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Key messages

● Sound and robust organisational ethics are key to protecting shareholder value

● This is particularly important in Botswana where the local equity market is 

concentrated (i.e., having limited investment options) requiring asset managers 

to actively engage with the management of investee companies 

● It is fundamentally important that you have a competent and independent board.
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Agenda

1. Ethics, Environmental / Social / Governance (ESG)

– what does it mean, how is it applied, and why it matters

2. Botswana equity market 

– unique characteristics

3. Our investment strategy in Botswana 

– responsible investing of long term capital

4. Conclusion

– where to from here?



Ethics
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Ethics
… some definitions

● Ethics is a philosophical term originating from the Greek word “ethos” meaning 

custom or character

● Ethical behaviour is defined as behavior which is viewed as “good” and “right” 

as opposed to “bad’ or “wrong” in a given situation

● CFA Institute Code of Ethics emphasizes ‘promoting the integrity and viability 

of global capital markets for the ultimate benefit of society’
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Ethics
… a system of rules that inform decision making

Boards historically focused uniquely on financial results

● Boards must have regard to long-term stakeholder issues when 

making decisions. And, they have a responsibility to shape and oversee 

their company’s culture

● We believe companies with a strong ethical culture should be less 

vulnerable to shock and more likely to thrive in the long term
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Ethical bombs in 2018…

Source: https://learn.censible.co/risky-business-top-ten-corporate-crackdowns/
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Corporate Malfeasance 

Source: https://learn.censible.co/risky-business-top-ten-corporate-crackdowns/

Estimated at USD 100 billion in 2017
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Worlds biggest banks

https://www.marketwatch.com/

… have paid USD400 billion in fines since 2008



Environmental, social and governance 

(ESG) 
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The importance of ESG

● ESG is an integral part of the investment analysis and decision making 

process and not an addendum to our process 

● This is the responsibility of the investment teams with the support by the ESG 

team

● We think a positive and constructive dialogue between shareholders and 

the companies is a good way to preserve value, create stability and inform our 

analysis over the long term
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Environmental, social and governance (ESG)
… recent engagements focus on governance

● Seek to understand corporate strategy, capital allocation and  framework for 

achieving long-term growth 

● Companies approach to board diversity

● As long-term investors, we aim to thoroughly understand the companies in 

which we invest
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Engagements in 2018
… focused mostly on financial services companies

● We are active investors and we meet with companies and their leadership on 

a regular basis to discuss a range of material ESG related matters

● We take a materiality approach to engagement and hence engage on issues 

which we believe may impact the bottom line in the long term

● Governance is critical to all businesses and hence forms a core part of this 

dialogue. Key issues include: lack of disclosure and rationales behind voting 

resolutions and board composition issues



Governance
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Governance is a critical element of our ESG 

assessment

An effective system of governance reduces forecast risk

The Board of Governors External Auditors Investors

● A diverse, independent and skilled board is the material element of the system of 

governance

● Deep interaction with board and management leads to a detailed understanding of the 

company and culture

● Assessment of culture and system of remuneration helps to identify dominance of a 

CEO 
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Governance analysis
Critical to investment decision making and active ownership

● Good governance secures confidence in earnings and free cash flow 

projections

● Poor governance requires a governance discount to be applied to the 

valuation or an adjustment to future earnings

● Sound governance principles are therefore very important and align with 

competence and capacity 
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King III
Introduced September 1, 2009

Ethical values of responsibility, accountability, fairness and transparency 

From January 1, 2019 the BSE adopted the King III code 

of corporate governance. Thus, listed companies are 

required to comply with this framework.
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King III – focuses on governance

Source: Institute of Directors Southern Africa

Promote good governance and creation of value

● Good governance – essentially about effective leadership

● Sustainability – the primary moral and economic imperative of the 21st century

● Corporate citizenship – companies should operate in a sustainable manner
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The Objective of King IV
Introduced November 1, 2016

Source: Professor Mervyn King

A system for the creation of sustainable value

“The overarching objective of King IV is to make corporate 

governance more accessible and relevant to a wider range of 

organisations, and to be the catalyst for a shift from a 

compliance-based mindset to one that sees corporate 

governance as a lever for value creation”



Governance: local challenges



21 Confidential | Investec Asset Management

P20180920_356808P

Corporate Governance

● Related party transactions

● Key man risks

● Internal controls 

● Minority interests

● Board composition

● Local vs foreign companies

● Relationship between the Group and local 

subsidiary

● Patterns of cross shareholding

Key considerations

Governance

Boards
Minoritie

s

Related 

parties

Parent vs 

subsidiarie

s

Shareholder 

value 



22 Confidential | Investec Asset Management

P20180920_356808P

Sound governance reduces value destruction 

risk

Better governance enables greater confidence in future earnings

Creation of sustainable value requires sound governance
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Governance dynamics…

Engagement required to ensure alignment with minority investors

From Multinationals to owner-managers to key man risks

Board composition

Example: Retail

● Majority of board 

members are not 

independent

● Dominance of the 

Executive 

● Quality and experience 

of board members 

suspect

Minority shareholders

Example: Banking

● Group recharges are 

contentious

● Majority shareholders 

paid first

● Minority shareholders in 

a weak position to 

reverse this approach

Executive team

Example: Property 

● Key man risk evident with 

Executive Chairman

● Sizeable business done with 

related parties

● No clear succession planning



The Botswana equity market
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Stock Market Indicators: December 2018

Sources: International Monetary Fund, World Bank and Investec Asset Management

The local market is thus unique relative to peers

The local market is small (in many respects) and very illiquid
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The DCI vs MSCI 

Sources: Morgan Stanley Capital International, Botswana Stock Exchange and Investec Asset Management

The composition of the DCI is very concentrated

The local market is very distinct from global benchmarks
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DCI driven by ‘a handful’ of trades

Sources: Botswana Stock Exchange and Investec Asset Management

Thin volumes drive market pricing

The tyranny of numbers…
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Botswana Telecommunications Company Limited
The most widely traded stock by retail investors

Sources: Botswana Stock Exchange and Investec Asset Management

Price volatility not reflective of underlying fundamentals
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Choppies

Sources: Botswana Stock Exchange and Investec Asset Management

Price action reflects investor sentiment

When the tough gets going…
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FAR Property Company 

Buy and hold…

Sources: Botswana Stock Exchange and Investec Asset Management

A classic trading strategy in an illiquid stock…
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Standard Chartered Bank

Sources: Botswana Stock Exchange and Investec Asset Management

Virtually no trading activity despite ongoing investor concerns

No walking out …
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Risks of ‘thin’ markets
… few buying or selling offers

Tiny size and low turnover

● Poor research coverage

● Incomplete information

● Frequent gaps between current prices and underlying company valuations 

Relatively easy to manipulate share prices

● Transacting shares (with yourself) to create a false impression of trading activity  

● Placing fake orders that artificially inflate the price

● Trading own account to set the closing price

Market Behaviour 

● Insider trading

● Unlawful disclosure of non-public information

● High volatility and/or high bid-ask spreads



Botswana investment strategy
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Our investment philosophy

Experienced, on-the-ground research is the only way to build a 

portfolio of attractively valued, quality businesses in Botswana

We invest with a quasi-private equity mindset with a focus on quality and 

valuation

1. We are fastidious in applying rigorous valuation and risk 

assessments

2. We take a long-term view and look to build productive 

relationships with management in the execution of our 

investment strategy
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Domestic equity investment process

Institutional strength a key pillar of our investment process

Fundamental research and analysis

External risk

● Rate of industry innovation

● Competitive landscape

● Regulatory environment

● Reliance on foreign markets

Strategy and Product

● Distribution channel

● Brand equity

● Product differentiation

● Supply chain

● Operational complexity

Financial Model 

● Normalised return on 

invested capital > cost of 

capital

● Balance sheet strength

● Operational leverage

● Cashflow conversion

Management and 

Governance

● Shareholder alignment

● Effective Board of Directors

● Succession planning

● Management track record

Local

equity 

selection

Financial

Model

Institutional

Strength

Exogenous

Exposures

Business

Model

Valuation



Compliance
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Compliance

● Good governance is achieved by proper risk and compliance management

● Compliance shows adherence to specific requirements in laws, regulations, 

contracts, strategies and policies

● The risks that governance and compliance are designed to protect against are 

often interdependent
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Conclusion

● Governance risks can materially impact value

● The Board’s structure and composition should be carefully considered if it is to 

fulfil its role and live up to shareholders’ expectations

● It is imperative to actively engage with companies to drive shareholder value



Thank you

www.investecassetmanagement.com
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Disclaimer

All information and opinions provided are of a general nature and are not intended to address the circumstances of any particular individual or entity. We are not acting and do not purport 

to act in any way as an advisor or in a fiduciary capacity. No one should act upon such information or opinion without appropriate professional advice after a thorough examination of a 

particular situation. We endeavour to provide accurate and timely information but we make no representation or warranty, express or implied, with respect to the correctness, accuracy or 

completeness of the information and opinions. We do not undertake to update, modify or amend the information on a frequent basis or to advise any person if such information 

subsequently becomes inaccurate. Any representation or opinion is provided for information purposes only.

In the event that specific funds are mentioned please refer to the relevant fact sheet in order to obtain all the necessary information in regard to that fund.

Collective Investment scheme funds are generally medium to long term investments.  The value of participatory interests may go down as well as up and past performance is not 

necessarily a guide to the future. Funds are traded at ruling prices and can engage in borrowing and scrip lending. The fund may borrow up to 10% of its market value to bridge insufficient 

liquidity.  A schedule of charges, fees and adviser fees is available on request from the manager.  Additional adviser fees may be paid and if so, are subject to the relevant FAIS disclosure 

requirements.

Investment Team: There is no assurance that the persons referenced herein will continue to be involved with investing for this Fund, or that other persons not identified herein will become 

involved with investing assets for the Manager or assets of the Fund at any time without notice. 

Investment Process: Any description or information regarding investment process or strategies is provided for illustrative purposes only, may not be fully indicative of any present or future 

investments and may be changed at the discretion of the manager without notice. References to specific investments, strategies or investment vehicles are for illustrative purposes only 

and should not be relied upon as a recommendation to purchase or sell such investments or to engage in any particular strategy. Portfolio data is expected to change and there is no 

assurance that the actual portfolio will remain as described herein. There is no assurance that the investments presented will be available in the future at the levels presented, with the 

same characteristics or be available at all. Past performance is no guarantee of future results and has no bearing upon the ability of Manager to construct the illustrative portfolio and 

implement its investment strategy or investment objective. 

Certain Investec Asset Management funds are offered as long-term insurance policies issued by Investec Assurance Limited, a registered insurer in terms of the Long-term Insurance Act.

This presentation is the copyright of Investec and its contents may not be re-used without Investec’s prior permission.

Investec Asset Management is an authorised financial services provider.
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