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An ESG lens on investment risks in China

There have been rising investor concerns over
regulatory changes in China and the Russia/Ukraine
geopolitical conflict which has resulted in Chinese
shares being negatively impacted and therefore,
affecting Naspers’ shares. This note will discuss the
risks relating to ESG factors that these events has
created and how we are managing the subsequent
volatility with the asset managers in our portfolios.
In search of markets with the greatest opportunity
for investment growth, we find that considerable
attraction in the market is more towards the Chinese

technology sector and the broader Asian region,
as an emerging market destination.
Over the past year, we have been having discussions
with the asset managers on the Naspers/Prosus
investment case to understand the regulatory
risks to the Chinese technology sector and the
geopolitical risks. The volatility the share price has
been experiencing warrants us to maintain close
communication with our appointed managers and the
share, given its absolute size in equity benchmarks.

Source: Factset

Summary

its relative attractiveness against the forward-looking
view of risk.

In March 2022, we experienced share price Source:
swings Factset The recent volatility comes after news emerged in an
because of ESG-related risks. We believe that some of
article from the Wall Street Journal that reported a
them are not new but as with other ESG challenges,
the market tends to reference the past, but recent
data points to its exaggeration. The more important
question is around the 1-year performance drop and

money laundering allegation levelled against WeChat,
the Tencent-owned chat platform. While this is a
serious violation (should it be true), it is also subjected
to the ongoing China/USA trade tensions.
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While the article does make allegations that have not been confirmed, there is more information surrounding the
broader topic that needs to be considered:
Alleged money laundering by WeChat is still an allegation with uncited sources and it has not been
verified by Chinese authorities as yet.
If the allegations are proven, the potential penalty is estimated to be 3-4% of WeChat’s revenue.
In 2021, the total penalty charged to companies by the People’s Bank of China for money laundering
approximated $84m.

The above does not appear to be financially material in relation to the market capitalisation of Tencent,
WeChat's holding company.

Regional technology regulatory view

•
•
•

China: Innovate, then quick to regulate
Europe: Regulate first, yet slower to innovate
US: Innovate first, but slower to regulate

Asset manager actions

•
•
•

Naspers’ Russian assets written down to zero
Managers are still trading Naspers/Prosus stocks in measured increments
Nasper/Prosus is still viewed as a compelling long-term investment.

Our stewardship considerations
In our engagements with our appointed asset managers, we were specific about the investment risks in
the market as well as in our portfolios. We engaged with both large and mid-tier managers that have a
deep knowledge of the region, have a presence in Asia and are those who might have substantial holding
of these shares.
We continuously review all aspects in the market that may present risks and assess them accordingly.
Through our engagements with our underlying asset managers, we ensure that their investment processes
are aligned with our investment approach and take ESG risks and others into account.
Through this continuous engagement and our research across the breadth of asset classes, we continue to
keep developing our understanding of China as an investment region, its markets and associated risks as
well as applying our multi-management investment philosophy to ensure that we keep our clients on track
for their investment success, regardless of what the markets do.
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Our exposure to Prosus and Naspers
The below table indicates our exposure to both Prosus and Naspers between April 2021 and April 2022 as well as
benchmarks. These tables demonstrate our exposure to these companies across the range of our portfolio offerings.
Exposure in 2021
Naspers
Portfolio
Exposure*

Naspers
Benchmark
Exposure**

Prosus
Portfolio
Exposure*

Prosus
Benchmark
Exposure**

Performer

5.65%

6.39%

Performer

0.83%

0.69%

High Growth

6.36%

4.69%

High Growth

0.85%

0.99%

Performer Local

7.76%

8.12%

Performer Local

1.11%

1.00%

Pure Equity Local

13.83%

10.48%

Pure Equity Local

1.86%

2.22%

Accelerator

4.98%

4.61%

Accelerator

0.28%

0.98%

Conserver

4.07%

3.35%

Conserver

0.25%

0.71%

AF Protector

2.65%

2.10%

AF Protector

0.36%

0.44%

Real Return Focus

2.10%

n/a

Real Return Focus

0.27%

n/a

Stable Focus

0.67%

n/a

Stable Focus

0.00%

n/a

ALSI

18.19%

ALSI

1.35%

*as at 6 April 2021		

*as at 6 April 2021		

**as at 31 March 2021

**as at 31 March 2021

Exposure in 2022
Naspers
Portfolio
Exposure*

Naspers
Benchmark
Exposure**

Performer

2.19%

1.91%***

High Growth

1.77%

Performer Local

Prosus
Portfolio
Exposure*

Prosus
Benchmark
Exposure**

Performer

2.20%

2.34%***

2.20%

High Growth

2.23%

1.13%

2.90%

2.76%***

Performer Local

2.87%

3.39%***

Pure Equity Local

3.67%

4.91%

Pure Equity Local

4.53%

2.52%

Accelerator

1.25%

2.16%

Accelerator

2.00%

1.11%

Conserver

1.34%

1.57%

Conserver

1.14%

0.81%

AF Protector

0.76%

0.98%

AF Protector

0.95%

0.50%

Real Return Focus

1.45%

n/a

Real Return Focus

1.21%

n/a

Stable Focus

0.47%

n/a

Stable Focus

0.70%

n/a

4.50%

ALSI

ALSI

2.66%

*as at 4 April 2022			

*as at 4 April 2022			

** as at 31 March 2022			

** as at 31 March 2022			

***as at 28 Feb 2022			

***as at 28 Feb 2022			

n/a - CPI linked

		

n/a - CPI linked

		

The exposures above for 2021/2022 are the latest available exposures for the respective portfolios. They are aimed
at providing an approximate 1-year comparison given the price moves over the period.
It is evident that our approach to diversification means that a single company - and the volatility it may create
- will never dominate the fortune of our portfolios and the investment outcomes of our clients.
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Top six ESG integration
considerations for investors
1. Do you think the events and
subsequent risks have altered
your investment case?
Most managers are not fearful of volatility as it
provides opportunity. While the short-term share
price action provides a measure of discomfort, it has
not altered the long-term investment case for both
Prosus or Naspers. The managers have considered
the impact on the valuation of Naspers shares—and
have measured their position sizes accordingly.
They recognise that the US/China and Russia/
Ukraine related geopolitical risks as well as
additional ESG risks are present. Sanctions against
Russia and the total implosion of Russian-listed
equities provided a wake-up call to investors, should
the West sanction China for supporting Russia or for
any military interventions into Taiwan. Nevertheless,
Chinese leadership is likely to be acutely aware

of these risks too and it may provide a deterrent
against taking military action against Taiwan.
These risks affect both asset allocation and share
specific investment risk within portfolios, but they
can be managed. These risks were present when
they made the investment case into Naspers and
will continue in the short to medium term.
The collapse in the Naspers share price over the
past two months has been triggered by three
overlapping events:
1. Large and growing losses were reported in
the food delivery sector, in which Naspers is
heavily invested, causing the valuations of
these businesses to plummet.
2. Sanctions on Russia have permanently
devalued some of Naspers’ Russian investments
in the social media and Classified’s space.
3. The Tencent share price volatility.

2. Do you see the volatility as a
good opportunity for entry or
exit points?
The driver of the recent price action is thought to
be sentiment driven while indiscriminate selling
continues. Therefore it is not possible to be able to
know the best times for buying or selling the stock.
It, however, allows for a valuation gap to widen, and
the long-term business case remains compelling. If
anything, the risk-taking manager thinks they will
be rewarded for the equity risk they have taken,
however they proceed with caution.
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3. Is there any truth to the
money laundering accusation
at Tencent or is this more
heavy-handed censorship?
The alleged violation around money laundering
was first published in the Wall Street Journal. The
publication reported that Tencent was facing a
possible record fine for violations of anti-money

4. Have auditors in any of the
Naspers stables identified such
ESG or regulatory risks?
Auditors do not comment on the risks identified, but
rather provide assurance on the financial disclosures
of a company. They would provide audit findings.
The annual report does however provide a very
comprehensive overview of the risks the company
faces and the measures taken to respond to this. In the
Prosus annual financial statements, this is addressed
around various forms of capital, such as financial,
human, manufacturing, intellectual, social, relationship
and natural capital.

5. Have ESG monitoring systems
identified a breach?
Some managers have commented that they use
screens to identify regulatory, legal or anti-trust
breaches. These have not uncovered any material
issues related to the current speculative findings.
The South African fund managers do not believe that
screens help in portfolio construction or allocations as
it further restricts the investment opportunity set.
They cite that there is no substitute for deep,
fundamental research. We think that local, on the
ground ESG research is valuable.

laundering rules by WeChat (chat platform developed
by Tencent). The article speculates hundreds of
millions of yuan (if substantiated) were part of illicit
transactions.
The article has cited that unknown sources have
reported that WeChat Pay has lapses in ‘know your
customer’ and ‘know your business’ regulations. For
now, this appears as speculative and has not been
substantiated by authorities.

Accordingly, asset managers and auditors would
have considered the following risks:

•
•
•
•
•
•
•
•
•
•

regulatory and compliance
market competition and innovation
information security
business continuity
crisis management
public relations and reputation
social responsibility and environmental
sustainability
merger and acquisitions
investment management
new industrial internet business factors
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6. Are regulatory and social risks
in China a cause for concern?
The different system of government means that the
regulatory oversight and censure process works
differently and more swiftly, which is not necessarily
a bad thing for long-term shareholders. Globally,
policymaking has moved at a slow speed compared
to the exponential growth of technology, leaving
regulators and lawmakers facing a huge task over how
to keep up.
Technology companies are now touching and shaping
almost every aspect of society and keeping treasure
troves of personal data of citizens. Regulatory risks are
a cause for concern for all tech-related global stocks,
and there will be winners and losers as a consequence.

In China, regulations have been passed restricting
minor’s online gaming time. No new games have
been approved since August last year. Regulators
try to ensure that online games are more culturally
appropriate and potentially less addictive.
The regulatory changes should be seen as a function
of China’s medium-term objectives to broaden the
middle-class and address deteriorating demographics.
This has meant that property and education need to
become more affordable. In regards to the issue of
Chinese citizens’ data, the government requires antitrust and competition legislation so that monopolies
and price takers can be further regulated.

Over the past year, it appears that regulations for positive social outcomes have been penalised by the market. Even
though we are optimistic about the investment opportunities in China, we are cautious about the key ESG risks that
frame this market.
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FAIS disclaimer
Alexander Forbes Investments Limited is a licensed financial services provider, in terms of section 8 of the
Financial Advisory and Intermediary Services Act 37 of 2002, as amended, FAIS licence number 711. This
information is not advice, as defined and contemplated in the Financial Advisory and Intermediary Services Act
37 of 2002, as amended. The value of a portfolio can go down, as well as up, as a result of changes in the value
of the underlying investments, or of currency movement. An investor may not recoup the full amount invested. All
policies issued or underwritten by Alexander Forbes Investments are linked policies, under which no guarantees
are issued. The policy benefits are determined solely on the value of the assets, or categories of assets, to which
the policies are linked.
Past performance is not necessarily an indication of future performance. Forecasts and examples are for
illustrative purposes only and are not guaranteed to occur. Any projections contained in the information
are estimates only and are not guaranteed to occur. Such projections are subject to market influences and
contingent upon matters outside the control of Alexander Forbes Investments, so may not be realised in the
future. Please be advised that there may be supervised representatives.
Company registration number: 1997/000595/06. Pension Fund Administrator number: 24/217. Insurer number:
10/10/1/155. Postal address: PO Box 786055, Sandton 2146. Physical address: 115 West Street, Sandown 2196.
Telephone number: +27 (0) 11 505 6000. The complaints handling procedure and conflict of interest management
policy can be found on the Alexander Forbes Investments website: www.alexforbes.com/za/en/
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