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Sustainability rests  
on a simple premise:
The interconnectedness  
of all things.
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FOREWORD 

Having regular, clear and meaningful engagements with all our 

stakeholders is a core part of our philosophy at Nedbank. We 

also see it as part of our role to help our clients make better 

financial decisions. 

The world is changing fast and, for some 
years now, we have realised that there are 
crucial environmental and social factors that 
influence our business and investments. For 
this reason we have invested in understanding 
how exactly these realities interact with the 
financial markets. 

As our understanding has grown we have undertaken several 

pioneering activities, including: becoming the first African bank to 

become carbon neutral, as well as the first African bank to sign up to 

the Equator Principles; launching a Green Affinity programme with 

the World Wild Fund for Nature (WWF); and building the extensions 

to our headoffice to the highest green building standards.  

While we take great pride in what we have achieved to date 

we are aware that we, and the rest of society, are only starting 

to understand the complexity of the challenges involved in 

transitioning to a truly sustainable economy. 

It is with great pleasure, therefore, that I 
announce the launch of the quarterly Nedbank 
Sustainability Outlook, a collaboration with 
the University of Cambridge Programme for 
Sustainability Leadership. 

Our aim is to bring you some of the critical analysis, data and 

arguments that will help you discern vital environmental and 

social trends that relate to your investment choices. Through our 

association with the Cambridge team, renowned for its ability to 

connect the worlds of business and sustainability, we hope to learn 

new ways of perceiving investment risk and opportunity. I trust you 

will find the analysis useful and would welcome your feedback.

Mike Brown
Chief Executive
Nedbank Group

WHY SUSTAINABILITY?

For centuries Isaac Newton’s model of classical mechanics 

seemed rigorous and complete. It was only much later shown 

to be inadequate at explaining how matter behaves at very 

high speeds and over very small distances and consequently 

physicists, such as Einstein, expanded the model of modern 

physics. Similarly, it can be argued, the standard model for 

economic development proved robust and successful over the 

last century, creating unprecedented economic prosperity. 

But this model was developed in a world that was relatively 

‘empty’ of humans and their built infrastructure. In this ‘empty’ 

world natural and social capital seemed limitless and natural 

and social externalities seemed small and solvable. The limiting 

factor was financial and manufactured capital, and growing this 

through the increased production and consumption of marketed 

goods and services was the primary means of improving welfare. 

With almost seven billion people and a massive human footprint 

the world is no longer relatively ‘empty’. Today we know there 

are physical limits because we bump against them on almost 

every front. We see this manifesting in the inexorable rise of the 

prices of food, energy and commodities, also in the increasing 

lengths commodity producers have to go to in order to secure 

new supplies (deep-sea drilling, clear cutting rainforests to grow 

palm oil, etc). We know that externalities, such as greenhouse 

gases and destroying ecosystems, are not small – in fact the cost 

can be indeterminable as these effects will last for centuries.

Businesses today also know the importance of social capital – be 

it access to skills, political stability or a good reputation – while 

the ethical and economic implications of poverty and inequality 

are well-accepted. 

Yet, the equity markets and politics of most 
countries do not yet reflect a full appraisal of 
this expanded understanding of the governing 
dynamics of economics. 

They are still directed towards growing consumption and moving 

billions of Chinese, Indians and Africans at great speed to the 

traditional lifestyle of the ‘Western middle class’. 

A 2009 analysis covering 90% of the MSCI World Index showed 

that 60% of the companies have established board or senior 

management responsibility for climate change performance. 

In contrast, the equity markets are probably only starting to 



recognise the impact that transitioning to a ‘green economy’ 

would have on companies’ competitive positions and long-term 

valuations. Thus far consideration of environmental, social and 

governance (ESG) factors has been the preserve of specialist 

funds and socially responsible investment (SRI) indices. 

We argue that an understanding of the constraining power of 

resource depletion, ecosystem degradation and pollution is core 

business intelligence, both for knowing where innovation could 

take place and where competitive positioning will be impacted. 

During the past decade or so these dilemmas have come to 

be bundled under the heading ‘Sustainability’. We look forward 

to unfolding some of them in this and future editions of the 

Nedbank Sustainability Outlook.

GLOBAL SUPPLY CHAIN CHOKING

For the four hundred soccer fans who missed the World Cup 

semifinal in Durban due to airport congestion, the loss was far 

greater than the cost of their tickets. When 100 000 flights were 

cancelled after an Icelandic volcano created an ash-cloud over 

Europe, the damage to the world economy was far greater than 

the $1,3 billion that the airline industry lost. 

In our integrated and globalised world economy we have 

become very dependent on fast and reliable transport and 

when something goes wrong, the vulnerability of the system 

is displayed. But, it is not just extreme natural events that 

highlight the vulnerability. The growth in global travel and 

transport demand has greatly outpaced the capacity of transport 

infrastructure, and congestion and gridlocks have become 

commonplace, with far-reaching implications.

Recent research estimates the cost of congestion in the  

United States at $87,2 billion a year, in the United Kingdom at 

$10  – $12 billion a year, while in Australia it is expected to be 

$20,4 billion a year by 2020. A rough calculation by the SA Chamber 

of Commerce and Industry indicated a cost of R15 million per hour 

during peak traffic between Johannesburg and Pretoria. 

And it is not only personal travel that is impacted – the far 

greater implication is for the transport of goods. In South Africa, 

80% of goods are transported via road. Globally, the number 

of medium- and heavy-duty vehicles is expected to grow by 

155% and 125% respectively by 2030 (please see graph), faster 

than the 81% growth predicted for light-duty vehicles. Before 

an expansion of road capacity can even be considered, many 

countries face huge challenges just in maintaining existing roads. 

According to the Transport Ministry, South Africa 
requires R75 billion over the next five years just 
for road maintenance as 40% of the country’s 
provincial road network has reached ‘crisis point’. 

Projections are that the United States will need to spend an 

additional $40 billion a year to maintain and repair its existing 

highway system. 

Shipping is currently responsible for 90% (based on weight) of 

international cargo transport and increasing volumes, despite a 

decline in 2009, are pushing at the limits of key container and 

bulk ports. Congestion usually starts when terminals exceed 70% 

utilisation, and most European and North American ports are at 

those levels. With container volumes growing at between 6% 

and 8% a year at Durban harbour, Africa’s biggest port, a logjam 

is soon expected. With most container terminals located in 

densely populated areas, expanding capacity is very difficult. 

And even where port capacity can be extended, the supporting 

road and rail infrastructure is often lacking. An example is the 

Richards Bay Coal Terminal that has been upgraded to a capacity 

of 91 million tonnes a year, but the rail lines from the coal- 

producing areas can only transport 70 million tonnes and have 

performed well below that, handling only 62 million tonnes last 

year. Rail transport in the rest of Africa is even more problematic 

as South Africa accounts for 80% of the continent’s total rail 

infrastructure. An underinvestment in Europe and North America 

has caused major rail congestion in those countries too.

While only a fraction of international cargo is transported by 

air, those goods are usually high value or very time-sensitive. 

According to McKinsey, air traffic is expected to grow faster than 

road or sea traffic between now and 2030.

Expected growth in demand for different modes 
of transport 

Data by McKinsey
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The implications of global congestion are not just the loss of 

time or higher fuel consumption. More and more manufacturing 

has been outsourced and off-shored to wherever it can be done 

the cheapest. When transport becomes more expensive and 

unreliable, the benefits of cheaper labour in a far-off country 

might be cancelled out. The greatest impact on profitability is 

the uncertainty. Over the last few decades most companies have 

‘optimised’ their supply chains by implementing just-in-time 

systems. This has allowed lower inventory and, therefore, lower 

working capital requirements.

Not just infrastructure
Over the long term many of the transport-capacity constraints 

can be overcome, but in the near future there are significant 

challenges. Building new airports, harbours, railways and 

highways is very expensive, and most governments are 

already facing significant fiscal pressures. Given their size and 

impact, infrastructural projects are exposed to lengthy public 

participation processes, where they often run into ‘Not In My 

Back Yard’ (NIMBY) opposition. But besides infrastructure, energy 

security and environmental concerns, especially around climate 

change, create an even bleaker picture. 

About 95% of transport energy comes from oil, with all the 

geopolitical risk and price volatility that accompany it. The 

transport sector is also responsible for about 15% of global CO2 

emissions. Numerous scientific studies have indicated that to limit 

climate change to the range governments have agreed to in the 

Copenhagen Accord would require a reduction in transport-related 

emissions of 50 – 80% relative to 1990. Despite some efficiency 

improvements, the general trend in transport sector emissions has 

been upwards. Something has got to give.

How did it get to this?
The challenge in the transport industry is emblematic of two 

of the major themes in the sustainability discourse: Within the 

constraints of a finite planet, demand for limited resources – 

left unchecked – often grows faster (driven by economic and 

population growth) than the rate of technological improvement; 

and private actors typically externalise as many costs as possible, 

leading to a social burden that eventually becomes too big to bear. 

Viewing public goods such as transport infrastructure, open 

space and clean air as free, leads to an underinvestment in their 

maintenance. For a while the costs of increasing congestion 

and pollution to individual actors are smaller than the benefits 

derived from the publicly subsidised good, until the system 

comes to a standstill. Then the costs are massive. For everyone.

The short-term implication of the infrastructure-energy-climate 

challenge will most likely be congestion charges, tollroads, 

infrastructure levies and taxing carbon emissions. Given that transport 

was responsible for about 7 billion tonnes of CO2 emissions in 2005, 

an often-suggested tax of $30 would mean a cost of $210 billion to 

the industry. Not only will this change demand, but if appropriately 

applied, it will also fundamentally alter supply side options.

While up to now companies with extended sourcing, manufacturing, 

distribution and retail networks have been able to gain a competitive 

advantage, this could increasingly be a source of vulnerability. 

Implications
 Freight costs likely to increase
 Higher levels of inventory required
 Longer lead times in logistics chain
 Stricter regulation and forms of consumption tax
 Increasing value to energy- and carbon-efficient transport
 Reduced demand for freight-intensive products
 Shift from petroleum to electric/hybrid power trains
 Transition from carbon-intensive transport modes (eg air)  

 to alternatives (eg marine)
 Increased sourcing of local products
 Growth in technology-related solutions (eg videoconferencing)

VALUING NATURAL CAPITAL

The implications of the massive oil spill in the Gulf of Mexico, 

beyond the obvious damage, are potentially far-reaching. The 

US government has already placed a moratorium on deep-water 

exploration and there is talk that this could bookmark the end  

of the era of ‘easily accessible and relatively cheap oil’. The  

$20 billion escrow fund that BP was forced to set up to pay 

for the oil spill cleanup and to compensate for the economic 

loss caused is also a very significant development. But, large as 

this amount might be, many scientists and economists believe 

that figure greatly underestimates the true cost. One of the 

greatest legacy implications of the oil spill could be the greater 

prominence given to ecosystem service values and the pricing  

of these into future policies and investment decisions.

By ‘ecosystem services’ we mean the benefits 
that people derive from the natural world in 
terms of soil formation, nutrient recycling, water 
supply, climate regulation, flood and storm 
protection, food and raw materials, pollination, 
genetic resources and even recreation.  
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In the Gulf of Mexico area it specifically includes carbon 

sequestration provided by marsh plants and ocean plankton 

and the buffering that coastal marshes provide to nearby 

communities against the Gulf’s many hurricanes. Early 

calculations estimate the cost of ecosystem service loss  

could be between $34 and $670 billion. 

US President Barack Obama alluded to a change in thinking 

when, in a speech at Carnegie Mellon University in June, he said: 

‘If we refuse to take into account the full cost of our fossil fuel 

addiction – if we don’t factor in the environmental costs and 

national security costs and true economic costs – we will have 

missed our best chance to seize a clean energy future.’ 

It also echoes a sentiment expressed in a 2009 United Nations 

Environment Programme (UNEP) Finance Initiative report that 

said: ‘It is becoming an issue of global policy that the benefits 

provided by biodiversity are valued and accounted for within 

traditional business risk frameworks.’

In order for these ‘non-market’ goods and services to be 

successfully incorporated into the economy there obviously 

needs to be greater rigour and agreement on valuations. There 

has been significant progress in economic valuation over the 

last 20 years, and the economic invisibility of ecosystems and 

biodiversity has no doubt declined over these years.

 

The Economics of Ecosystems and Biodiversity 
(TEEB) is a massive research project currently 
underway, under the leadership of Deutsche 
Bank investment banker Pavan Sukhdev, aiming, 
among other goals, to provide guidelines for 
valuing and monetising natural assets. 

Two existing principles for limiting losses to ecosystems are the 

‘polluter pays’ and ‘full cost recovery’. The former has broadly 

been applied in the BP case, but will increasingly be implemented 

through carbon taxes, pollution fines, etc. Given the large and 

enduring impacts of certain activities, many experts are now 

lobbying for instruments to ensure full cost recovery in the case 

of accidents. This could take the form of requiring companies 

that want to dig, drill or otherwise extract to put up an ‘assurance 

bond’ – a sum of money large enough to rectify damage if things 

go wrong. The amount for the bond would be determined by an 

independent agency and based on the value of the ecosystem at 

risk. Alternatively, companies could be required to carry insurance 

against damage to ecosystem services. This would put insurance 

companies in charge of policing safety practices.

In a South African context one can see the value of full cost 

recovery principles in the case of acid mine drainage. As the 

impacts and resultant costs of acid mine drainage continue long 

after the profitable exploitation of a mine has ceased, a bond 

or insurance policy could ensure that the costs can be covered, 

even after the closure or bankruptcy of the mine.

Not only will such requirements ensure a fairer distribution 

of costs and benefits, they would also lead to a far greater 

emphasis on safety and good practice.

Bringing the value of ecosystem services to the fore does 

not only imply addressing losses. It creates new investment 

opportunities. Various types of Payments for Ecosystem Services 

(PES) schemes have been implemented around the world, 

the most significant being the proposed REDD-Plus (Reduced 

Emissions from Deforestation and Degradation plus afforestation 

and reforestation) scheme. 

According to a 2009 TEEB report implementing REDD could 

halve deforestation by 2030, and would create a market of  

$17,2 – $33 billion a year. A report published at the end of 

2009 on the City of Cape Town, placing a value of R2 – R6 billion 

a year on ecosystem services in the city, also indicated that for 

every R1 spent by the municipality in 2008/9, approximately 

R7,30 of value-add was generated in the city economy. At the 

same time, for every R1 of expenditure by the municipality on 

the environment at least R8,30 of ecosystems goods and  

services was generated, showing a greater multiplier effect  

on the economy.

Organisations that positively contribute to natural capital could 

increasingly benefit from that form of value creation, while those 

with a negative impact on natural capital could face increasing 

costs and regulation.

A REAL LIQUIDITY CRISIS 

Water resource management is one of the greatest challenges 

for South Africa in the 21st century. As a semi-arid country  

with low rainfall and limited underground aquifers, the 

country’s total renewable water resource is only 1 048 m3 

per capita or about 13% of the global average of 8 210 m3 

per capita. South Africa also uses about 25% of its renewable 

freshwater resources, whereas use exceeding 10% is typically 

seen as causing water stress. 

04 | Nedbank Sustainability Outlook



South Africa’s estimated 2030 water  
demand (billion m3)

Although only 1,5% of the land in South Africa is under irrigation, 

producing 30% of the country’s crops, irrigation is already by 

far the biggest water user in South Africa, extracting 63% of the 

country’s available surface water.

According to several studies, South Africa could face a supply gap 

in water of between 17% and 25% by 2030. This is assuming 

water for irrigation does not increase. Supply is forecasted to be 

only 15 billion m3 in 2030.

South African agriculture and general water supply are therefore 

highly dependent on rainfall. Current models indicate that 

climate change will lead to lower rainfall and roughly a 10% 

reduction in water availability.

If one looks at history, it is clear that it is not just climate change 

we need to worry about. If any of the metropolitan regions were 

to experience a multiyear drought, such as the one that Cape Town 

suffered in the 1930s or 1970s, it would cause massive problems. 

Cape Town area (region 4) annual rainfall

   

As a result of drought, the cost per mega-litre of irrigation water 

in the Murray-Darling basin in Australia rose in 2007 – 2008 

from $40 to $1 200, stabilising at $300, which was a 750% 

increase on original baseline. 

South African companies and the government 
will have to be proactive to avoid a similar 
situation, which could have devastating 
consequences for certain industries. 
 

A few major companies, especially in the beverage sector, have 

already launched efforts to improve their ‘water efficiency’ (litres 

used to produce a litre of product), but going forward many more 

companies will need to consider their access to water and its 

rising price.

Given the critical importance of water, it will be a regular feature in 

the Nedbank Sustainability Outlook. The next edition will look at 

acid mine drainage.
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The next edition of the Nedbank Sustainability Outlook will appear in November 2010.

We welcome your feedback, so please contact us with any comments or suggestions.

Nedbank Headoffice
135 Rivonia Road, Sandown, Sandton, 2196; PO Box 1144, Johannesburg, 2000
Tel: +27 (0)11 295 5672 | Email: KerriS@nedbank.co.za

DISCLAIMER: While every care is taken to ensure the accuracy of the information and views contained in this document, no responsibility can be assumed for any action based thereon. 

Nedbank Ltd Reg No 1952/000009/06. We subscribe to the Code of Banking Practice of  The Banking Association South Africa and, for unresolved disputes, support resolution through the 
Ombudsman for Banking Services. We are an authorised financial services provider.
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