* Education and awareness of implications

* Connecting investors to the outcomes and

impact of financial return 1 ht
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S Findings & Conclusions

26

Preliminary findings suggest that regulatory
and normative frameworks provide a
platform for institutional investors to be held
accountable to the wider interests of society.

However, compliance to laws and principles
does not necessarily translate to
commitment to those principles in practice.

Addressing the causality of wealth inequality
points to the need for investors to be
connected to the impact of their
investment intent.




o . . 1
,» are drivers of investment behaviour.

S Findings & Conclusions

Institutional investors should assume
responsibility and accountability for their
investment decisions as agents of stakeholders.

Improvement in access to information,
transparency in investment processes.

Proactive dissemination of their knowledge
to inform clients and beneficiaries.

Role of asset consultants and their influence
over decision-making is significant.

Investment mandates and fee structures
|SBes»
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