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Retirement Old Age Reform

South Africansõ attitude to savings
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Necessity for Reform

ÂNational savingsare negative

o consequent required rate of economic growth almost impossible to achieve

ÂAccessto formal retirement savingsis limited

o some 6 million out of 9 million have access

ÂPressureon State Provision grows

o will continue to increase with longevity that is improving despite the AIDS 
pandemic

ÂHistorical inequities persist

o most pension assetsare owned by older white citizens

ÂCostsof retirement provision

ð creating a drag on the effectiveness of retirement saving and undermining public
confidence

ÂWastageis high as many in formal retirement savingsdonõtpreserve to retirement
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Are South African Retirement Funds failing their members?

é Or is the 

environment  

failing them ?
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*Some Pension Fund Facts 

Â 20% of members exit funds every year 

Â Average fund at retirement reduced by 67% due to non preservation

Â Only 60% of funds >R1m are preserved

Â 75% of young members earning more than R300k p.a. do not preserve

Â The first 20 years of retirement saving could contribute over 60% of the 

fund

Â On average South Africans retire 2 years earlier

Â Over half of South Africans are worried about outliving their retirement 
income

* Alexander Forbes Member Watch & Old Mutual Research
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Alternative View ðRisk Cover

Slide Description :

Â Left hand vertical axis ðIncome of individuals per annum

Â Bottom horizontal axis

ð Number of formally employed (top)

ð Number of formally employed who do not have any formal retirement savings

ð Numbers are cumulative

Â The line plots intersection between the income bands and the formally employed population

Â Please note: the numbers used in the left hand column for the threshold levels are illustrative & should not
be seen as definitive

Slide Interpretation :

Â Considers reform principles and criteria (equity, pooling of risks, administrative efficiency, mandatory 

participation, solidarity, ease of transition, costs, individual rights to choice, adequacy, sustainability and 

robustness)

Â All insurers could participate in a risk equalisation mechanism for basic risk benefits for those earning 

between R12K ðR150K p.a. which reallocates the cost while best retaining the incentive for good risk and 

claims management 

Â All earning more than R150K p.a. can make additional voluntary contributions for additional benefits
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Potential Retirement Reform Impacts - General

Â Consolidation of funds

o Feb 2007 Treasury paper noted: 80% of 13 500 funds have less than 100 

members and questioned the viability of these funds

o 79%of members might move out of private funds into the NSSS

o Smaller number of members might make costs too high

o Old Mutual Research:

ÅAdditional R26K pa spend to cover current increase in governance

ÅScheme of <2 500 members could reduce costs by 70% by moving to an 

umbrella fund.

Â Will existing funds meet the objectives of Access, Adequacy, Cost and 

Governance?
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Potential Retirement Reform Impacts - Trustees

Â Increasedgovernanceburden

o Likely to place an increased skills burden on trustees and will make them 

increasingly liable in their personal capacity for breaches of governance

Â Increaseneed for guidance and advice

o Helping members prepare for changes and giving them guidance through 

the period of transition 

Â Member focus remains important

o Financial education for members on the importance of saving for 

retirement

o Despite greater focus on member communication , the average member 

still donõt understand their funds

o Promote preservation, building strong structures to ensure that 

withdrawal of savings is a last resort when members change jobs
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Potential Retirement Reform Impacts - Employer

Â Affordability / Cash flow / Compliance issues for employers

Â HRAdministration will be impacted

o Wage subsidy, social security, and integration of other benefits will need

to be addressed

Â Structure & costs of Group Riskmay change

Â Admin issuesif state provider of basic benefits

Â Financial Education will be required
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Potential Retirement Reform Impacts ðEmployees

Â Affordability issue for employees

o Lower income staff may be better off due to universal SOAPand potential

wage subsidy

Â Staff uncertainty due to changing environment and risk of job 

losses/changes

Â Increased demand for knowledge and advice by employees in existing 

arrangements during transition
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òé. reform is a 
process, not an 

eventó

ñTrevor Manuel, 

Previous Minister of Finance
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Changes Effected to date

Â Increase of means test thresholds for Social Grants 

ð Incremental reduction of SOAG retirement age for men to 60

ð Incremental increase of child grants to age 18

Â Divorce - òClean breakó principle introduced

Â Employer contribution to a Group RA deductible against 

member tax

Â If the amount in your pension fund is less than R7,000 - you can

withdraw from your fund if you are no longer contributing to it

Â Funds are now able to accept transfers from any retirement

annuity funds, including foreign funds
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What can be expected ?

Â Higher focus on social reforms

ÂNational Health Insurance

ÂExtensionof Social Grants

ÂUnemployment Relief

ÂEducation

Â Ongoingresearch and analysis

Â Incremental reforms
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What is

doing?

http://www.oldmutual.co.za/


24

Retirement Old Age Reform

Shaping the outcome

Â Contributing positively to the reform process

o Participate in industry debates

o Lobbying with stakeholders

ÂDeveloping innovative new solutions and services

o Domestic Workers, Financial Solutions for Women

o Financial Well-being Programme

Â Assistingclients to transition successfully to the new future

Should you require any additional information, please refer to the Old Mutual website 

on Retirement Reform: http://www.oldmutual.co.za/retirementreform

or contact:

Elmar Stander [Business Development: Corporate & SME] on 

011-217 1641 or estander@oldmutual.com

http://www.oldmutual.co.za/retirementreform
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Global vs. South Africa

ÂDevelopingCountries average replacement ratio of 75%

ÂSouth African Current Scenario

o Retirement Age 61

o 20 years of contributions due to cashing in of retirement savings

o 11% contribution rate

o Income Replacement Ratio of 28%

ÅWomen (much lower than 28%)

[Alexander Forbes Member Watch 2 & Old Mutual Research]
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Old Mutual Research

ÂGovernment 40%minimum target

Â *Possible Scenario

o Retirement Age 65

o 40 years of service

o 11% contribution rate

o Replacement Ratio of 79%

ÂWe only need to change the years of service

*[Old Mutual Research]
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Some 

considerations 

for you
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Old Mutual Retirement Fund Survey 2008: Key highlights

Â Greater focus on communication yet average member still doesnõt 
understand 

o Lack of financial education remains key barrier to effective 
retirement planning and to exercising member level choice 

Â Governance is improving, but at a cost to funds

Â Considerable growth in Umbrella Funds - employers seek to shed 
trusteeship responsibility and reduce costs, even larger funds

Â 6 out of 10 funds see room for smoothed bonus products in 
lifestage portfolio, 40% willing to pay premium for guarantee

Â Retirement Reform

o National savings fund will widen net for fund membership but 
might also result in closure of private schemes

o Compulsory preservation strongly supported by members and 
intermediaries, funds plan to do more on preservation (even 
before legislation forces action)
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Old Mutual Financial Wellbeing Programme

Â Offering a menu of services to trustees, employers and members

ðFinancial Education workshops

ð Financial Health Assessment

ð Decision Making Tools

ð Consultation & Advice
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How well are your members doing ?

Â Replacement Ratio Calculations

Â Individual Retirement Calculator

18
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Case Study ðEmployer Pension Fund Only
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Potential Solutions... TODAY

Â Default preservation

ðTrusteesõ obligations do not end with fund exit

ðResponsible for a secure retirement

Â Financial Education

ðGive a man a fish é

Â Widen the net

ðHow do we ensure that the non -member employees join our funds as soon 
as possible ?
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Potential Solutions... TOMORROW

Â Compulsory preservation

ð Income, not lump sum

Â Safety valve (Australia/Singapore)

Â Cannot be absolute.  Must be flexible

Â BE PRO-ACTIVE ðNOW!
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Some Tips

Â Special attention need to be given to members within 5 years of 
retirement

o Pro-active management of investment risks

Â Members must be advised of the likely short -term drop in value & be 
warned against the risk of exiting investments

o Avoid making decisions on single events or individual pieces of bad news

o Fund investment policies must be reviewed regularly

o Sameprudent, long-term approach must be upheld

Â Assure retirement fund members of the stability of the institutions 
managing their funds

o International crisis has affected local financial services institutions

o However, SAõsFinancial institutions remain sound



35

Retirement Old Age Reform

Where to from here?

òNow this is not the end. It is not even 

the beginning of the end. But it is, 

perhaps, the end of the beginning.ó

ñWinston Churchill


