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COMPREHENSIVE SOCIAL RISK RESEARCH

Social Risks provides a variety of research products, including country risk assessments for firms
considering transnational investments or establishing sites for facilities. We prepare country reports on
a monthly basis as well as at the request of clients. A typical client report includes more than ten social
indicators — some are comprised of more than 20 — which are determined in consultation with the
client. We customize our framework of social indicators by industry, region, or other client-specific
considerations. Reports have included indicators such as freedom of expression, prevalence of child
labor, and other local norms and practices; we also report to the client any relevant information
revealed by our research but not covered by the research framework. Our aim is for the country risk
assessments to support informed and long-term decision making by management.

We have chosen South Africa as a sample report — despite its presenting a number of social risks —
because it has attracted substantial amounts of transnational investment. A corporation that takes
proactive steps to mitigate those risks and optimize its social impact can do well in South Africa. The
sample report assesses the current South African business environment through the frame of Social
Risks’ top ten social risks for 2009, which can be found on our website. An additional risk, inequality, is
so significant in the South African context that it bears inclusion.
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SOUTH
AFRICA “

Summary: South Africa is an open society and ranks consistently as one of the most investor
friendly countries in Africa. It has a first class infrastructure and has crafted a legal framework
and incentives, including purpose-built Industrial Development Zones, which have attracted
substantial foreign direct investment. Taxes are structured to encourage investment, property
rights are protected and contracts can be enforced through the courts. Although the court
system is underfunded, South Africa honors the rule of law. Land use rights are generally
secure, but can be the subject of political controversy. The telecommunications and
information technology sectors have recently overtaken mining and other extractives as the
primary sources of foreign direct investment.

Doing business in South Africa is made more difficult by its segregated and unequal society and
economy. The predominantly poor, black majority population lives in poverty in the midst of
great wealth. As a result, businesses cite the lack of a trained workforce and prevalence of
violent crime as significant obstacles to doing business. These factors raise costs and increase
the difficulty of conducting business ethically. In addition, because South Africa has one of the
highest rates of HIV infection, labor negotiations often center on the level of health allowances.
Education and skill levels are also cited as insufficient by some businesses. Ethnic divisions and
the legacy of apartheid will necessitate proactive personnel policies to ensure compliance with
local expectations and global standards for a diverse workplace free of discrimination. Each of
these issues affects productivity.

Despite these risks, South Africa remains an attractive location for investment. With effective
planning, each of the risks could be mitigated.
February 2009
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SAMPLE: SOUTH AFRICA COUNTRY REPORT

GOVERNANCE

(Political uncertainty and weak or ineffectual governance, like economic volatility, is challenging for
business growth. A proactive approach to government relations and an understanding of the governing
structure of the host country is essential. It is also critical to develop a working understanding of the local
political dynamics and power-holders to identify key decision-makers and ensure that they have been
heard before proceeding with investment decisions.)

e South Africa is an electoral democracy. The country has had three successful and free elections
since 1994. The next elections will take place in the spring of 2009. However, Parliament elected
Kgalema Motlanthe president in September following the resignation of Thabo Mbeki who was
forced out by his party, the African National Congress. His long-time ANC rival Jacob Zuma had been
accused of corruption before the charges were dismissed amid allegations of political meddling
targeted at Zuma by Mbeki’s government. Those charges have since been reinstated. Nevertheless,
Zuma is expected to be elected president in 2009.

e Despite the unusual nature of Mbeki’s departure, South Africa governance is stable, and the transfer
of power proceeded without violence.

e South Africa favors investment by manufacturers and exporters. Industrial Development Zones can
be purpose-built industrial estates linked to an international port or airport in which infrastructure
and expedited customs procedures are coupled with duty-free concessions for export-oriented
production.

e The Investment Promotion & Facilitation Unit of the Department of Trade and Industry is
responsible for attracting foreign investment. It offers potential investors a point of call where they
can access a complete range of services, including information regarding the macro-economic
position of South Africa, the overall business environment, and the process of investing in the
country, as well as detailed sector-specific information.

e Ranked 45 out of 134 countries in the Global Competitiveness Report 2008-9. It is the highest-
ranked Sub-Saharan country.

e Ranked 32 out of 181 countries and 2 of 46 Sub-Saharan countries in the World Bank’s Doing
Business Report 2009 Report.

e Ranked 5 out of 48 countries in Ibrahim Index of African Governance.

RULE OF LAW

(A lack of respect for the rule of law can lead to unpredictable decisions by courts and a governing and
security apparatus unconstrained by legal accountability. In order to develop and implement a realistic
plan for social risk mitigation, it is essential to understand the context of the local government's level of
social control, and commitment to social and human rights. Support for the rule of law can be an ethical
virtue as well as good business sense.)

e The constitution and law provide for an independent judiciary, but while generally independent, the
judiciary is understaffed and underfunded.

e Although defendants are granted a range of procedural rights, staff and resource shortages
undermine the rights to a timely trial and state-funded legal counsel, particularly for poorer citizens.
The lower courts have proven more susceptible to corruption than the higher panels, and there
have been reports of violent intimidation of judges and magistrates.
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e The Constitutional Court and the Supreme Court operate with substantial autonomy. There is an
independent and impartial judiciary in civil matters. There is access to the courts to bring lawsuits
seeking damages for, or cessation of, a human rights violation.

e Scored in the 56.7™ percentile for Rule of Law in World Bank’s World of Governance indicators 2007.

e Scored 8/10 for Rule of Law in Bertelsmann Transformation Index 2008.

e Scored 12/16 for Rule of Law in Freedom in the World 2008.

CORRUPTION

(Corruption, including bribery, preferential government procurement or other inappropriate relationships,
are illegal, and can damage a company’s reputation and legal standing. Management must include
explicit ethical conditions and integrity pacts in government approvals and contracts, and be informed
about the traditions and risks everywhere it operates.)

e South African law provides for prosecution of government officials who solicit or accept bribes. The
South African Prevention and Combating of Corrupt Activities Act of 2004 clarified what should be
considered as corruption and allows for the investigation and seizure of "unexplained wealth." The
act also obliges public officials to report corrupt activities, prescribes strict penalties, including the
possibility of life imprisonment, and tasks the National Treasury to create a register of corrupt
individuals and firms that will not be allowed to submit bids on government tenders. One
shortcoming of the Act is the lack of provision of protection for whistleblowers.

e At least ten agencies are engaged in fighting corruption.

e |n 2006, Auditor General Shauket Fakie reported that at least 14 cabinet ministers and deputies,
along with 50,000 other public servants, had failed to declare publicly their business interests as
required by law. Former lawmaker and ANC stalwart Tony Yengeni was released from prison in
January 2007 after serving only five months of a four-year prison sentence for a 2003 corruption
conviction.

e The ANC has been criticized for charging fees to business leaders for access to top government
officials; in December 2007, a “networking lounge” for business was set up outside the ANC national
conference in Polokwane.

e South Africa signed the UN Convention against Corruption.

e South Africa was ranked 54 out of 180 countries in Corruption Perceptions Index 2008. This is down
from 43" place in 2007.

e According to the World Bank World Governance Indicators 2007, South Africa is 67% in control of
corruption.

e South Africa was not rated in the Global Integrity Index 2007.

SECURITY

(The security of staff and facilities is a core business concern of increasing importance. In addition,
whether the State, contractors or in-house security forces provide security, there is a risk that security
personnel will fail to adhere to the firm's human rights codes and policies. Companies must assess the
practices of local security forces, determine an appropriate security strategy for their facilities, and ensure
training and clear expectations for security personnel, whether in-house or contracted.)

e South Africa has one of the highest violent-crime rates in the world.

e The poor security situation remains an important challenge for doing business in South Africa. The
Global Competitiveness Report ranks South Africa last (of 134) in the business costs of crime and
violence, and 109" in the ability of the police to provide protection from crime.
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e 19.8 percent of those surveyed by the Global Competitiveness Report said crime was the second
biggest obstacle to doing business in South Africa, after the inadequately educated workforce, which
got 22.3 percent of the vote.

e Such crime, along with concerns about police capabilities, has fueled regular incidents of vigilantism
and a burgeoning private-security industry.

e Aluly 2008 report by the Ministry of Safety and Security found that while the overall crime rate was
decreasing, murder and aggravated-robbery rates were on the rise.

e Despite constitutional prohibitions and government countermeasures, there have been reports of
police using torture and excessive force during arrest, interrogation, and detention. Deaths in
custody continue to be a problem. Prisons often do not meet international standards and feature
overcrowding, inadequate health care, and abuse of inmates by staff or other prisoners. In 2006, a
commission of inquiry found corruption, maladministration, and sexual violence to be rife in the
penal system.

e Although the constitution and law prohibit such practices, 24 complaints of rape and 23 complaints
of torture were filed against police officers from 2006-7. One can assume that many more went
unreported.

e Crimes recorded in criminal statistics per 100,000 inhabitants, 2002: intentional homicide attempts
79.08, with 47.53 successful; total recorded assaults, 1,210.38, 587.32 of which were considered
major; 115.61 rapes; and total recorded thefts, 2,054.96.

LAND

(Land use and ownership are often contentious issues. Land often raises questions of corruption,
environmental degradation, political, legal, and financial interests, or indigenous rights. Corporations must
ensure that their right to purchase and/or use land is achieved free and clear prior to investment, and
address any concerns raised by community or other stakeholders through a transparent and consistent
acquisition process.)

e The state generally protects citizens from arbitrary deprivation of their property. However, white
South Africans, who make up less than 10 percent of the population, own some 80 percent of
farmland. As a result, thousands of black and colored farm workers suffer from insecure tenure
rights. lllegal squatting on white-owned farms is a serious problem, as are attacks on white owners.
The government has vowed to transfer 30 percent of land to black owners by 2014. As of 2006, only
4.1 percent of total farmland had been redistributed under the government's land reform program.

e Though the government can expropriate land, the US State Department could find no record, dating
back to 1924, of an expropriation or nationalization of a U.S. investment in South Africa.

e The Heritage Foundation Index of Economic Freedom 2008 gave South Africa a Property Rights score
of 50%.

ENVIRONMENT

(Proactive management of environmental impact is vital to mitigate the reputational, regulatory and
financial risks relating to the natural environment. Prevention of environmental damage is more cost-
effective than remediation after damage has occurred. Research and development of environmentally
sustainable production methods can yield long-term benefits and efficiencies.)

e The Constitution and the National Environmental Management Act (NEMA), call for the government,
specifically the Department of Trade and Industry, to ensure that a sound balance is maintained
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between environmental and socio-economic aspects in all policies, plans, programs and decisions,
including the encouragement of investment, granting of incentives and all other interventions.

e The Department of Trade and Industry encourages existing industries to implement Cleaner
Production (CP) as an internationally adopted tool that incur savings, increase competitiveness and
elevates companies to higher levels of resource and energy efficiency.

e Water usage is a problem in South Africa. The lack of important arterial rivers or lakes requires
extensive water conservation and control measures, and the growth in water usage is outpacing
supply. Many rivers suffer from pollution from agricultural runoff and urban discharge. South Africa
also contends with air pollution resulting in acid rain, soil erosion, and desertification.

e Most recently South Africa joined China at international climate talks in Poznan in demanding that
more industrialized nations share clean-energy technologies.

e South Africa said the European Union's plan to cut emissions of carbon dioxide at least 20 percent
over 1990 levels by 2020 was not adequately ambitious.

e South Africa is party to: Antarctic-Environmental Protocol, Antarctic-Marine Living Resources,
Antarctic Seals, Antarctic Treaty, Biodiversity, Climate Change, Climate Change-Kyoto Protocol,
Desertification, Endangered Species, Hazardous Wastes, Law of the Sea, Marine Dumping, Marine
Life Conservation, Ozone Layer Protection, Ship Pollution, Wetlands.

PUBLIC HEALTH

(Health care problems can pose a range of business risks including absenteeism and low morale. They
increase the costs of health care and raise other community expectations with regard to health and safety
services. Companies must assess the local public health environment and level of access to health care in
all operating locations, and incorporate health concerns into business planning.)

e South Africa's health system consists of a large public sector and a smaller but fast-growing private
sector. Health care varies from the most basic primary health care, offered free by the state, to
highly specialized high-tech health services available in the private sector for those who can afford
it.

e The public sector is under-resourced and over-used, while the mushrooming private sector, run
largely on commercial lines, caters to middle- and high-income earners and to foreigners looking for
top-quality surgical procedures at relatively affordable prices. The private sector also attracts most
of the country's health professionals.

e Some 5.5 million South Africans, about 20 percent of the population, are infected with HIV, one of
the highest infection rates in the world.

e Both Mbeki and Health Minister Manto Tshabalala-Msimang had seriously questioned the viral basis
of AIDS and resisted making antiretroviral drugs available to the public health system. In 2003,
however, substantial international and domestic pressure spurred the government to begin
providing universal ARV treatment. In March 2007, the government announced a new five-year plan
intended to cut the rate of new infections by half and extend the ARV program to 80 percent of the
HIV-positive population. By October, about 300,000 South Africans were being treated with ARV
drugs.

HUMAN RIGHTS

(Businesses are increasingly recognizing that they have the responsibility of protecting and respecting the
rights of individuals, and that doing so makes good business sense. Because the abuse of human rights
continues to occur, through the actions of governments and other actors, businesses find themselves
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negotiating human rights concerns with multiple actors within complex environments. Companies should
engage in comprehensive human rights impact assessments to identify, evaluate, and manage their
operations’ human rights vulnerabilities.)

Racial/Minority/Indigenous Rights

e South Africa is 79% Black African, 9.6% White, 8.9% Coloured (officially mixed race), and 2.5%
Indian/Asian.

e The constitution prohibits discrimination based on a range of categories, including race, sexual
orientation, and culture. State bodies such as the South African Human Rights Commission (SAHRC)
and the Office of the Public Prosecutor (OPP) are empowered to investigate and prosecute cases of
discrimination. However, racial imbalances in the workforce persist, and a majority of the country’s
business assets remain white-owned. The government’s Black Economic Empowerment program
aims to increase the black stake in the economy, mostly by establishing race-based ownership
thresholds for government tenders and licenses.

e South African law requires employers with 50 or more employees to ensure that previously
disadvantaged groups, legally defined as "Blacks" (including "Africans," "Coloured," and "Asians,"
and collectively constituting more than 90 percent of the country's population) are represented
adequately at all levels of the workforce. Notwithstanding the country's antidiscrimination
legislation, however, the Department of Labor's (DOL) 2005 "Employment Equity Analysis" reports
that Blacks remained underrepresented, particularly at the professional and managerial levels.
According to that report, only 28 percent of top management positions, and approximately 53
percent of professional positions, were held by Blacks. The report makes it clear that Black women
remained by far the most disadvantaged in terms of the number and quality of management or
skilled jobs. Employers cited a lack of training and development, poor recruitment processes, and an
antagonistic corporate culture as the main impediments to affirmative action.

e Anti-immigrant groups such as the Unemployed Masses of South Africa often blamed immigrants for
job losses and increasing levels of crime. In February 2007 police used stun grenades to quell
anti-Somali rioting in Port Elizabeth. Police arrested 27 persons after a crowd pelted Somali-owned
shops with stones. In June a Somali store owner was shot and killed and three others injured in
incidents in the Western Cape; no arrests were made. Zimbabweans, believed to be the largest
African immigrant group in the country, frequently complained that they were targeted by criminals
and harassed by police in major cities.

e South Africa is signatory to the International Convention on the Elimination of All Forms of Racial
Discrimination.

Women’ s Rights

e Equal rights for women are guaranteed by the constitution and promoted by the constitutionally
mandated Commission on Gender Equality. While the constitution allows the option and practice of
customary law, it does not allow such law to supersede the rights assured to women as South
African citizens.

e Discrimination against women remains a serious problem despite their equal rights under the law
governing inheritance, divorce, and child custody. Women experience economic discrimination in
areas such as wages, extension of credit, and ownership of land. Many rural areas were
administered through traditional leadership structures, often including a chief or a council of elders,
who did not grant land tenure to women, a precondition for access to housing subsidies.
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e Domestic violence and rape, both criminal offenses, are serious problems: South Africa has one of
the world’s highest rates of sexual abuse. A long-awaited sexual offenses bill tabled in Parliament in
2006 was still pending at the end of 2007.

e Women are also subject to sexual harassment and wage discrimination in the workplace and are not
well represented in top management positions. However, women hold 131 seats in the National
Assembly and head 12 of 28 ministries and four of nine provincial governments. In 2005, Mbeki
appointed a woman, Phumzile Mlambo-Ngcuka, as deputy president.

e Women, particularly black women, typically had lower incomes and less job security than men. Most
women were engaged in poorly paid domestic labor and micro-enterprises, which did not provide
job security or benefits.

e According to a 2006 survey, the number of women in top leadership positions has grown in recent
years. Nevertheless, while women comprised 41 percent of the working population, they held only
16.8 percent of executive-level and 11.5 percent of director-level positions.

e Traditionally women from all communities within South Africa have played a very minimal role
within the business world. Female participation at senior management level is extremely low and
although some progress towards greater gender equality within the workforce has been made, the
progress is slow. A ‘macho’ culture could be said to be pervasive in South Africa and women can
expect to be treated with less respect than male colleagues.

e Onthe Gender Equity Index, South Africa was ranked 70" overall, scoring 99 in education, 51.4 in
economic activity, and 59.7 in empowerment, all out of 100.

e South Africa signed the Convention on the Elimination of All Forms of Discrimination against
Women.

INEQUALITY

(Income inequality diminishes growth potential through the erosion of societal cohesion, by increasing
social conflict and causing uncertainty regarding the protection of property rights. Extreme inequality can
effectively cut off access of the poor to productivity enhancement measures such as education and
training, or cause such measures to be allocated inefficiently toward those who already have.)

e South Africa is one of the most unequal countries in the world, with a dramatic Gini coefficient rise
from a high 0.57 in 2000 to 0.72 in 2005. A Gini coefficient close to O signifies little inequality and a
rank of close to 1 signifies extreme inequality.

e Blacks make up 90 percent of the population but remain underrepresented at the professional and
managerial levels. Only 28 percent of top management positions, and approximately 53 percent of
professional positions, are held by Blacks.

e The effects of this degree of inequality can be found throughout the society, from the crime rate to
the inadequate education of the workforce. The HIV rate is among the highest in the world, and the
overwhelming number of those infected are black.

WORKING CONDITIONS

(Unsafe working conditions lead to decreased productivity, lowered morale and employee retention,
reputational risk, and can be in conflict with local or international labor standards. In a period of economic
downturn, suppliers and managers may be under pressure to reduce operating costs, and businesses must
hold to firm standards to ensure that worker safety is not compromised.)

e In 2002 workers in manufacturing on average worked 188 hours per month.
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e The law establishes a 45-hour workweek, standardizes time-and-a-half pay for overtime, and
authorizes four months of maternity leave for women.

e There was no legally mandated national minimum wage, although the law gives the Department of
Labour (DOL) authority to set wages by sector. Minimum wages were established for the retail
sector, farm laborers, domestic workers, and taxi (minibus) drivers. Depending on the province,
compliance with the minimum wage rate generally ranged from 65 to 90 percent, according to 2004
DOL figures. Minimum wages did not provide a decent standard of living for a worker and family;
the government undertook other actions to alleviate poverty, including annual above-inflation
mandatory wage increases for farm workers, exemptions from school fees, and improved access to
health care.

e Annual negotiations between employers and employee associations or unions set wage rates on an
industry-by-industry or plant-by-plant basis for unionized workers in the formal economy. Such
negotiated wages were generally sufficient to provide a decent standard of living for a worker and
family; however, this was not the case in sectors where workers were not organized sufficiently to
engage in collective bargaining. As a result, many unskilled or rural workers were unable to provide
an adequate standard of living for themselves and their families.

e The DOL sets occupational health and safety standards. Occupational health and safety issues were
a top priority of trade unions, especially in the mining, construction, and heavy manufacturing
industries where processes were dangerous and sometimes deadly. The law provides for the right of
mine employees to remove themselves from work deemed dangerous to health or safety. Other
than in the mining industry, there were no laws or regulations that permitted workers to remove
themselves from work situations deemed dangerous to their health or safety without risking loss of
employment; however, the law provides that employers may not retaliate against employees who
disclose dangerous workplace conditions.

e South Africa ratified the Occupational Safety and Health Convention but not the Working
Environment Convention.

SUPPLY CHAIN

(Even with a strong internal process for managing social risk, companies may face indirect risk exposure
through suppliers and investees. Companies should develop and include standard text regarding human
rights and labor standards in contracts and with major suppliers (or major investments, as applicable for
the business unit under analysis). In certain high-risk industries, additional due diligence may be
worthwhile.)

e Labor issues (such as employment discrimination against women or minorities and child labor) could
create reputational risks for the client.
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COMPANY PROFILE

In an increasingly integrated and transparent global economy, factors previously thought of as
“nonfinancial” are becoming widely accepted as critical to business success. Companies, agencies, NGOs
and other transnational actors are striving to understand and manage the risk exposures inherent in the
complex social and political and environmental settings in which they work. They confront challenges
such as weak or ineffective governance, lack of adherence to the rule of law, corruption, a dispersed
supply chain and other business risks arising from social and environmental footprints. Including social
risk analysis in key business decisions can avoid costly mistakes, inform mitigation planning and lead to
sustainable profits. At the same time, the economic and social environment provides unique
opportunities for decisions which benefit local stakeholders, thus maximizing economic returns and
social value by taking steps to would mitigate social risk.

Social Risks LLC is a distinctive global risk research and consultancy firm dedicated to devising
sustainable business solutions by helping our clients better understand their global — and local —
operating environments. We depart fundamentally from the premise of the traditional political research
and consultancy approach which treats social and environmental problems as risks to be managed
through reactive techniques. Instead, our social risk paradigm redefines commercial best practice to
proactively pursue social, political, human rights and environmental value, raising the stakes for
shareholders and the shares for stakeholders.

Social Risks brings together a team of internationally-recognized business, technology, law, education
and public affairs leaders. Team members have extensive experience in providing strategic advice and
training to firms, governments, intergovernmental organizations and NGOs internationally on social
value-based business and organizational models. We have an extensive international network of
experts, including respected and experienced leaders who are affiliated with Social Risks through our
Counselors program.

Social Risks is headquartered in New York, with an office in Washington, DC.

CONTACT

SOCIAL RISKS, LLC
135 Grand Street
Suite 5

NY, NY 10013

T.212-461-4828

E. info@socialrisks.com
http://www.socialrisks.com
http://blog.socialrisks.com
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