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The previous short article in our series on Sustainable Investing 2.0 provided an 
overview of National Treasury’s 2021 technical paper, Financing a sustainable economy. 

This article considers why sustainable investment is relevant to retirement funds – 
and the role these funds can play in addressing climate change, which poses a serious 
financial risk to retirement fund investments. However, given retirement funds’ ability 

to influence capital allocation, it also means that retirement funds are able to play a 
meaningful role in society’s transition to a low-carbon economy.

As retirement funds are, at their core, long-term investors, 
they are particularly vulnerable to climate risk, as well as 
the risk posed by stranded assets. As such, it becomes 
essential for retirement funds to put measures in place to 
mitigate these risks, as they can have significant impacts 
on their members’ retirement savings. 

One such way is for funds to focus their attention on 
sustainable finance. Resources such as National Treasury’s 
sustainable finance paper, Financing a Sustainable Economy, 
which was published in October 2021, aims to assist institutions 
such as retirement funds with understanding why sustainability 
is relevant to them as well as the role they can play in creating 
a more sustainable economy in South Africa.

According to National Treasury there are just over 5 000 
retirement funds in South Africa (not all of which may be 
active) that administer funds and protect the long-term 
savings of more than 16 million contributing members and 
pensioners. Collectively, these assets held by South African 
retirement funds represent 110% of SA’s gross domestic 
product (GDP). Through the pooled savings of their members, 
retirement funds have, so far, been able to invest significantly 
into various sustainability initiatives – such as renewable 
energy, township development and affordable housing projects 
to name a few. However, despite the substantial investment in 
sustainability initiatives by the retirement fund industry, there is 
still no consistent methodology for the screening of risk or the 
establishment of key metrics that retirement funds can use to 
measure, monitor and communicate on their progress. These 
factors contribute to some of the obstacles that prevent more 
focused investment in sustainable finance opportunities by 
retirement funds.

BARRIERS TO SUSTAINABLE FINANCE
Despite South Africa’s progress to date to foster more uptake 
of sustainable finance, there remains a number of challenges 
to the formal integration of environmental and social risk 
management by the retirement fund industry. (Follow this link:  
https://bit.ly/3D1nwmY to the 2021 National Treasury paper, 
Financing a sustainable economy to view the full chapter on 
retirement funds and sustainable finance.)

To address these challenges, National Treasury 
recommends certain actions that South Africa's retirement fund 
industry – with support from regulators and industry bodies – 
can take to increase the uptake of sustainable finance in the 
sector:
• Regulators should issue guidance or regulatory instruments 

on sustainable finance; 
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• All investment decisions should consider environmental 
and social factors as well as climate risk, with implications 
for the training of boards, trustees and actuaries as well as 
investment managers;

• Co-develop or adopt guidance for the identification and 
monitoring of compliance to the sustainable finance 
framework and Batseta Responsible Investment and 
Ownership Guide; 

• Amend requirements for annual financial statement and 
other reports to ensure the disclosure, monitoring and 
reporting of sustainable finance investments;

• Establish a technical working group, including analysts 
and academics, to determine or adopt guidelines for  
Regulation 28 implementation, including making it easier 
to invest in sustainable finance investment vehicles or 
projects, green investments, monitoring and disclosure 
frameworks, and implementation of the guidance note 
published in 2019;

• Retirement funds and asset managers to develop and 
disclose environmental and social (E&S) risk management 
policy frameworks and governance systems in line with the 
recommendations in the guidance note published in 2019;

• Include climate risk management capability in ‘Fit-and- 
Proper’ requirements for trustees, directors and executives;

• FSCA to work with National Treasury in developing the 
strategic framework indicated in the sustainable finance 
paper and specifically work on the harmonisation of 
requirements relating to sustainable investments across 
the financial sector.

CLIMATE CHANGE AND RETIREMENT FUNDS
Retirement funds are influential actors in our financial system 
due to their ability to influence and drive change through how 
they decide to allocate their capital. Their decisions have broad 
impacts on society and, as such, they are bound by strict duties 
and responsibilities. 

Regulation 28 of the Pension Funds Act and Guidance 
Note 1 of 2019 provide guidance to South African retirement 
fund boards of trustees’ as to how they should consider 
environmental, social and governance (ESG) matters – which 
would include climate change risks – within their assessment 
of ESG risks and opportunities. A recent legal opinion 
commissioned by ClientEarth and Just Share NPC from law 
firm Fasken, makes it very clear that South African retirement 
fund boards are legally required to consider climate risks in 
making investment decisions. 

Climate change poses a serious financial risk to 
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retirement fund investments, as it will have significant 
physical and transition risk impacts over the short, medium 
and long term. Given that climate change is a systemic issue, 
it will affect all asset types and sectors. As such, it will impact 
the portfolio returns, asset valuations and asset allocation 
processes of asset owners with diversified, global portfolios.

However, given retirement funds’ ability to influence capital 
allocation, it also means that retirement funds are able to play a 
meaningful role in society’s transition to a low-carbon economy, 
thereby addressing climate change. 

What can and should retirement funds do to address 
climate risks?
At the very least, retirement fund boards should:
• Ensure that they are “climate competent” by taking 

appropriate advice, analysing and fully understanding the 
climate risks and opportunities in relation to their funds;

• Assess the carbon footprint of their fund’s portfolio, and 
identify investments which are vulnerable to climate risk 
and those which can contribute to a just transition to a low-
carbon economy;

• Develop a clear climate policy that explains the fund’s 
understanding of climate risk, and how the board identifies 
and manages it; 

• Communicate this policy to asset managers and consultants 
who manage the fund’s investments on its behalf, and 
make sure that they are appropriately mandated and 
incentivised to implement the policy;

• Pursue active stewardship and engagement with 
companies in high-carbon sectors, including by setting 
clear voting policies and engagement escalation timelines; 
and regularly disclose to members how they are managing 
climate risk; and

• Develop an investment strategy with clear, measurable 
targets to remove portfolio carbon risk and leverage low-
carbon opportunities.

IN SHORT:
Although climate change presents investment risks, 
the transition to a low-carbon economy also presents 
significant investment opportunities, for example: 
renewable energy, retrofitting technologies and efficiency 
technologies.  These new opportunities can aid in 
mitigating the broader economic risks posed by climate 
change and boost retirement funds’ long-term returns.

GLOSSARY
• Sustainable finance contributes to the delivery 

of the Sustainable Development Goals (SDGs), a 
just transition to a low-carbon and climate-resilient 
economy and financial stability. Sustainable finance 
encompasses financial models, services, products, 
markets and ethical practices to deliver resilience 
and long-term value in each of the economic, 
environmental, social and governance aspects.

• Stranded assets: assets that have suffered from 
unanticipated or premature write-downs, devaluation 
or conversion to liabilities.

FURTHER READING
For more on local and global frameworks and initiatives 
aimed at encouraging sustainable finance – such as the 
Batseta Responsible Investment and Ownership Guide, 
the Task Force on Climate-related Financial Disclosures 
and the UN’s Net-Zero Asset Owner Alliance – you 
can access the Sustainable Investing 2.0 full-length 
publication on the Atleha-edu website, at no cost: https://
atleha-edu.org/sustainable-investing-2-0/
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In Sesotho, when you tell someone to “Atleha” you are telling them to prosper. 
Our dream for South Africans is for them to prosper through the building blocks of education and 

technology. By combining “Atleha”, and “edu”, we want to “speak life” into the dream of prosperity for the 
majority of South Africans.

The majority of savers in South Africa can be reached through retirement fund trustee and member education, making 
this the primary focus of our work at Atleha-edu. Please visit our website at www.atleha-edu.org to read our educational 
publications for retirement fund trustees, principal officers and MANCO members. 

• Governance & Ethics For Retirement Fund Trustees
• Investment Fundamentals 1
• Investment Fundamentals 2
• Special Edition: Environmental Stewardship
• Umbrella Funds & Management Committees
• Cultural Practices
• An Introduction to Infrastructure Investments 
• Retirement Funds and Risk Management
• Climate-related Financial Disclosure
• Alternative Asset Classes: Understanding Hedge Funds
• An Introduction to POPIA for Retirement Funds
• Sustainable Investing 2.0 - What part should South African retirement funds play?

Our offering:
In partnership with our implementing partners and funders, Atleha-edu is proud to offer a range of educational 
solutions for retirement funds and their members.  

These solutions are customised and include: 

• Financial Sector Code (FSC)-compliant interactive and awareness type consumer financial education programmes;
• Thought leadership webinars and events;
• Experiential workshops for deep learning experiences;
• Customised FSC-compliant consumer financial education solutions. 

To learn more about our offering and to partner with us, please contact us by email info@atleha-edu.org 

Our collaborators and funders in financial education and dissemination include: Alternative Prosperity Foundation,  
ASISA Foundation, ASISA Academy and Batseta.
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