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Comment
David Weil
Managing Director
Investment Consulting and Trustee Services

“A

nd now we welcome the New Year, full of
things that have never been” (Rainer Rilke)
sums up so appropriately where we are
both as an industry and as a country. I get a
sense that not only did the calendar change, but the way
in which we provide employee benefits and investments
to corporates and individuals is changing too.
As the retirement industry scurries to meet the requirements of the default regulations by 1 March 2019 and
annuities are in the spotlight, Deane Moore, the CEO
of Just, challenges your mindset with their comparison
of the option of the newly released draft criteria on the
proposed drawdowns that a pensioner may take in a
living annuity or with the income a pensioner would
receive from a with-profit annuity. Paul Williams, a Senior
Associate from Baker McKenzie, takes a look at the new
requirements issued by the Financial Sector Conduct
Authority (FSCA) for exemption from 50% member
representation on a retirement fund’s board. These
requirements were issued as the FSCA tries to keep
up with one of the biggest changes in the retirement
industry – the move from stand-alone funds to umbrella
funds. Fraud is getting more and more sophisticated
and always eventually hits the customer’s pocket. Paul
Midlane, General Manager of Healthcare Forensics at
Medscheme Holdings, looks into the latest examples of
medical fraud.
In these challenging economic and political times, successful investing is difficult. Johann Els, Chief Economist
at the Old Mutual Investment Group, is cautiously
optimistic that the country is on the slow mend, whilst
Janina Slawski, a Principal Investment Consultant from
Alexander Forbes Investments looks into the six trends
that will impact investors in 2019. Duggan Matthews,
Chief Investment Officer at Marriot, advises investors
to ignore short term distractions and rather focus on
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long term trends by buying and holding shares in quality,
dividend paying companies. And Carlo Moreolo from IPE
News takes a look into the impact of rising rates on the
funding levels of pension funds in Europe.
As the world around us changes so rapidly, tax is the
only constant. Andrew Davison, Head of Advice at
Old Mutual Corporate Consulting, looks into how tax
impacts various retirement fund savings vehicles. And no
New Year’s celebration is complete without “soon to be
forgotten” resolutions. Tasnim Alli, Client Insights Leader
and Anthropologist at Metropolitan, shows you how
sticking to your goals can save you money. Schalk Louw,
Portfolio Manager at PSG Wealth, reminds investors
that many retirement annuities in the market will allow
you to invest in direct shares and goes further to look
into the advantages this presents for investors.
Finally, this issue’s legal round-up looks into cybercrime,
where Simeon Tassev, Managing Director and Quality
Security Assessor at Galix Networking (Pty) Ltd, takes
us into the three industries targeted by cyber-criminals,
where the lessons on security and stringent data
management can be learnt and applied to your business.
Leanne van Wyk, Director of ICTS Legal Services,
summarises the two most recent legal developments
in the retirement fund industry, namely the Conduct of
Financial Institutions Bill (COFI) and Guidance Note 8.
As we forge our way into 2019 dealing with and creating
things that have never been, it is critical to apply creative
thinking to the way we do things. The world around us
is changing at a rate never seen before and we need to
adapt the way we provide employee benefit solutions in
this context.
As always, I trust you find this issue useful as you
formulate your thoughts in this New Year. p
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Default Annuities

Higher sustainable income for life
...at lower risk
…with inflation-beating increases in 2019

FSCA Draft Conduct Standard

Just Lifetime Income*

proposed maximum sustainable drawdown rates
for default living annuities

life annuity rates
on consistent assumptions

Age

Males

Females

Males

Females

55

4,5%

4,0%

6,0%

5,0%

60

5,0%

4,5%

7,0%

5,5%

65

5,5%

5,0%

8,5%

7,0%

70

5,5%

5,0%

10,0%

8,0%

75

6,0%

5,5%

12,5%

10,0%

80

7,0%

6,0%

16,0%

13,0%

85

8,0%

7,0%

21,0%

17,0%

* Just Lifetime Income is a with-profit annuity providing a guaranteed income for life, with annual increases linked to
leading SA asset managers. The increase in 2019 is between 5,8% and 8,1% depending on the linked Investment Portfolio.

Ask us how…?
www.justsa.co.za | info@justsa.co.za | 021 200 0463
Just Group Plc is a UK-listed retirement income specialist which entered South Africa in partnership with an experienced local
management team to address three key concerns of National Treasury informing Default Annuity Regulations: 1. Most living
annuity policyholders have a high risk of outliving their assets. 2. Life annuity rates in South Africa do not fully reflect the shorter
life expectancy of those with relatively low income and those who are ill. 3. Life annuities which leave too much discretion to
insurers in determining annual increases create a conflict of interests between policyholders and shareholders.
In South Africa, Just is a registered long-term insurer regulated by the Prudential Regulatory Authority and the Financial Services
Conduct Authority, and is an authorised Financial Services Provider.
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Why with-profit annuities
provide higher sustainable
income than living annuities,
when following the same
investment strategy
On 7 November 2018, the Financial Sector
Conduct Authority (FSCA) published, for
industry comment, the “Draft Criteria for Living
Annuities in a Default Annuity Strategy”. This
included a table intended to represent the
drawdown rate from a living annuity which has
a 90% probability of being sustainable over a
pensioner’s lifetime, on the assumption that the
pensioner’s income is increased each year in line
with inflation.

March 2019 Pensions World

Deane Moore
CEO
JUST

7

E
M
P
L
O
Y
E
E
B
E
N
E
F
I
T
S

As illustrated in the table below, this is significantly
lower than the income that a pensioner would receive
from a with-profit annuity that is guaranteed by an
insurer to be payable for life, regardless of how long the
pensioner survives, and targets increases in line with
inflation on the same assumptions used to determine
the drawdown limits for the living annuity.

FSCA proposed maximum
drawdown rates for default
living annuities

With-profit
annuity income/
purchase amount
on consistent
assumptions

Age

Males

Females

Males

Females

55

4,5%

4,0%

6,0%

5,0%

60

5,0%

4,5%

7,0%

5,5%

65

5,5%

5,0%

8,5%

7,0%

70

5,5%

5,0%

10,0%

8,0%

75

6,0%

5,5%

12,5%

10,0%

80

7,0%

6,0%

16,0%

13,0%

85

8,0%

7,0%

21,0%

17,0%

It is helpful for Trustees designing a default annuity
strategy to understand the reasons for these significant
differences.
We can illustrate these differences by considering the
example of a single male pensioner aged 65 using R1m to
purchase:
• A living annuity with a high growth balanced investment portfolio earning 12% pa, versus
• A with-profit annuity, with increases directly linked to
the same investment portfolio, and a matching fixed
interest portfolio to secure the guarantee earning
10% pa.
The first reason for the different sustainable income
from these two product types is a group of factors which
are fundamentally different between the products. The
impact of these factors needs to be considered together:
• Typical charges: we have used a total charge of
0,5% pa on living annuities for administration and
counselling, and 1% upfront and 1,1% pa on the withprofit annuity for administration, counselling and the
cost of the guarantee.
• Those who survive each year in the with-profit
annuity earn “survival credits”, effectively benefitting
from those who have died and had their lifetime
income reserves spread across the rest of the pool of
survivors.
Allowing for the impact of these factors, after 13 years
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both the with-profit annuity and living annuity would be
paying an annual income to the pensioner of R200 000.
The pensioner would have R850 000 left in the living
annuity. If they were to buy a with-profit annuity for a
78-year-old on 1 January 2019, they would only be able
to secure an annual income of R120 000, which is 60% of
the income being paid by the with-profit annuity.
In other words, the pensioner would have taken higher
risk in the living annuity for lower reward.
The second major reason is that if a pensioner tries to
manage the risk of having sustainable income for life
to cover essential expenditure, on their own personal
balance sheet, they need to ensure that there is a high
degree of certainty that their income will be sustainable.
The living annuity drawdown rates have been calibrated
to provide a 90% probability of achieving this objective.
On the other hand, for the with-profit annuity, the
insurer prices a large group of people to ensure they have
sufficient funds to cover the average across the whole
group. There will be a 50% probability of covering each
individual, and those who die early subsidise those who
live longer. It is a good use of insurance to provide this
certainty to cover essential expenses for all pensioners.
Those who have additional funds for discretionary
spending in retirement have greater flexibility over how
they would use these additional funds.
There are other reasons why the with-profit annuity is a
sensible default proposition for those who do not have
surplus funds and will not be accessing independent
advice:
• The with-profit annuity generally smooths investment
performance over a 6-year time period on the
insurer’s balance sheet. This significantly reduces
volatility and allows the insurer to follow a higher
growth strategy than an individual might follow on
their own balance sheet. It also means the individual
does not have to draw down their personal capital
significantly in years like 2018 when investment
performance is poor. Many with-profits pensioners
received inflation beating increases in 2018.
• The with-profit annuity provides guaranteed income
for life, regardless of how long the individual lives or
what happens to investment markets.
For those who are in the fortunate position of having
surplus funds for discretionary spending in their
retirement, an efficient strategy is to purchase a
blended solution, in which their essential expenditure
is covered by the with-profit annuity and, with the
certainty of having secured this, they can then follow a
higher growth strategy on their remaining assets. This
type of blended solution is available in a few innovative
living annuities. p
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Exemption from
member elected
trustees on retirement
fund boards
That the retirement fund industry in South Africa is
changing there is no doubt. And if anyone doubted
it, Financial Sector Conduct Authority (FSCA)
Deputy Executive Officer of Retirement Funds Olano
Makhubela’s statement of intent at the Pension
Lawyers Association’s annual conference in 2018 that
he wants the industry to consolidate down to as few
as 200 mega pension funds was confirmation of this.
Currently there are 1 647 active funds; at the turn of
the century there were nearly ten times this many.
This is nothing short of radical.
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But there has been no similarly radical revision of
pension legislation. The Pension Funds Act dates from
1956. Stalin had been dead a mere three years and
JFK would not enter the White House for another
five years. True, the Act has been nipped and tucked
more often than Melania Trump, but it is still very much
rooted in the assumption that pension funds are set
up by employers for their employees. That is patently
no longer the case: the stampede from stand-alone to
umbrella funds bears this out.
Cue the latest tinkering. Post-1994, labour successfully
fought for the right for members to elect 50% of board
members so as to ensure that funds were not captured
by employers (the “Member Election Requirement”).
This hard-won right is an irrelevance in an umbrella
fund, where there may be hundreds of participating
employers, or in other retail funds where the employer
link has been severed. But the need for independent
minds on funds’ boards is more important than ever:
sponsors establish their umbrella and other retail
funds as commercial propositions and, like with every
commercial proposition, profitability is paramount.
The FSCA is well aware of this and has sought to address
this in a recently published guidance note in which it
sets out the conditions for exemption from the Member
Election Requirement (the “Guidance Note”). The FSCA
has been quite smart here: however strong the case
for a wholesale legislative overhaul, the likelihood of
this happening any time soon is on a par with Donald
Trump giving up Twitter. Even the next series of
cosmetic enhancements to the PFA, the long-anticipated
“Omnibus Bill” will not see the light of day until after the
2019 election.
So what the FSCA has done, in an attempt to ensure
that regulation does not lose sight with the industry as
it disappears over the next hill, is to utilise a provision in
the Pension Funds Act which allows the FSCA to grant
exemptions to the 50% member election requirement.
To date, umbrella and other retail funds have been
granted exemptions from the Member Election
Requirement on an ad hoc basis and for a limited
period. This has given rise to a number of unsatisfactory
outcomes, not least where funds have omitted to renew
their exemptions. The Guidance Note allows for the
granting of exemptions for an indefinite period provided
that certain conditions are met. The Guidance Note
specifies a number of conditions (discussed below)
which the FSCA “may” impose in addition to “any other
conditions which [it] may impose”. It may also add, revoke
or vary the conditions attached to an exemption. In other
words, meeting all of the conditions in the Guidance Note
does not guarantee an exemption; equally though it may
be possible for a fund to be granted an exemption without
meeting all of the requirements if it can motivate why one
or more of the requirements need not be met in its case.
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What the FSCA is doing here is setting the norm whilst
allowing for exception.
The principal conditions set out in the Guidance Note
are that:
• At least 50% of the board members are independent
(we will explore what constitutes “independence”
later in the article).
• Funds’ rules must provide what happens where
the board becomes aware that one of its members
ceases to be independent.
• The rules of the fund must provide that no decision
of the board will be binding unless at least 50%
of the members present at a meeting support the
decision and at least 50% of the members present
are independent board members.
• If the board uses sub-committees, the chairperson
of the sub-committee must be an independent board
member.
Additionally, the Guidance Note provides that:
• The FSCA may require an umbrella fund, depending
on its size, to establish management committees
at employer, sector or regional level, to ensure
sufficient transparency, timeous communication and
consultation in the decision making process of funds;
and
• The board must adopt a stakeholder inclusive
approach which balances the needs, interests
and expectations of material stakeholders in the
best interests of the fund over time, which must
be combined with a timeous, regular and relevant
communication for the fund and its members.
These latter two requirements represent a smart or
questionable, depending on your perspective, attempt
to regulate umbrella funds through the back door:
whilst the principle of member representation links
the former requirement and the exemption from the
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requirements are not set in stone - it is open to motivate
an exemption in any particular case.
The Guidance Note also requires the fund to demonstrate
to the FSCA that an independent board member has the
relevant experience or expertise required to fulfil his
duties effectively and will be able to devote sufficient
time to the role.
The application and appointment process is not set out in
the Guidance Note, but it is likely to proceed as follows:

Member Election Requirement, the link between the
latter requirement and member representation is
tenuous at best. Furthermore, the FSCA has kept the
language of these two requirements very open, giving
itself considerable discretion.
The heart of the Guidance Note is, however, in the
concept of independence. The Guidance Note requires
every independent board member to demonstrate
continuously the ability to exercise independent
discretion and requires the fund or sponsor to
demonstrate that it has considered this before making
an appointment. Thought will need to be given to the
paper trail needed to demonstrate this, but the central
concept is clear: the exercise of discretion must be
independent (although a way might note that they need
only demonstrate the ability to exercise independent
discretion but need not actually exercise it).
Additionally, each independent board member must:
• be free from any relationships that could, in the
opinion of a reasonable and informed external party,
be considered as something that would affect his
ability to perform his functions as a board member;
• not have been expelled from a professional body in
the previous 10 years;
• not have been employed by, or derived income from,
the sponsor in the last 5 years; and
• not have been convicted of theft or an offence
involving dishonesty etc.
Collectively these conditions are aimed at ensuring
that only individuals of suspect moral character
or whose circumstances expose them to a structural
conflict of interest between themselves and the sponsor
cannot become independent trustees. There are some
uncertainties - for example, is an employee of a former
service provider a person who “derived income from
the sponsor” and if so does it make a difference if that
individual did not work for the fund? - but expect the
spirit rather than the wording of the Guidance Note
to prevail. Also, funds must remember that these
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• the fund makes an application to the FSCA for
exemption from the Member Election Requirement in
terms of section 7B of the Pension Fund Act;
• the FSCA, if it grants the exemption, will notify the
fund of the conditions for exemption;
• the fund must then go about appointing independent
board members in line with those conditions.
• Following the appointment of an independent board
member, the fund must supply to the FSCA certain
information about the board member, including the
board member’s full employment history over the
previous 5 years and details of any positions of trust
held over the past 10 years, within 30 days of the date
of appointment.
Once an independent board member has been appointed,
the FSCA can require the board to terminate his or her
appointment if he fails at the outset, or ceases at any
point during his term of office, to meet the conditions
for independence. Additionally, the FSCA can take
“appropriate regulatory action” where a fund fails to
adhere to the conditions on which the exemption is
granted - one would expect that ordinarily to include
a revocation of the exemption and quite possibly the
appointment of a replacement board by the FSCA.
Meeting the exemption will require a number of
amendments to a fund rules - the Guidance Note gives
funds 180 days from the date of an exemption to make
the necessary amendments.
The Guidance Note represents a reasonable compromise between the interests of the umbrella and other
retail fund members and sponsors: members benefit from
independence being determined externally rather than by
the sponsor whilst sponsors benefit from the permanent
nature of the exemption and will be relieved that some of
the more impractical and sponsor-unfriendly provisions
have been dropped. As with any compromise, however,
nobody will be entirely happy. But perhaps the most
heartening aspect of the Guidance Note is the FSCA’s
willingness, under the new Deputy Executive Officer,
to address the current reality of a much more retailfocused pension sector. p
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Paul Midlane
General Manager
Healthcare Forensics
Medscheme Holdings

One of the most pervasive types of fraud in South
Africa is medical fraud. In 2017 alone, medical
aids lost at least R15 – R20 billion of total private
healthcare industry spend to fraud, with the
Board of Healthcare Funders of Southern Africa
(BHF) reporting about 10 to 15% of all claims are
fraudulent, abusive or wasteful. Approximately 3 to
4% of the R160-billion medical industry is pure fraud.
The instances of medical fraud can be reduced, but
it will take fundamental shifts in a number of areas,
including the way medical schemes are structured
and the efficiency of state health care.
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While the majority of South African healthcare
practitioners are excellent and upstanding, it is a
system that does lend itself to fraud. Unfortunately,
the cost of fraud is passed on to clients as medical
aids put contributions up by 9 to 11% each year
to withstand escalating private healthcare costs
(these increased by around 9% in 2018), with fraud
contributing to this increase in expenses.
You certainly don’t have to look far to find examples
of medical fraud. From dietitians charging for
‘consultations’ on the quality of hospital food and a
doctor claiming to see over 80 patients (several of
whom were dead) in a day, to nurse-administered
dialysis treatments out of dodgy garages and
pharmacies colluding with clients to submit false
claims.
One of the reasons for this pervasiveness is that
people are not sufficiently informed to query
recommended treatments – and no one wants
to take a risk with their health. A good example
is the c-section. South Africa’s caesarean rate is
72% vs the 15% global rate. In private healthcare,
cost isn’t usually taken as a factor when clinical
decisions are made, and the worry is that the
ethical responsibility may be blurred by financial
incentives, such as the additional income a
c-section brings to a gynae as opposed to a natural
birth.
So how do we reduce this problem? Most critically,
we need to change from a fee-for-service to a feefor-value model, the latter meaning the healthcare
provider will be remunerated based on the
outcome of the treatment, regardless how many
times the patient had to consult. The current feefor-service model is quite contentious. As with all
things, there are multiple nuances and discussions
around it. Coming from a medical scheme
perspective, we’ve seen how it can open the
system to abuse, fraud and waste. At the moment,
there are few regulations guiding what private
practitioners charge. That’s one of the reasons why
private healthcare has become so expensive.
Global fee arrangements are being investigated
by medical schemes worldwide in an effort to
constrain costs. This is effectively a ‘bundle’ fees
model, where a healthcare provider receives a
set sum to coordinate and distribute between
all parties involved. The worry here is that an
issue of underservicing may arise, with providers
pocketing the profits. As with the fee-for-service
model, a big issue is that a member may not
be able to spot corruption, which is extremely
disempowering. That’s where there’s a big gap in
educating the public to empower them to become
active watchdogs against corruption of any kind.

March 2019 Pensions World

13

E
M
P
L
O
Y
E
E
B
E
N
E
F
I
T
S

E
M
P
L
O
Y
E
E
B
E
N
E
F
I
T
S

Additionally, to reduce medical fraud, state healthcare
would need to reach global standards, in the process
forcing competition in the private sector, which would
bring costs down. Advancing tech – like wearables that
monitor heartbeat, temperature, glucose and more – will
also inevitably help streamline industry efficiencies and
lower costs.
While structural changes will be necessary to significantly
drop fraud rates, all members can play a role in reducing
medical fraud by:
• Getting second opinions before procedures.
• Questioning anything that seems suspicious.
• Not resorting to anything unlawful when you feel the
‘contribution pinch’.
• Seeing a GP before a specialist to ensure you get the
right referral.
• Making sure you invest in preventative care and
explore non-invasive options if appropriate.
• Trying not to view medical aid and severe illness cover
as grudge purchases. Rather see them for the care
they give you access to.

Sidebar one:
Some more examples to help spread awareness of the
kinds of fraud that occur:
• We’re currently dealing with a specialist who operated
on someone who was in a car accident. To claim, you
need to submit a code. This practitioner submitted a
code for the surgery and another code for stitching
the patient up. Even though, one would assume the
stitching would be part of the operation!
• We commonly see fraud with time-based practitioners like psychologists, dietitians and physiotherapists. There have been cases where physios have
wandered around hospitals offering people (who
are not their patients) massages post-surgery and
then claimed for these. Of course, as a sick person
who has just been operated on, you’re not going to
question it if an official-looking physio wants to work
on your joints.
• Pathology is another common one. If your doctor
has asked you to get a specific blood test and the
pathologist wants to perform a full set of blood tests,
question this.
• Prescribed Minimum Benefits (PMBs) are conditions/
treatments that medical schemes are required to
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cover by law. If you look at how many people
prescribed PMBs 10 years ago, compared to now,
it does indicate there may be fraud at work. For
example, a stubbed toe might be classified as a broken
foot.
• Ophthalmology is another one. Hospital laser
equipment has a set fee. But a specialist can charge up
to 300% (for a PMB) or 100% (not a PMB) for the use
of their own equipment.
• Back problems are often prescribed surgery, even
when preventative and non-invasive care can make
big strides in alleviating the pain. There needs to be
more of an emphasis on preventative care in general.
• With diabetes growing in prevalence, resulting in
damage to the kidneys, dialysis is becoming common.
Currently, you don’t need a licence to run a dialysis
centre. So, we’ve seen people running them out of
garages, using a tap, with a nurse administering
treatment rather than clinical technologist. But the
claim is still for the rate a clinical technologist would
charge.
• Sometimes members are in on it. For example, if a
person is out of benefits and a doctor advises him or
her to check into hospital to access treatment, even
though he or she doesn’t need to be hospitalised for
urgent care, then there’s an ethical decision to make.
• Pharmacies can also collude with members. For
example, we’ve seen pharmacies and clients both
agree to tell the story that a humidifier (for example)
was purchased. But the client never purchased any
such thing, and then splits the claims pay-out with the
pharmacist.

Sidebar two: History of medical aids
The way medical aids are structured also contributes
to fraud. Historically, there was a ‘you claim, we’ll
pay’ kind of system, where medical schemes paid out
most healthcare claims in 30 days, with limited (or
no) due diligence. Then 18 to 20 years ago, managed
healthcare was introduced, with controls to determine
whether medical procedures were clinically necessary.
That’s when pre-authorisation came into effect.
It’s also when schemes started requiring specific
service providers and medicines to contain costs.
Just imagine for a moment, a world without medical aid.
Imagine you had to pay for your appendectomy upfront,
out your own pocket. Or the cost of a three-week stint in
ICU, at approximately R15 000 per day. Generally, people
simply wouldn’t be able to afford it, so inevitably the cost
of care would have to drop, and the model would need to
change. Most of us would start getting multiple quotes
and second opinions before agreeing to procedures. p
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SA on the
slow mend
KEY TAKEOUTS

US-CHINA Trade Talks Get Serious

•

STRONG LABOUR MARKET
AND RESTRAINED FED EASE US
RECESSION FEARS

•

CHINA TAKES STEPS TO REVIVE
GROWTH

•

RECENT DATA BRINGS HOPE
THAT SA ECONOMY IS
IMPROVING

Following an agreement between Presidents Trump
and Xi at the G20 meetings in Argentina in December
2018 that a US/China trade deal will be pursued, a
first round of talks has taken place. There seems to
be a real willingness to get a deal done as realisation
of the potential damage of a trade war to the global
economy seems to have focused the minds. Also, in
the wake of slowing Chinese data, the Chinese
authorities have continued with policy measures to
stabilise the economy, including another cut in the
reserve requirement ratio (RRR) rate – the ratio of
bank reserves that must be held at the central bank,

•

SA RATES TO REMAIN ON HOLD
IN 2019

After experiencing increasingly volatile markets during
the latter months of 2018 – mostly on the back of
recession fear, worries about a full-scale trade war, the
Chinese economic slowdown and uncertainty around
the US interest rate cycle – some measure of calm
returned late in December and into January 2019. This
was thanks to the prospect of some trade agreement
between the US and China as talks got under way, more
Chinese policy measures to stimulate their economy,
and the increasing likelihood that the US Federal
Reserve Board (Fed) will pause their interest rate hiking
cycle.
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the People’s Bank of China (PBoC). Reducing this
rate essentially injects more money into the economy.
Further policy stimulation is set to come from more
RRR cuts, VAT rate cuts and increased government
spending by expanding the fiscal deficit – through a
combination of tax cuts and increased spending, as well
as frontloading municipal infrastructure spending.

FED Takes a Patient Approach
Another factor that eased some of the extreme fears
was the increased sense that the US Fed might not
raise interest rates at the same pace as they did during
2018 (that is, four hikes of 25 basis points each). The
Fed’s monetary policy committee, the Federal Open
Market Committee (FOMC), communicated a somewhat
more dovish message after their December meeting.
Not only was the number of possible rate increases for
2019 reduced in the so-called “dot plot” (essentially
the forecast of the FOMC members), but Fed chairman,
Jerome Powell has since stated that they can afford to
be patient in an environment where inflation remains
muted. He even indicated that the Fed might be willing
to rethink the pace of balance sheet adjustment.
The minutes of the December FOMC meeting also
highlighted this willingness to be patient – especially
in an environment where global risks could potentially
influence the US economy. While a patient Fed will
be a positive in terms of reducing recession fears, the
latest US employment data also restored some calm,
highlighting that the economy is still robust and the
labour market strong.
I remain of the opinion that recession risk remains low
and that growth rotation from the US to elsewhere
should mean better balanced and more synchronised
growth – albeit at a slower pace. With the end of the
US rate hiking cycle in sight, I expect a weaker US dollar
during 2019 – around US$1.25 to US$1.30 per euro
by end of 2019, from a level of US$1.15/€ at the time
of writing, is not far-fetched at all. This will be a good
environment for emerging markets in general and South
Africa in particular.

Green Shoots in SA Economy
While South Africa’s economy remains stuck in a low
confidence and weak growth environment with lots of
risks, the data over the very short term seems to have
improved a bit. The global improvement highlighted
above has certainly helped – impacting the rand and
petrol prices and thus the inflation outlook substantially.
The latest growth data points to a positive GDP number
in the fourth quarter of 2018. While a full data set
is not yet available, preliminary numbers show that
mining and manufacturing production should be up
nicely from the third quarter (Q3) average. Mining
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production for October was up 18% on an annualised
basis from Q3 and manufacturing production for
October and November was up 4% on the same basis.
While electricity production for October and November
was up close to 3% on this basis, the load shedding
impact will likely shave a large portion off this number
in December. In addition, the latest leading indicator, as
calculated by the South African Reserve Bank (SARB),
also ticked higher after a number of months of decline.

Lower CPI to Keep Rates in Check
Following several months of large petrol price increases
during 2018, the fall in international oil prices and the
more stable rand exchange rate led to significant petrol
price declines in December and January. Underlying
inflationary pressures have been weak – as evidenced
by the core inflation rate (4.4% in November 2018),
inflation excluding administered prices (3.8% in
November) and the retail sales price deflator (2.3% in
October 2018). As explained before, in a weak growth
environment, businesses find it difficult to pass on price
increases to consumers, hence the very weak passthrough of rand weakness into final consumer prices.
Following the 5.2% headline inflation rate in November
last year, the large petrol price declines will likely see
headline inflation falling to 4.5% in December and
4.2% in January 2019. I maintain my below consensus
forecast of a 4.8% CPI inflation average for 2019.
While I still believe, as explained last month, that the
Reserve Bank did not need to hike interest rates in
November 2018 (given the weak growth environment
and prospects for continued low inflation), I expect rates
to remain on hold throughout 2019, for the same reasons.
Both the market consensus and the Reserve Bank’s
forecast for inflation are too high and will need to be
revised lower. While I expect some growth improvement,
the bulk of this will likely only occur after the elections,
that is, during the second half of the year. The potential
impact of stronger growth on pricing ability and thus
inflation is therefore likely only to manifest during 2020.
My expectations for a better balanced global growth
outlook, a slower US Fed and weaker US dollar,
combined with a post-election confidence improvement
in South Africa, should lead to a stronger rand exchange
rate during 2019. This will aid confidence and the
inflation trajectory.
A better global environment, including an improved
environment for emerging economies, should help SA
through a stronger rand exchange rate. Some growth
and balance of payments benefits should also follow.
Despite risks around growth, a cyclical uptick should
continue during 2019, aided by improved post-election
confidence. Growth should improve from below 1% in
2018 to around 2% in 2019. Low inflation should lead to
unchanged interest rates this year. p
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The six major
trends shaping
future investment
decisions
Smart beta, alternative investments, risk management,
sustainability, big data and technology, and China as a
disruptor in international asset management are the
most dominant themes affecting investors in 2019.
This is according to Janina Slawski, Principal
Investment Consultant at Alexander Forbes
Investments, “The world is changing and to succeed
in a reshaped environment with intense pressure on
growth and margins, asset managers need to improve
operational efficiency and reallocate resources to high
growth areas”.
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1. Passive will continue to win but will become
smarter
		

Active strategies continue to have a dominant
share of assets under management but the
proportion of passively managed assets has
consistently increased from 19.5% to 22.4% over
the last five years.

		

Slawski feels that significant allocations will be
made to smart beta rather than to pure passive
strategies and she quotes BCG’s The Digital
Metamorphosis, “In the future, smart beta will
pose a substantial threat to traditional active
players, potentially even greater than that of the
overall shift to passives”.

2. Alternative investments will continue to grow
and be a differentiator
		

“Alternative asset classes will feature more
prominently in institutional and retail portfolios,”
says Slawski.
She adds, “A wider range of investors, including
retail, will be able to access alternative
investments as regulators allow regulated
vehicles to be more widely distributed”.

5. Big data and technology will change the way that
money is managed
		

6. China will be a disruptor in international asset
management
		

“The Chinese market attracts particular interest,
considering the recent relaxation of ownership
requirements for foreign firms,” says Slawski.

		

She adds, “China is expected to become the
second largest investment management market
globally”.

		

However, Slawski cautions that investment
managers should expect a long road ahead because
of the cultural diversity, regional complexities and
regulatory challenges present in this market.

		

China’s growth and its efforts at opening up
capital markets raise practical questions for
investors about how to manage their exposure in
the world’s second largest economy.

		

Slawski remarks that the inclusion of China
A-shares in the MCSI EM and World indices from
June 2018 and inclusion of Chinese bonds in
the BBG Aggregate Index in 2019 will provide
impetus for investors to consider how best to get
exposure to China.

		

Slawski concludes by stating that the conversation has moved from “Should we invest in
China?” to “How much exposure should we have
in China?” p

3. Risk management will increase in value-add and
sophistication
		

The 2008 financial crisis was a major precipitating
factor that caused a number of asset managers
and institutional investors to begin to seriously
focus on risk management.

		

“Asset managers have upped their game to attract
and retain these investors and now also see risk
management as a means to produce enhanced
and more repeatable risk-adjusted returns,”
comments Slawski.

Slawski believes that digital and analytics offer
potentially high-impact innovation opportunities
for portfolio managers. She stresses that
human portfolio managers will remain central
to investment decision making but will need to
invest differently in the future.

4. Sustainable investing will gain momentum
		

Investors are increasingly being encouraged to
adopt a sustainable perspective.

		

Mercer states in their research paper Themes
and Opportunities 2019 that they foresee a world
where asset owners and investment managers
incorporate sustainability as a standard action,
moving from optical responses to a place where
sustainability is integral to idea generation and
risk management.
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“Buy and Hold”
quality dividend paying
companies for successful
investment outcomes
Currently financial markets may appear
daunting with so much economic and political
uncertainty. However, it is important to try and
ignore short term distractions and focus on
the long term trends that matter. Short term
distractions are unlikely to have any major
impact on markets over the longer term. The
key to investing for the long term is to keep it
simple and maintain a “buy and hold” mindset.
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Buy and Hold
Investors should consider buying shares in quality,
dividend paying companies and holding those shares for
long periods of time. This approach is beneficial because
it:
1. Prioritises long term thinking
The mindset of owning stocks for long periods of
time ensures our portfolios are positioned for the
long term.
2. Ensures more predictable investment outcomes
A buy and hold strategy ensures that returns are
a function of dividend growth and re-investing
dividends. I believe this is more predictable than
trying to anticipate what stock prices will do in the
short term.
3. Reduces costs
Each time a stock is bought or sold costs are
incurred. Lower portfolio trading helps keep costs
down.
It is interesting to note, however, that a “buy and hold”
strategy is not the norm in the investment industry
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today. The chart below reveals how shares in the US are
being held for shorter periods than at any time since the
1920’s.

How we apply a buy and hold strategy
within our income focused investment
style
I believe it is beneficial that investors own stocks for
10 years or longer. This is not to say investors should
not act timeously if risks materialise, however, portfolio
turnover should be kept low by ignoring short term
distractions and remaining focused on the long term
trends that matter.
In my opinion, there are two key steps for the successful
implementation of a “buy and hold” investment strategy:

STEP 1: Identify resilient companies
with the ability to produce reliable
dividends
Only invest in companies which are able to produce
reliable dividends irrespective of changing economics,
politics and technology. This means when something
unexpected invariably happens in the world around us
(Trump, “Brexit”, Junk status, amongst others) you do
not have to sell the stocks you hold in your portfolios.
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STEP 2: Select companies with a
favourable outlook for dividend
growth
10 years is a long time. Consequently, I believe investors
should look to select companies that will remain highly
relevant I’ve outlined the 3 trends I feel represent the
most significant investment opportunities of the next
decade below.
In my opinion, companies exposed to these trends will
produce amongst the best dividend and capital growth
in the years ahead.

The stocks to own for the next
decade:
Given the above, these are a few of the stocks I believe
investors should hold for the next decade:
1. Companies which own the world’s most sought-after
consumer brands
Coca-Cola, Unilever, Reckitt Benckiser, L’Oréal
and Nestlé own brands like Coke, Knorr, Dettol,
Maybelline New York and Nescafé just to name a
few. Demand for these products is likely to increase
significantly in the years ahead considering the
rapidly growing consuming class, particularly in
developing markets.

Rising incomes in
the developing
world

Aging
populations in the
first world

Technology
Enabled
Efficiencies
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2. World leading pharmaceutical and medical device
companies
Johnson & Johnson, Medtronic, Pfizer, GlaxoSmithKline and Sanofi are amongst the biggest
pharmaceutical and medical device companies in
the world and own a large percentage of the globe’s
most essential medicines ranging from vaccines to
cancer treatments as well as medical devices such as
pace makers, stents and endoscopes. As such, these
5 companies are likely to be major beneficiaries of
aging populations in the first world.
3. The world’s finest industrial companies
Companies like Honeywell, United Technologies
and Texas Instruments are leading the way when
it comes to connecting equipment to the internet
and analysing data to optimise performance. They
are therefore ideally positioned to benefit from a
trend which is already being referred as the “fourth
industrial revolution”.
In my opinion, the companies outlined above are set to
produce amongst the best dividend and capital growth
in the years ahead given the longer term trends which
matter. Importantly, Trump’s tweets, Britain’s “Brexit”
and other short term distractions will have little impact
on their future prospects. As such, investors should
have maximum exposure to these companies with the
intention to “buy and hold”. p

• By 2025:
• Annual consumption in emerging markets will reach
US30 trillion.
• The consuming class will increase by 1,8 billion people.
• The biggest growth opportunity in the history of
capitalism.

• By 2030:
• The number of people over the age of 60 will increase by
one third in the developed world.
• Healthcare spending will increase by US1,4 trillion.

• By 2020:
• The number of devices connected to the internet will
increase to 26.3 billion.
• Data production will increase by approximately 44 times.
• Only 10-15% of globally currently use data efficiently to
optimise performance.
(Gartner & Boston Consulting Group, Cisko)
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Rising rates
pose questions for
pension funds
Key points
• Rising interest rates are generally good news for
defined benefit (DB) pension funds
• The outlook is uncertain and volatility is to be
expected
• Pension funds will tend to maintain or raise their
hedging levels
• Allocations to non-traditional matching assets are
increasing
Interest rates are finally rising in Europe, after an unprecedented decline that
lasted for nearly three decades. The yield on German 10-year government
bonds bottomed out in July 2016, and now stands at around 40bps. European
markets are pricing in a rise in policy rates of 41bps over the next two years,
according to one estimate by Aviva Investors. In the UK, markets expect rate
rises of 48bps over the same period.
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This is mostly good news for Europe’s defined benefit
pension funds, which held €3.2trn of assets at the end
of 2017, according to Pensions Europe, the organisation
representing Europe’s national pension fund associations.
Rising rates mean the value of liabilities will fall too,
driving funding levels upwards, thus reducing the risk that
pension funds will not meet benefit payments.

less. Also, whether one thinks rates are going to go up or
down is slightly immaterial, because if they are going to
be volatile, that will be a good rationale for doing more
hedging”.

Is this a time to review liability-driven investment
(LDI) strategies? A country-by-country snapshot
of trends in LDI shows that the shift towards a rising
rate environment, although apparently a benign factor,
requires thoughtful consideration.

Robert Gall, Head of Market Strategy within Insight
Investment’s financial solutions group, says pension
schemes using asymmetric hedging techniques may
benefit from rising rates. “Strategies using swaptions
or similar instruments protect pension schemes on the
downside, but allow them to participate in the upside
when yields rise,” says Gall.

UK: more volatility on the horizon

There are ways pension schemes could benefit from a
rising-rate environment, at least to an extent.

• DB assets: £1.58trn (€1.78trn)

The Netherlands: risk-off behaviour
prevails

• Aggregate funding level: 93.8% (data
as of October 2018, source: Pension
Protection Fund)

• DB assets: €1.37bn

• Discount rate: 2.5% (median discount rate as of end 2017, source:
KPMG Pensions Accounting Survey
2018)
Pension funds have benefited from the bull market in
risk assets of the past decade. Furthermore, a recent
improvement in mortality assumptions has boosted
funding levels. However, the country is dealing with a
difficult divorce from the EU which could put pressure
on its economy and generally determines a ‘risk off’
behaviour from investors. Gilt yields, and in turn DB
funding levels, have been extremely volatile since the
Brexit referendum. The aggregate funding level of UK DB
pension schemes has ranged from a high of about 105%
in early 2010 to below 80% in 2011, 2014 and 2016,
according to the Pension Protection Fund (PPF), the UK’s
lifeboat fund for DB schemes. It fell from 97.7% to 93.6%
at the end of October 2018.
In such context, LDI consultants and managers
overwhelmingly agree that pension schemes should raise,
or at least maintain, their hedging levels. The argument
is that even if interest rates rise, there is no incentive to
take advantage of higher funding levels by increasing
risks on the asset side. Therefore, the path for schemes
should be towards fully hedging, whatever their risk
tolerance may be.
Simon Bentley, head of LDI client portfolio management
at BMO Global Asset Management, says: “With Brexit
around the corner, you can see a lot of uncertainty over
whether rates travel up or down. From a risk perspective,
we would always advocate hedging more rather than
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• Aggregate funding level: 109% (Data
as of September 2018. Source: Dutch
Central Bank)
• Discount rate (ultimate forward
rate): 2.3% (Data as of October 2018,
source: KPMG)
“In the Netherlands, an important driving factor for
many interest rate-hedging decisions is regulation,” says
Remmert Koekkoek, Head of Matching and Overlay
Strategies at Robeco. That is not to suggest pension
funds have no say in how much risk they hedge. But the
regulatory framework, known as FTK, requires pension
funds to keep total risk below a certain level. Under the
FTK framework, pension funds must value liabilities using
a swap curve, something which has naturally led to a
significant use of swaps. “The majority of pension funds
have hedged partially or fully using swaps and, as such,
they will only benefit to a certain extent from interest
rate rises,” says Rik Klerkx, Head of Portfolio and Treasury
Management at Cardano.
“We see different responses from our clients to the
prospect of rising interest rates,” says Klerkx. “Those who
structurally seek a lower hedge ratio are a minority. Many
actually prefer to adopt a dynamic hedging strategy,
whereby they will raise hedging when rates rise”.
Pension funds have long been discussing whether it
makes sense to hedge further at such low levels, but
Koekkoek advises them to look at the carry aspect. “If
rates stay at the same level, pension funds with low
hedging ratios will see their solvency ratio decline every
year. Over time, that can be quite a loss,” he says.
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The regulator, will offer pension funds with improving
solvency levels, opportunities to raise risk in the portfolio
and lower the hedge ratio, but not all pension funds will
take advantage of that. In any event, the general trend
will be to reduce risk. Cardano’s Klerkx says: “If rates rise
more than expected, and solvency ratios increase, funds
should take risk off the table to lock in gains, but that has
yet to happen”.
Despite the stringent regulatory environment, LDI
strategies have evolved significantly over a relatively
short time, says Koekkoek. Pension funds have diversified
their portfolios of matching assets by allocating to
domestic mortgages, which now can take up as much as
15% of overall assets. “Now the conversation has turned
towards diversification from European credit to global
credit,” adds Koekkoek.

Germany: shifting out of corporate
bonds
• DB assets: €256.5bn
• Aggregate funding level: 67.5%
• Discount rate: 1.96% (data refers to
DAX plans, as of Q3 2018. Source:
Willis Towers Watson)
German DB pension funds tend to be underfunded,
perhaps more so than in other countries. Tobias
Bockholt, Senior Investment Consultant at Willis Towers
Watson, points out that the average funding ratio for
companies on the DAX index is 67.5%. As such, pension
funds stand to benefit significantly from rising rates,
according to Bockholt. He explains: “In Germany, pension
funds discount liabilities using a benchmark of AA-rated
corporate bonds. Their liabilities are long-term, but there
aren’t enough long-term corporate bonds to match those
liabilities. As a result, pension funds are maturity short.
Therefore, as interest rates rise, whatever they lose
on the asset side, they more than gain on the liability
side”. This is, of course, assuming that interest rates rise
smoothly as they have been.
Allocations to corporate bonds are significant but
German pension funds are clearly diversifying their
portfolios, says Bockholt. A recent study from Willis
Towers Watson indicated that, over the past year, both
regulated and unregulated pension funds raised their
allocation to alternative assets. Regulated funds now
allocate 9% to alternative assets while unregulated ones
are at 6%. Both categories were allocating 5% as of last
year.
“Investors are diversifying into illiquid assets. We see
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high increases in allocations to real estate, infrastructure
debt and private debt strategies, including real estate
debt. Pension funds need to reduce their allocation
to corporate bonds, as they are no longer being
compensated for the risk they take,” says Bockholt.

Switzerland: shackled by pension system
• DB assets: CHF994.5bn (€850.2bn)
(data as of end 2017, source: OECD
Pension Markets in Focus)
• Aggregate funding level: 87.2%
(includes public pension funds)
• Discount rate: 2% (median) (data as
of end 2017, source: PPCmetrics)
Pension funds in Switzerland are somewhat stuck.
Interest rates have fallen dramatically in recent years, but
the structure of the pension system gives pension funds
little chance to offset the negative impact. Pension fund
boards autonomously decide the discount rate for the
liabilities relating to existing pensions owed to retirees.
At the same time, they have to guarantee a 1% return on
the capital received from active employees.
Stephan Skaanes, Partner and Member of the executive
board of PPCmetrics, the Swiss consultancy, points out
that the average discount rate used by Swiss pension
funds is about 2%, while the yield on long-term Swiss
government bonds is at zero. “If rates start rising, pension
funds will most likely suffer losses on the asset side, but
they will not make any significant gains on the liability
side. Only if rates were to rise above, say, 2%, then the
benefits on the liability side would materialise,” says
Skaanes.
While technically, from a balance sheet perspective,
pension funds are relatively well funded, the real funding
ratio using market rates as a discount rate would be
significantly lower. “This is a huge challenge for the
future,” Skaanes says.
Funds are taking tentative steps to address the
situation by investing in higher yielding illiquid assets,
Skaanes says. “They are looking at investments like
loans, mortgages and other assets. There is also a
need to invest globally, as the supply of investment
opportunities in Switzerland is limited, particularly
when it comes to real estate, which has been a favourite
in recent years. However, investing abroad can be costly
and operationally complicated, therefore the allocations
so far have been small,” he says. p
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How does tax
impact your
retirement
savings?
Despite the tax benefits on retirement
contributions and the tax free growth,
the fact that pension income benefits
are ultimately taxed has led people to
question whether saving in a retirement
fund really is better than making your
own retirement savings arrangements
with after-tax earnings.
One of the main ways government encourages people
to save for retirement is to offer tax deductions on
saving in an approved retirement fund. While this tax
relief can be very helpful when you’re working and
contributing to a retirement savings fund, the benefits
that you eventually receive from your retirement fund
when you stop working are still taxed.
To help South Africans make informed retirement saving
decisions, a thorough investigation has been conducted
into how tax impacts retirement outcomes. The analysis
aimed to compare the tax impact of various vehicles to
save for retirement. The three vehicles considered were
a retirement fund, discretionary savings using after tax
income, and finally a Tax Free Savings Account (TFSA).

• Scenario 4: Saving in an approved retirement
vehicle and also reinvesting any tax savings on a
discretionary basis (Retirement Plus).
• Scenario 5: Saving in an approved retirement vehicle,
and reinvesting any tax savings in a Tax Free Savings
Account as well as in a fully taxed, discretionary
vehicle (Retirement Plus TFSA).
The analysis also considered different levels of income,
because the impact of tax depends on how much you
earn. “People who earn higher salaries pay more tax,
which means the different tax treatment of the savings
vehicles result in a more significant impact for higher
income earners,” explains Andrew Davison, Head of
Advice at Old Mutual Corporate Consultants.
Three levels of pre-tax income were compared:
R20 000 per month, R60 000 per month and R120 000
per month.

Five different scenarios (using different combinations of
these three vehicles) were compared:
• Scenario 1: Discretionary savings only (Discretionary).
• Scenario 2: Discretionary savings, but including
saving in a Tax Free Savings Account (Discretionary
TFSA).
• Scenario 3: Saving in an approved retirement vehicle
(Retirement).
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In all five scenarios, and across all three income
levels, the full impact of tax (both before and after
retirement) was modelled to compare the impact
over the lifetime of an individual. This required some
important assumptions (see “notes to the reader at the
end of the article), including that the tax regime would
remain the same as now, adjusting limits and caps by
inflation where appropriate.

to be considered – only one of which is the impact of tax.
“That said, taxation is an important factor and it is useful
to look at the full impact the various savings approaches
could have on your current take-home pay as well as on
your retirement benefit one day,” he concludes.

Davison says the analysis provided some valuable
insights. As expected, it emphatically shows that the
Retirement scenario (scenario 3) provides the best
outcome in terms of income after tax, both before
and during retirement. The difference is significant.
Based on the same level of take-home pay before
retirement, the Retirement scenario provides an aftertax pension that is just over double the income under
the Discretionary scenario (scenario 1).

The following important assumptions were used
in the analysis:

By contrast, the Discretionary scenario provides the
worst retirement outcome across all three income
levels. “This is because the additional tax being paid
on your salary, due to not benefiting from retirement
contribution tax deductions, leaves relatively
little money over to make a substantial post-tax
contribution to discretionary retirement savings,” he
says, adding that the difference was more evident at
higher income levels.
Although the Retirement Plus scenario (scenario 4)
also produces a much better outcome than the
Discretionary scenario, Davison says it still did not
quite match up to the pure Retirement scenario. “For
a person earning a R60 000 per month gross salary, it
provides an after-tax pension that is 75% higher than
under the Discretionary scenario, compared to an
extra 102% in the Retirement scenario”.
“Introducing a Tax Free Savings Account does improve
the outcomes of both the Discretionary TFSA (scenario
2) and the Retirement Plus TFSA (scenario 5), but they
still fall short of the Retirement scenario (scenario 3),”
he adds. This is because the Tax Free Savings Accounts
only provide tax relief on growth and there are limits on
contributions, so the benefit is limited.
Interestingly, across all income levels, the Retirement
scenario produces a net replacement ratio (that is the
ratio of income after tax in the year after retirement
date, to the salary after tax just before retirement) of
about 100%. This is based on savings of 15% of salary
and a 40-year working career lasting for 25 years in
retirement. “This demonstrates that a suitable and
diligent long-term savings plan can deliver a sound
retirement outcome”.
When evaluating these options, however, Davison
points out that there are a number of factors that need
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• We considered the impact of taxation over a
person’s full working lifetime as well as their
retirement. (This meant assuming that the
average person will start work at age 25, retire
at age 65, and live to age 90).
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• To simplify the calculations, we assumed that
salaries increase in line with inflation.
• This allowed us to make the important assumption that future National Annual Budgets will ensure that tax bracket creep is
fully adjusted in line with inflation and that
all rand amounts, in terms of tax thresholds,
caps and limits, will also be adjusted in line
with inflation. Of course, this is a reasonable
expectation, but is by no means a certainty.
If South Africa’s fiscal situation comes under
pressure at any point, it is possible that the
Budget will fail to make these adjustments
fully as this will allow government to derive
some additional tax revenue, as has been the
case at times in the past. The one exception in
terms of this assumption is that we assumed
that the interest exemption (both primary and
secondary) is not adjusted for inflation as that is
the stated intention of National Treasury (it has
been replaced by Tax Free Savings Accounts).
• The calculations used the tax rates, exemptions
and limits applicable for the 2018/19 tax
year. Allowance was made for all taxes and
thresholds such as interest exemptions and
capital gains tax exclusions. Capital gains were
assumed to be realised each year.
• Annual investment growth was assumed to be
4% above inflation after fees, split between
interest and rental income, dividends and
capital gains. This applied to both preretirement and post-retirement. The same
net-of-fees return was assumed for retirement
and discretionary savings, so no allowance was
made for any differential in fees. p
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Cash in by
committing
to your
new year’s
resolutions
Exercising more, losing weight, eating healthier and
quitting smoking are some of the most common New
Year’s resolutions that people make. However, if you –
like most resolution makers – have struggled to stick to
these past the second week of January, you might need
an additional incentive – money.
This is according to Tasnim Alli, Client Insights Leader
and Anthropologist at Metropolitan, who says: “Saving
money is another resolution that tops the list time and
time again, but what if this could be achieved simply by
sticking to your other resolutions?”
She elaborates on this below:
“Cutting down on takeaways and stopping smoking
can immediately start paying off. Although it might
not be easy in the beginning, putting the money that
you normally would have spent on these indulgences
into a savings plan can help you to achieve your
financial life goals, be it a new car, holiday away or
even just funds for a rainy day.
While reducing the amount of fast food you eat
is a great way to save money and start losing
weight, eating healthier is important too. There is a
common misconception that healthy food is much
more expensive than junk food, but healthy eating
doesn’t have to be expensive. In fact, if you compare
the costs of fresh fruits and veggies with what you
usually spend on foods high in bad fats and calories
and low in nutrients, you’ll probably see that the
latter actually costs much more. For those wanting
some extra guidance on what to eat to lose weight,
try looking online for tips on healthy eating habits
and portion control.
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With a resolution like exercising more, many people
immediately think of joining a gym, making it no
wonder gyms offer enticing deals every January.
This is an unnecessary expense, particularly as
67% of people with a gym membership don’t use
it. Fortunately, running, hiking and other outdoor
activities are free and there are even a number of
outdoor gyms popping up around the country that
anyone can use.
Getting into better shape shouldn’t just apply to your
body, but to your finances too. Start by conducting
an audit of your personal finances. This entails going
through every bill, receipt or statement you can find
to see where your income is going and what your
spending habits are. The next step is identifying
patterns in your spending and determining which
ones you can eliminate such as squandering money
on eating out too often, splurging on payday or
putting too many expenses on your credit card. You
should also list your current monthly expenses and
sort them into categories like transportation costs,
food, entertainment, etc. This will allow you to see
which of these might be unnecessary and where this
money could possibly be better spent. For instance, if
you are paying for satellite TV when you mainly use a
streaming service, you might be better off cancelling
the former and putting that money towards your
retirement fund.
Once you have a clearer picture of your financial
shape, consider the goals you would like to achieve
and what you can do to get there. This will generally
require consolidating or reducing debt, cutting back
on certain expenses and developing a budget to help
you save”.
“Small changes add up in the long run. Imagine how
much money you could save by this time next year if you
just stick to your resolutions,” concludes Alli. p

Tasnim Alli
Client Insights Leader and Anthropologist
Metropolitan
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Including
direct shares
in your
retirement
annuity
Is it possible to structure your retirement annuity (RA)
in such a way that you can invest in direct shares? The
answer is yes, but unfortunately most people don’t know
this.
A Personal Share Portfolio (PSP) allows you to tailor your
own bespoke share portfolio as part of your retirement
investment strategy. Most RA platforms in South Africa
now offer the solution for a portfolio manager to choose
a selection of local and international shares, which, as a
direct share portfolio, can be included in your retirement
annuity investment and be actively managed. This
solution offers quite a few advantages.

Tax advantages
No capital gains tax or income tax is payable within a
retirement annuity, so you can have exposure to direct
shares within your RA, without the usual tax implications
attached to a separate direct equity portfolio (which does
not form part of your RA).

no performance fee charges. These fees will vary from
provider to provider, and you need to negotiate the
fees with your portfolio manager, so be sure to do some
homework before you commit. Also bear in mind that a
certain minimum portfolio size should be reached before
it becomes viable and suitably diversified.

Estate planning
RAs hold many advantages for estate planning, including
a potential 3.5% saving in executor’s fees. One of the main
advantages of an RA that is also invested in direct shares
is probably the fact that you have more control over your
investment composition. The reason for this is that any
RA is subject to Regulation 28 of the Pension Funds Act.
According to Regulation 28, there are certain restrictions
in terms of the weights you are allowed to allocate to
different asset classes within an RA.
Based on historical data, it is a well-known fact that
shares held within an RA certainly offer the best long
term growth potential. For a young investor looking to
invest directly in shares, the problem is twofold. Firstly,
Regulation 28 restricts the investment in direct shares
(both locally and offshore) within an RA to 75%.
Another problem is that if you choose to invest in equitybased unit trust funds, you should know that very few of
these funds can actually invest 100% of the fund in direct
shares, simply because of cost recovery and the fact that
it has to have the capacity for withdrawals to be made.
By including an extra layer of unit trusts in your RA,
the possibility of you reaching that 75% is unlikely. By
investing directly in shares, however, you have more
control, which means that you can reach your 75% target.
The good news is that this option is now available to most
investors, which can definitely give your RA a huge boost
in terms of performance. p

Personal attention
Unlike most asset management companies, many
stockbroking companies offer you direct access to
portfolio managers.

Cost-effectiveness
The current average total expense ratio for general equity
unit trusts amounts to 1.56% per year with additional
performance fees attached to many of these funds. In
most cases, personal share portfolio management fees
start from 1.15% (incl. VAT), which can be reduced on a
sliding scale based on the value of your portfolio, with
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What are
the TOP
THREE
targeted industries
for CYBERCRIME?
Cybercrime is on the rise and virtually every industry is being affected in some
way. However, some industries appear to be more susceptible than others. Let’s
take a look at the industries believed to be the most attractive to cybercriminals,
why, and what they can do to prevent a breach.
1. Insurance industry
Insurance companies typically generate high volumes
of data from their many customers. Legislation requires
that insurers retain their data on existing and old
customers, so these organisations are required to retain
and secure old data for an extended period of time.
However, as technology has progressed, many insurers
have moved or are moving away from legacy systems,
replacing them with more current, digital systems.

In addition, cybercriminals can access identity information, addresses, property and car information and
even customer financial data, using this information to
commit identity theft, fraud and blackmail.
Insurers need to be aware of what data they have and
where it sits, whether it’s on current or legacy systems.
Insurers need to build a solid and mature security and
risk management program around this information to
prevent breaches as best as possible.

The challenge is that more than often, insurers can’t
migrate old data from a legacy system and as such, the
data is kept in these older systems in the event it may
be needed again. However, maintaining both legacy
systems and new systems doesn’t make financial sense
as it is a costly exercise. Insurers typically do this anyway
as keeping the data – old and new – is a compliance
requirement. Unfortunately, legacy systems aren’t
always able to keep data properly secure, either due to
the costs or due to system support becoming end of life.
These old systems become a prime target for cybercriminals as they contain a wealth of personal and
financial information for cybercriminals to use. Due
to the lack of continued maintenance on them, they
are easier to infiltrate. The data isn’t going anywhere
anytime soon and often lies (relatively) unprotected.
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Regulatory compliance can help insurers gain a
view of their data and where is it located within the
organisation, enabling them to build a strategy that
ensures data is protected no matter where it resides.

customer credit card information is retained and, if
there is no other recourse, organisations within the
industry should ensure they offer the right protection
and authentication to safeguard their customers.

2. The travel industry

3. Government

Most individuals have heard stories of fraudulent
transactions where flights are purchased using
stolen credit card details. The fact is that online
payments within the travel industry are very easy for
cybercriminals to manipulate due the minimal level
of detail required and the security checks for secure
transactions aren’t always in place.

There is not enough information to ascertain what
level of protection government institutions have in
place to protect citizen data. However, the number
of paper-based processes seen in public facing
departments gives an indication of the level of
digitalisation – and the outlook isn’t encouraging.

Similarly, it’s still common practice for hotels to
request a guest’s credit card details at the time of
booking or checking in, in order to process payment
at check out. Although convenient, this poses a risk as
hotel groups often store a number of credit card details
– including CVV numbers – at any given time.
The travel industry is slowly digitalising, however,
it is a lengthy process. Recently, a major air carrier
experienced a system failure that required the
processing of travellers’ details manually. Beyond
the risks associated with manual transacting,
cybercriminals were able to access the carrier’s
systems and take advantage of their dependence on
technology to infiltrate the system and steal a vast
amount of data. Cybercriminals are clearly taking
advantage of the gaps between old systems and full
digitalisation.
Nevertheless, there are many industry standards and
payment regulations that are being imposed on the
travel industry to curb data theft. However, as with the
insurance industry, there are massive amounts of data
that travel agents, airlines and even the hospitality
industry retain possession of – both current and old.
Compliance with these standards and regulations
can help the travel industry to identify chinks in their
data systems armour and ensure they cover them
adequately. Compliance is, after all, about meeting at
least the minimum requirements to secure and protect
data.
Businesses operating in this industry should ensure
that systems are reviewed and updated regularly,
retaining old data only as long as necessary and
protecting it while the data is in the businesses’
possession. Importantly, travel agents and hotels
should modernise their systems, adding layers of
protection to secure customers information.
The travel industry should also avoid instances where
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Government departments hold large amounts of
incredibly sensitive data. Beyond personal information,
some of these departments also have access to military
information, state-owned enterprise data, and highly
confidential records of valuable resources, utilities
distribution and town planning. Cybercriminals,
especially of the cyberterrorist variety, are desperate
to access this information.
Most government organisations are also exempt
from regulations such as the Protection of Personal
Information (PoPI) Act, meaning that there is no way
for citizens to verify that their data is protected, nor
do these organisations need to disclose any data
breaches. Digitalisation of infrastructure and systems
is crucial in order to keep a firm finger on the pulse of
the entity’s data.

The upshot?
Prevention is better than cure. Regardless of the
industry, organisations need to do everything within
their power to protect theirown information, and that
of their customers. Regulations can assist in achieving
this by enforcing certain measures that organisations
have to have in place to achieve at the very least,
minimum security measures.
Additionally, organisations should also have solid
security, data and risk management strategies in
place and are encouraged to liaise with compliance
specialists to help identify where their weak points are
and how to mitigate them.
It’s also vital to have a combination of the right processes, systems and programs in place, incorporating
s e c u r i t y aw a r e n e s s , p a t c h a n d v u l n e ra b i l i t y
management, end point protection and data
management. These can be tailored to meet the
individual demands of each industry, providing a
mature platform to prevent cybercrime proactively, as
well as a strategy to react to a breach in the event that
one happens. p
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Legal
Update
We are still newly into breaking our New Year’s
resolutions and yet it has already been a busy quarter
of legal developments. In fact, some people in the
industry have said that they are battling to keep up
with simply reading all the new legislation and
regulatory changes (draft and final) never mind the
necessary implementation. We have laid out some of the
developments below.

The Conduct of Financial Institutions
Bill (“COFI”)
In addition to the draft Bill itself, Treasury issued a
number of documents related to COFI in December
2018. This is a giant of a piece of legislation that will lead
to changes in the way financial institutions do business
and relate to the regulator.

comply. COFI includes market conduct principles as well
as practicalities, such as licensing.

Lots of implementation required
Having spent my working life understanding and
implementing legislation, I am well aware that financial
institutions have unlimited appetites to spend large
budgets on regulatory compliance as well as knowledgeable people just waiting around to hungrily spend
all their waking hours implementing compliance with
regulation. They just, quite frankly, have nothing more to
which to apply their time, money and people. NOT!

COFI is financial institution facing legislation, about
market conduct
While the Financial Sector Regulation Act (“FSRA”) is
regulator facing in that it sets up the new regulators
and adds (significantly if I may add) to their powers,
COFI is entity facing. The FSRA is already an Act, COFI
is still a draft Bill. COFI is intended to ensure financial
institutions conduct themselves as they should in
the best interests of customers. So COFI deals with
the market conduct of financial institutions and the
principles with which financial institutions should
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Principles based legislation is difficult!
In my view, financial institutions have yet to properly
wrap their minds around the fact that, going forward,
COFI will require that they will be regulated mainly on
principles (although there will be rules and standards
as well). It is much easier to be a regulated financial
institution and have to comply with rules (thou shalt
do this and that – set out in legislation and standards)
as opposed to principles. The Financial Sector Conduct
Authority (“FSCA”) will be able use its extensive
enforcement powers where financial institutions fail to
meet principles and outcomes (many of which are set
out in COFI).
We should understand that a financial institution may
follow all the standards/guidance notices/etc related
to a particular principle and still fail to meet the
principle itself. Take, as an example, the COFI principle
that includes managing complaints, that is, to promote
the fair treatment of financial customers by financial
institutions after a contract relating to a financial
product/instrument/service has been entered into.

March 2019 Pensions World

2020

9
201

17
20

Thus, it is vitally important that financial institutions
start to get to grips with COFI now. The longer you leave
it, the more money and people will need to be thrown
at it. COFI cannot be ignored. The good news is that
for those financial institutions that truly took Treating
Customers Fairly seriously – you already have a step up.
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This includes not unreasonably preventing customers
from making a complaint. COFI goes on to provide
for a number of requirements related to complaints
management such as processes, systems, dispute
resolution mechanisms, amongst others. But here is the
point I am making, a financial institution can put all the
processes, systems and other requirements in place,
but if it still does not meet the principle – it fails – and
that can lead to enforcement action by the FSCA. By
way of continuing our example, if a financial institution
regularly receives complaints from customers about not
being able to easily complain or that their complaints
are ignored – all the processes and systems in the world
are not going to save the financial institution – as it has
probably not met the principle and outcome related to
complaints management. Onerous, but true…
The above is just the tip of the iceberg that is COFI.

Guidance Notice 8 of 2018 from the
Financial Sector Conduct Authority
This Notice provides guidance on the default regulations
and was issued by the FSCA on 12 December 2018.
It contains the clarifications set out below, amongst
others, as regards the implementation of the default
regulations.
The FSCA has stated in Guidance Notice 8 of 2018
that it will be examining funds’ compliance from
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1 March 2019 (which requires evidence to be kept of
compliance). There are no phasing-in provisions.

portfolios must happen, after communication to
members, before 1 March 2019.

Funds may apply for exemption from the provisions
of the default regulations. The exemption application
format is attached to the Notice and must be submitted
online.

• More detailed communication requirements are set
out.

Retirement benefits counselling

• The FSCA has issued a draft Conduct Standard
concerning smooth bonus policies in default
investment portfolios.

As we know, withdrawing members and members
coming up to retirement are required to be provided
with retirement benefits counselling. The Notice sets out
additional clarifications in relation to counselling, such as
more detail on what must be disclosed, as well as that:

Regulation 38 – default preservation
and portability

• retirement benefits counselling may be provided in
person or in a written format;

• Administration fees for paid-up members should, in
the normal course, be less than the administration
fees for in-service members.

• funds must retain a record of the retirement benefits
counselling provided to each paid-up member;
• persons providing retirement benefits counselling do
not have to be registered Financial Service Providers
or financial advisors under the Financial Advisory
and Intermediary Service Act (FAIS);

• The FSCA has set out the format of the paid-up
membership certificates.

• An initial once-off fee may not be levied because a
member becomes paid-up.
• The board of a fund is required to administer paidup benefits in such a way as to avoid the paid-up
benefits being eroded over time by fund expenses.

• the Board must be satisfied that the person doing the
counselling is suitably qualified and experienced and
is able to manage conflicts of interest;

• A member may elect at any time to transfer-in a paidup benefit to the fund to which they belong. The fund
may not charge a fee for this.

• retirement benefits counselling does not include
financial advice;

• The FSCA has clarified that eligibility for death
benefits, retirement and early-retirement benefits
for paid-up members must be set out in the rules.

• for members coming up to retirement, retirement
benefits counselling should be provided between
three and six months before normal retirement
date.

• Death benefits paid to paid-up members will be
subject to section 37C of the Pension Funds Act.

Regulation 37 – default investment
portfolios

• Due to an exemption from the FSCA, funds with
a defined benefit category can decide whether
they want to convert paid-up benefits to a defined
contribution component or not when a member
becomes paid-up.

• The participating employer of a fund may choose
the default investment portfolio(s) that will apply
to that participating employer’s members. However
the choice of default investment portfolios on
offer, and that may be chosen from, remains with
the board. Although the employer may choose,
the board must ensure the employer’s selection
is appropriate for the members related to that
participating employer.
• If there is only one investment portfolio in the fund,
then this becomes the default investment portfolio
and it must comply with the regulation.
• Transfers of members from old non-compliant default
investment portfolios to compliant default investment
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Regulation 39 – Fund Annuity Strategy
• Provident funds and preservation provident funds are
not required to have an annuity strategy unless the
rules of the fund enable a member to elect an annuity.
• The living annuity investment choice (in an annuity
strategy) must be limited to a maximum of four
investment portfolios.
• The FSCA has issued a draft Conduct Standard
which sets out drawdown rates, the measuring of
sustainability of income and deals with other
issues related to living annuities in default annuity
strategies. p
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of change
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the intricacies of South African tax law.
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solution your most challenging tax questions.
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www.icts.co.za

Look beyond
the here & now
When you’re planning ahead, you need
the complete picture to make sound
financial decisions.

LexisNexis.co.za/fs-pw

EMPLOYEE BENEFIT ADMINISTRATION

“Integrity, Credibility, Passion”
Experienced, wholly independent
consulting and actuarial services as part
of quality fund administration.
Tel: (011) 643 4520
Fax: (011) 643 4535
2 Hermitage Terrace, Richmond 2092
PO Box 3041, Houghton, South Africa, 2041
Email: home@robsav.com
Website: www.robsav.com

EMPLOYEE BENEFIT CONSULTING

“Integrity, Credibility, Passion”
Experienced, wholly independent
consulting and actuarial services as part
of quality fund administration.
Tel: (011) 643 4520
Fax: (011) 643 4535
2 Hermitage Terrace, Richmond 2092
PO Box 3041, Houghton, South Africa, 2041
Email: home@robsav.com
Website: www.robsav.com
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Sanlam Trust
Beneficiary Fund
At Sanlam our reputation is built on a devoted, vigilant and
caring approach. We look at the world of beneficiary support
differently. We assess each beneficiary’s unique needs and
ensure that we build and preserve their income to maintain
an appropriate lifestyle.

“Integrity, Credibility, Passion”
Experienced, wholly independent
consulting and actuarial services as part
of quality fund administration.

Our Beneficiary Fund offers:
Unique life stage investment strategy
Personalised support team for each beneficiary
Low fees
Free Dial-A-Teacher homework and project support in
language of choice
Food and clothing discounts at leading retailers

Tel: (011) 643 4520
Fax: (011) 643 4535

With high PO and guardian satisfaction levels, our credential
as market-leading wealth protectors are well-founded.

2 Hermitage Terrace, Richmond 2092
PO Box 3041, Houghton, South Africa, 2041

Contact
Thembi Xongo on T +27 11 778 6478 or C +27 82 082 7144
E thembi.xongo@sanlam.co.za
Madi Carstens on T +27 21 947 4238 or C +27 71 689 1860
E madi.carstens@sanlam.co.za
Sanlam Trust is a Licensed Financial Services Provider (FSP 21489)
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D
I
R
E
C
T
O
R
Y

FINANCIAL PLANNING

Email: home@robsav.com
Website: www.robsav.com

This space could
be yours.

Look beyond the
here & now
LexisNexis.co.za/fs-pw

To advertise in
Pensions World
SA please contact:
Michelle Baker
Advertising & Custom Branding Sales

Tel: (031) 764 6725
Cell: (073) 137 1231
Fax: (086) 620 6768
michelle.baker@mediamarx.co.za
www.mediamarx.co.za

Look beyond
the here & now
When you’re planning ahead, you need
the complete picture to make sound
financial decisions.

LexisNexis.co.za/fs-pw

INVESTMENT CONSULTING

SOFTWARE & SYSTEMS

Ÿ

INDEPENDENT ACTUARIES AND
CONSULTANTS
Do you need independent actuarial & investment advisory
services that is understandable and provided by a skilled,
professional & experienced team?
To find out more about the impartial, customised actuarial &
investment advice that we can offer you, please contact us:
Asim Gani (MD)
Email: asim@iac.co.za
National number 0861 333 820
Website: www.iac.co.za

Cape Town
Tel: +27 21 422 4373
Gauteng
Tel: +27 11 656 4170

Ÿ
Ÿ
Ÿ

Informa on portal for the re rement industry
Electronic boardpack technology
News, surveys, research and calculators
Company and professionals directory

TEL:
FAX:
ADDRESS:

EMAIL:
WEBSITE:

+2711 656 1160/087 702 3800
+2711 656 1165
Block D, Country Club Estate Office Park
21 Woodlands Drive
Woodmead, Sandton, 2080
britsc@ebnet.co.za
www.ebnet.co.za

TRACING SERVICE PROVIDERS

It’s been a
year of change
LexisNexis.co.za/tax-pw

TRACING SERVICES

Se ng us apart in the industry:
Ÿ Various levels of tracing
Ÿ Document collec on services
Ÿ Inves ga ve tracing services

TEL:
FAX:
ADDRESS:

EMAIL:
WEBSITE:

It’s been a
year of change
But you can always count on our trusted tax
annuals for completely up-to-date insights
into the intricacies of South African tax law.

LexisNexis.co.za/tax-pw

+2711 656 1160/087 702 3800
+2711 656 1165
Block D, Country Club Estate Office Park
21 Woodlands Drive
Woodmead, Sandton, 2080
weild@icts.co.za
www.ictstracing.co.za
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Look
beyond
the here
and now
LexisNexis.co.za/ffp

When you’re planning ahead,
you need the complete picture to
make sound financial decisions.

Look
beyond
the here
and now
LexisNexis.co.za/safph-pw
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When you’re planning ahead,
you need the complete picture to
make sound financial decisions.

Helping over a million members
retire more comfortably
TM

Through research and analysis of our Member Watch data
we empower our clients to secure the financial well-being of
their employees.

The numbers speak for themselves and now you can harness the
power of this data.

If you don’t yet have your fund with us, contact us today.
www.alexanderforbes.co.za

Alexander Forbes Financial Services (Pty) Ltd is a licensed financial
services provider (FSP 1177 and registration number 1969/018487/07).

AF17079

Member Watch uses data from all the retirement funds we
administer, making it the most extensive membership and
employer data sample of retirement fund surveys in South Africa.

