
The COVID-19 pandemic and 
associated market sell-off has 
reinforced the benefit of a well-

diversified portfolio. As a result, investors 
are rethinking the traditional asset class 
allocation strategies to ensure their 
portfolios are diversified to capture other 
sources of returns. 

The pandemic and lockdowns have 
further exacerbated many inequalities, 
on both a macro and micro level, and 
has seen investors redirect focus to the 
significance of impact investing and its role 
in addressing some of the global social 
and environmental challenges. Investors 
are more actively committing to making 
meaningful contributions to the United 
Nations (UN) Sustainable Development 
Goals (SDGs) in response to the UN’s call 
to action “to end poverty, protect the planet, 
and ensure that by 2030 all people enjoy 
peace and prosperity”. 

Impact investments have been 
traditionally driven by private markets. 

Private market strategies are pivotal in 
channelling private capital towards assets 
and companies that can help to address 
these goals, as it is in the private market 
space that the investor can exercise 
greater control, finance discrete projects 
or assets, and invest in smaller, niche 
companies. The private markets family of 
alternative investments strategies include 
asset classes such as private equity, private 
credit and real assets (which includes 
infrastructure and direct property). These 
strategies provide access to assets and 
income streams typically not available to 
investors in listed markets. These include 
exposure to mid-sized growth businesses, 

Despite all its 
positives, South 
Africa still faces 

significant problems 
– including social, 
economic and political 
challenges. Of these, ever-
increasing unemployment, 
currently at 34.4%1, is seen 
as the biggest challenge 
the government has to 
overcome to address 

the significant levels of poverty. It ’s equally important to 
address the growing levels of inequality within and across 
population groups.

Taking this one step further, rapidly increasing youth 
unemployment is a key challenge that requires significant 
attention. The youth’s lack of required levels of education 
and skill to participate in the economy not only places 
a significant burden on the national government (which 
is already considerably stretched), but has additional 
consequences, such as increasing levels of crime. As 
noted by researcher Eric Pelser in 2008, “Lacking access 
to legitimate pathways of achieving society’s normative 
goals, a significant proportion of South Africa’s youth has 
normalised illegitimate means – crime and violence”. 

Given the local unemployment problem, we believe 
South African Small, Medium and Micro Enterprises 
(SMMEs) have a key role to play. As noted by Stats SA, 
we’ve seen growth in the levels of employment provided 
by SMMEs. This talks to the view that the SMME sector 

provides an attractive, yet largely under-tapped market 
opportunity; and that, if it’s supported, it could positively 
impact the country’s economic growth and development 
trajectory. It’s in line with the National Development Plan, 
which envisages that SMMEs could contribute meaningfully 
to job creation, and therefore to GDP growth. 

While the above considers appropriate levels 
of education and skills as inhibitors to successful 
entrepreneurship in South Africa, financial and business 
support is another key factor worth noting – particularly 
access to finance by SMMEs. Under the guise of ‘access 
to finance’, and in line with our developmental and 
infrastructure drive at Prescient, we’ve actively considered 
and invested in various alternative lending opportunities 
directed towards promoting the development of the SMME 
sector. While the opportunities have all had their merits, our 
involvement across these deals highlights that the risk in 
this space remains high. 

Given the need to balance risk and return, our due 
diligence process has had to remain robust, which speaks 
to Prescient’s systematic and risk-cognisant investment 
process. The following details our learnings and key 
focus areas when considering the provision of capital to 
alternative lenders: 
•	 We consider whether there’s an alignment of interest 

between us as lender and the borrowing partners. 
•	 We consider who they are and assess whether there’s 

a willingness and ability to support the business, in the 
case of financial difficulty. 

•	 We do an in-depth assessment of the business model/
product offering and how appropriate it is within the 
South African context. 

•	 We consider the growth plans of the business and assess 
whether we think they’re appropriate given the life cycle 
of the specific business.

•	 We do an operational walk-through to understand the 
control environment, including – but not limited to – the 
credit-granting criteria. While the systems backing the 
product are crucial, we also consider the people behind 
these systems, and whether they consider growth and 
risk appropriately. We believe these individuals should 
have performance metrics that are both growth- and 
risk-oriented. 

Finally, and equally important to any financial due 
diligence, we undertake a detailed Environmental, Social 
and Governance assessment. 

It ’s evident that if SMME financiers can navigate their 
way through various growth inhibitors, including the 
ability to raise capital with the appropriate partners, they 
have the potential to function as a driving force in South 
Africa’s social and economic development narrative. Given 
our approach of partnering with businesses that have a 
shared goal and the appropriate alignment of interest, 
we can and will successfully contribute to the growth of 
the SMME sector – while simultaneously delivering the 
appropriate risk-adjusted returns for our clients’ funds. 

•	 Prescient Investment Management (Pty) Ltd is an authorised financial 
services provider (FSP 612).

•	 The value of investments may go up as well as down and past performance 
is not necessarily a guide to future performance.

•	 There are risks involved in buying or selling a financial product.
•	 This document is for information purposes only and does not constitute 

or form part of any offer to issue or sell or any solicitation of any offer to 
subscribe for or purchase any particular investments. Opinions expressed in 
this document may be changed without notice at any time after publication. 
We therefore disclaim any liability for any loss, liability, damage (whether 
direct or consequential) or expense of any nature whatsoever which may be 
suffered as a result of or which may be attributable directly or indirectly to 
the use of or reliance upon the information.

1 https://www.news24.com/fin24/economy/sas-unemployment-rate-hits-
record-344-20210824
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Investing in SA’s alternative lending space

long-term infrastructure assets, and 
investment strategies with a targeted 
social development focus. Many of these 
investments have the potential to drive 
multiple social and environment benefits. 
For example, investment in an agriculture 
project can contribute to food security and 
provide employment in an area of need.

Momentum Investments has a 
targeted impact funds range that invests 
across a range of debt, equity and 
hybrid opportunities, with a targeted 
social development focus. Through the 
commitment to the UN SDG framework, 
the investments are focused on strategies 
that can make a difference locally, and 
where the investor has the opportunity 
to generate strong financial and social 
returns. Assets in this strategy can include 
renewable energy assets that span 
across solar, wind and alternative energy. 
Through these assets, the investor can 
contribute towards the generation of clean 
energy, the development of much-needed 
infrastructure, providing decent work and 
fighting climate change. This demonstrates 
the broad impact such a project can have. 
On the social infrastructure side, the fund 
invests in student accommodation. Lack of 
accommodation has been linked to high 
failure and dropout rates, which highlights 
the importance of this type of investment 
in providing quality education for the long-
term economic growth of the country.

These are examples of investments that 
can help investors align their investments 
with their long-term goals and values, as 
well as targeting financial returns while 
realising a tangible real-world impact.

We work with individuals and institutions 
who prefer unconventional investment 
solutions to deliver on a set of predefined 
investment objectives. We believe that 
investing is personal. Our clients’ interests 
are core to our investing philosophy, 
and we are able to tailor our investment 
strategies to specific investment objectives. 

Alternative investments play a valuable 
role in a diversified portfolio as they offer 
investors improved diversification as a 
result of low correlations with traditional 
asset classes, access to a wider menu of 
investment opportunities, and the potential 
to generate an enhanced return, often 
while fulfilling a joint mandate of making a 
positive social impact. 

Momentum Alternative Investments (Pty) Ltd (FSP 
34758) is an authorised financial services provider. 
Momentum Investments is part of Momentum 
Metropolitan Life Limited, an authorised financial 
services and registered credit provider (FSP 6406) 
(NCRCP173).

“Alternative 
investments play 
a valuable role in a 
diversified portfolio”
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