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ESG in Emerging Markets: Social risks and challenges 

Author: Oyena Mtuzula, Credit and ESG Analyst at Terebinth Capital 

 

Oftentimes when considering ESG factors, it is the environmental factors (“E”) that come to mind, given the readily 

available data and the wide coverage of the topic. Governance (“G”) is considered important across the investment 

management sector because of the acceptance that if the “G” is good then the “E” and the social factors (“S”) will 

follow.  This leaves the “S” as the poor middle child. In this article, I explore social factors that are important in 

investing and the associated risks for emerging markets.  

Social factors can be described as issues relating to how an entity interacts with stakeholders, (including society 

and employees) and the political environment. Figure 1 below depicts the most material social categories. Social 

issues are typically easy to identify, but difficult to measure.  
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Figure 1: Material social categories 

 

Source: Moody’s Investors Services Terebinth Capital 

Global backdrop 

According to the 2022 Global Risk Report, consumers are more concerned about environmental and societal 

issues and less about economic factors (Figure 2 below). This is in contrast with the previous report which had 

commodity shocks, price instability and a potential debt crisis as top concerns. Over the COVID-19 pandemic, 

societal matters such as social cohesion erosion emerged. Prime amongst all these themes and dimensions are 

the risks from fractures, social fragmentation, and the consequences of widening global inequality. 

Figure 2: Top 10 Global Risks 
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Inequality and its consequences 

The Southern African region has the highest income inequality globally, with a Gini coefficient1 of 66.52%. South 

Africa is at the top of the list with the top 10% of the population owning 80.6% of financial assets and the bottom 

10% with limited value of assets, surviving primarily on transfers from other households and the government. 

COVID-19 exerted additional pressure on inequality as socio-economic consequences were felt primarily by 

lower-income households. For example, the sectors that saw layoffs and retrenchments were the informal and 

low-skilled groups that could not work from home, further widening the income inequality gap.  A swift resolution 

is needed to address income inequality to alleviate poverty and promote sustainable growth. 

Social issues have more disastrous effects in emerging markets, specifically Africa. This is because lower 

income groups face issues such as higher unemployment, higher crime rates, and a weaker currency makes 

imported goods expensive. Climate change-related issues are exacerbating social problems. For instance, the 

rise in global temperatures (global warming) and severe weather conditions can lead to floods, droughts and 

eventually impact food security.  

Implications of higher food prices 

Inflation is currently at elevated levels, stemming from rising food and energy prices. Food prices were rising 

before the Russia/Ukraine conflict and have increased by 100% since April 2020 (Figure 3 below). Food and 

energy are non-discretionary expenditures and make up a higher proportion of a typical low-income household 

budget. Therefore, this could impact affordability. The decrease in affordability (as a consequence) could see a 

rise in social unrest, similar to what we saw in Brazil in 2013 and Chile and Colombia in 2019. The more recent 

rise in food and energy prices have led to social unrest in Pakistan, Kazakhstan, India, Morocco, Peru and Sri 

Lanka. 

Figure 3: Food Price Index 

 

Source: Bloomberg data 

1 The Gini coefficient is a statistical distribution of welfare indicators commonly used to measure inequality, such as in income 

or consumption. It ranges between 0 and 100, where 0 means perfect equality and 100 percent perfect inequality 
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Rising inflation will prompt monetary policy authorities to raise rates therefore, tightening financial conditions. This 

will increase debt funding costs for sovereigns and individuals, and therefore add to the affordability issue. 

Governments may embark on policy measures to reduce the economic burden by expanding social transfers, 

increasing subsidies, or freeze energy prices to mitigate the impact of higher inflation. In that case it would mean 

higher borrowing (and therefore funding costs) for governments. Fiscal deficits may persist for longer. 

Sustainable Development Goal 2: Zero hunger (SDG 2) 

The United Nations (UN) set up the Sustainable Development Goals (SDG 2), which are a call for action to all 

developed and emerging countries, to achieve a better and more sustainable future before 2030. They recognise 

that ending poverty and other deprivations must be achieved conjointly with strategies that improve health and 

education, reduce inequality, and stimulate economic growth. Progress towards achieving sustainable 

development goals has been hindered by conflicts, climate change, and economic growth slowdown. SDG 2 

seeks to achieve food security and reduce hunger in all forms. The COVID-19 pandemic has made the pathway 

towards achieving SDG 2 even steeper.  

Ten percent of the world faced hunger in 2020 according to UN estimates, with the ratio highest in Africa at 20%. 

This ratio is expected to continue to rise because of conflicts, climate change and economic growth slowdown 

following the COVID-19 pandemic. Food insecurity has been rising for the last five years (see Figure 4 below) 

and the risks to food shortage are mounting across the world. 

Figure 4: Global food insecurity since 2014 

 

Source: Food and Agriculture Organization of the United Nations 
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Social investing 

To generate social change, fixed income managers can invest sustainably by purchasing ESG-related 

instruments. These instruments are normally classified as green, social, and sustainability-linked bonds. There 

has been tremendous growth in these issuances, and as sustainable investing gains traction, this growth trajectory 

is expected to continue. Social bonds use proceeds to finance projects focused on gender equity, affordable 

housing, employment generation and socio-economic advancement and empowerment. Sustainability bonds 

combine green and social projects. Gender equality and women empowerment are among the most important 

projects to invest towards. Higher rates of female participation in the labour force have been found to benefit 

economic growth. Although a causal relationship cannot be inferred, the presence of women in boards supports 

good corporate governance. Gender diversity in teams can help improve returns/performance.  

Social investing goes beyond buying financial instruments and involves giving back to the broader community. 

Corporate social investment initiatives that focus on the development of children, through education and 

healthcare are necessary. Education can have a significant impact in uplifting children from the poverty trap 

prevalent in emerging markets. 

Conclusion 

Social and political risks are not to be ignored as their long-term effects can be detrimental to the economy. We 

monitor all social risks and factor them in our decision-making process. These issues are critical as they affect 

consumers, government policy and businesses we invest in, and thus the returns we can derive for clients. 

Investing for social causes should enhance value in the long term and offers the opportunity to be part of the 

change you want to see in the world. 
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Glacier Research would like to thank Oyena Mtuzula for her contribution to this week’s 

Funds on Friday 

 

 

Oyena Mtuzula 

Credit and ESG Analyst 

Terebinth Capital 

 

Oyena Mtuzula is a Credit and ESG Analyst at 

Terebinth Capital and has recently been 

appointed as Head of Credit. She was previously 

an Associate Equity Analyst at Camissa Asset 

Management (formerly known as Kagiso), where 

she had responsibilities in research and view 

formulation. She holds a Bachelor of Commerce 

degree with a major in Management Studies from 

the University of Cape Town and is a CFA level 3 

candidate. Oyena’s responsibilities include 

formulation of Terebinth’s ESG and SRI practices 

and policies, modelled processes for corporate 

actions, credit analysis, as well as providing the 

investment team with core insights from the credit 

committee. As an analyst, part of her time under 

supervision includes being mentored in portfolio 

management, trade execution, risk allocation, 

trade idea formulation and, communicating to 

clients. 

 

 

 

 

 

 

 

 

 

 

 


