he South African political envi-
ronment has just experienced a
generational shift. The coalition
government between the African
National Congress (ANC) and its larg-
est critic, the Democratic Alliance (DA),
could reset the investment environment.
The DA now controls several key cabinet
appointments, including agriculture and
home affairs. Despite the political com-
plexity, many in the South African invest-
ment community feel optimistic about the

change.

Joel Burnette

Our clients at Enfusion - traditional eq-
uity long-only managers and hedge funds
- reflect cautious optimism. In 2023, fa-
vourable adjustments to local regulations
(Regulation 28 of the Pensions Act) began
to help them capitalise on alternative and
international strategies. More liberalisa-
tion may follow.

However, the increasing demand for as-
set, domicile, and client diversification also
raises the bar on what they need from ser-
vice providers, whether technology pro-
viders like Enfusion or service providers. A
longer cycle of fee pressure from investors
further emphasises optimising investment
operations while embracing technology.

These factors underscore the need to
embrace a smart investment management
operating model both internally and with

partners. Providers must adapt swiftly or

risk holding investment managers back.
The watchword in this evolving envi-
ronment is “agility”.

Navigating market volatility and
policy shifts

Many Enfusion clients believe that
uncertain implications of an ANC/DA
coalition could lead to sustained market
volatility and policy shifts. Both tradi-
tional equity long-only managers
and hedge funds must navigate
change with precision, building
on their expertise to identify and
capitalise on market dislocations.
In the face of market volatil-
ity, investment managers need
robust risk management strat-
egies to protect portfolios.
They seek to explore diver-
sification across multiple as-
set classes and geographies
to mitigate risks associ-
ated with the South African
market. In turn, they need
reliable data and models for
robust risk analytics.
In addition, managers are
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scrutinising potential economic policy
shifts, fiscal changes, and market reforms.
For instance, shifts in monetary policy
could influence interest rates, affecting eq-
uity valuations and portfolio construction
decisions.

Finally, managers are monitoring the
impact on South Africa’s regulatory envi-
ronment. Core changes are already under
way. The Financial Sector Conduct Au-
thority (FSCA) has put forward a three-
year regulation plan from April 1, 2024
to March 31, 2027'. Most notably, the
Conduct of Financial Institutions (COFI)
Bill aims to consolidate the regulatory
framework? for governance and risk man-
agement. Potential new disclosure and re-
porting requirements may result from the
changes, contingent on the COFI Bill’s
progress in parliament.

Local regulations are also adapting to
investor demand for diversified invest-
ments across Africa and beyond, show-
ing openness to allocations to alternative
and offshore assets. In addition, managers
are exploiting opportunities in credit span-
ning the range from investment-grade
international bonds to mezzanine debt to
bi-lateral direct. There is also a growing
focus on sustainability, comparable to the
rest of EMEA.

Looking through an operational lens

The investment management market in
South Africa has long been highly com-
petitive, posing significant challenges for
equity managers and hedge funds. As in-
vestors become more cost-conscious, they
gravitate towards low-cost index funds
and ETFs, leading to declines in fees for
active managers. With South African risk-
free rates above 8%, managers face pres-
sure to justify fees for equivalent return.
This trend is reshaping the investment
management landscape, prompting man-
agers to rethink their fee structures and
value propositions.

Operations can play a vital part in re-



ducing costs. The South African market
is already technologically advanced, sup-
ported by industry bodies like the Asso-
ciation for Savings and Investment South
Africa (ASISA)®, which provides industry-
wide reporting templates to facilitate data
sharing. Many equity managers and hedge
funds are using technology and automa-
tion to find savings.

For example, advanced data analytics,
artificial intelligence, and software-as-a-
service platforms can enhance investment
decision-making and operational efhcien-
cy. The market continues to embrace tech-
nology to optimise international processes,
like the US moving to T+1 settlement and
the increased demand for accurate cash
and P&L for complex assets such as private
credit. In 2024, more managers than ever
want to apply technology to eliminate
manual processes in data consolidation,
reconciliation, and P&L reporting, im-
proving efficiency and data accuracy.

Additionally, some managers are out-
sourcing non-core functions like com-
pliance and IT services to focus on core
investment activities. These approaches
help asset managers navigate the chal-
lenging fee environment while delivering
value to their clients. However, only a few
administrators cover most of the onshore
fund market. The acquisition of local ad-
ministrators by large international groups
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has created a near-monopoly, often resule-
ing in higher costs, reduced service qual-
ity, and fewer alternatives for high-service
needs.

Finally, new regulations on outsourc-
ing' and governance of outsourcing
contracts may also move forward. If that
happens, investment managers relying on
external providers and outsourced services
will need to review and potentially revise
existing arrangements.

Conclusion: change demands flexibility

As South Africa’s investment landscape
evolves, success will hinge on the ability
to adapt to political, regulatory, and mar-
ket changes. Investment managers who
embrace operational efficiency, leverage
technology, and maintain flexibility will
be best positioned to thrive in this new
era. By optimising processes, managers
can navigate operational pressures and
fee challenges effectively, ensuring they
remain competitive and capable of seiz-
ing opportunities in the evolving market
landscape.

But there is an additional consideration.
Are investment service and platform pro-
viders ready to evolve? Platform flexibil-
ity enables (or, in some cases, hinders) the
flexibility that allows managers to adjust

quickly.

Joel Burnette is executive director of sales
for EMEA at Enfusion, whose invest-
ment management software-as-a-service
platform improves operational efhciency
and lowers costs by uniting front-, mid-
dle- and back-office teams on one system.
Burnette has significantly bolstered Enfu-
sion’s EMEA footprint, particularly Africa
and the GCC. Over the past 18 years, he
has helped alternative and traditional as-
set managers across EMEA achieve their
growth goals by leveraging state-of-the-art
buy-side technology and services.

Disclaimer

The information provided herein is for general infor-
mation purposes only, and is being supplied in good
faith based on information which we, Enfusion Led.
LLC, believe, but do not guarantee, to be accurate or
complete. All content is provided “as is” and Enfusion

is not responsible for errors or omissions that may oc-
cur. Information and opinions, where expressed, are
as of the date of this post.

Investing involves risk, and past performance is not
a guide of future results. Enﬁﬂion does not provide
accounting, tax, policy, political or legal advice to its
clients, and all investors are strongly urged to consult
with their own professional advisors and/or experts
regarding any potential strategy or investment.
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