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As we approach the end of the year, I ﬁnd myself reﬂec ng over 2021.
When I think about our industry and the issues we are all grappling with, it's remarkable to me how far we have come in a short
period of me. Whilst re rement savings may be a long term endeavour, it seems that change is coming at us quicker and
quicker. We're all accustomed to dealing with ongoing regulatory changes, but the recent changes that have been implemented
as well as those placed on the table for delibera on are fundamental changes to our industry, and the way we do business.
As I contemplate the year, I am struck by the ability of the role players in our industry to rise to these challenges, collaborate as a
whole and innovate solu ons that keep us relevant, even in a global context. We are at the forefront of dealing with many of the
issues of the day around the world. It's both challenging, daun ng and exci ng all at the same me.
Globally, ongoing sustainability of the way we do things is ques oned daily. Our ﬁnancial systems, our poli cal systems, our
systems of produc on are all examined and then re-examined for eﬀec veness. As the Coronavirus conversa ons fade to
beyond page 2 of the newspaper, climate change and sustainability are the main headlines. The reality is we need to change.
Personal reﬂec on is also a persistent annual end of year habit of mine. Whilst 2021 has been a challenging year on many
personal fronts, it has also presented many opportuni es and moments of joy. I think the Covid-19 pandemic has reminded us
all to recognise the good things, to take special note of the moments that make us smile and to take opportuni es when they
present themselves.
All in all, 2021 has been diﬃcult. My thoughts keep rever ng to an indisputable conclusion that the past ways of doing things
are quickly becoming irrelevant. As an industry collec ve and as an individual, we need to think diﬀerently, challenge our past
beliefs, and crea vely innovate and reinvent our ways of doing things.
I trust you ﬁnd this issue thought provoking, we wish all our readers a happy fes ve season, keep safe and see you in the new
year.

Please note that this publica on has been approved by the FPI for CPD purposes.
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David Weil, CEO ICTS Group of Companies

Natasha Huggett-Henchie, a member
of the Retirement Matters Committee,
Actuarial Society of South Africa

Actuarial modelling by the Re rement Ma ers Commi ee of the Actuarial Society of South Africa (ASSA)
suggests that Na onal Treasury's “two-bucket” proposal is likely to result in signiﬁcantly higher monthly
re rement income for pensioners by allowing future re rement savings to beneﬁt from the power of
compounding.
Actuary Natasha Hugge -Henchie, a member of the Re rement Ma ers Commi ee and Principal Consul ng Actuary from NMG
Consultants and Actuaries, says a recent analysis of fund administrator data shows that more than 80% of re rement fund
members cash in their re rement beneﬁts when changing jobs rather than preserving their savings. While all re rement funds are
compelled to encourage preserva on in terms of the re rement funds default regula ons introduced by Na onal Treasury in 2016,
members are s ll allowed to take their full beneﬁt in cash.
According to Hugge -Henchie, the majority of people take their beneﬁts when changing jobs despite the puni ve tax levied on the
withdrawal of re rement beneﬁts. To make ma ers worse, cashing in re rement beneﬁts also reduces the tax free lump sum
normally available at re rement. “In other words, members are making bad choices by priori sing their short term needs and
wants, sacriﬁcing future investment growth on their beneﬁts and risking double taxa on resul ng in lower pensions at re rement.”
Na onal Treasury is therefore proposing to introduce a new system, referred to as the “two-bucket system” to allow re rement
fund members to access a por on of their re rement beneﬁts for emergencies such as the Covid-19 pandemic.
However, says Hugge -Henchie, the access comes with the condi on that the other por on of the re rement beneﬁt cannot be
accessed before re rement (the earliest age is 55). This results in the so-called “two bucket system” where one bucket is accessible
and the other is preserved for future re rement beneﬁts.
Hugge -Henchie says a well-designed, actuarially sound two bucket system will therefore solve two problems for re rement fund
members, in that: they will have access to emergency funding when needed and their savings will beneﬁt from compound growth
leaving them with a substan ally bigger nest egg on re rement.
According to Hugge -Henchie it is the compounding eﬀect over me that accelerates the growth of your re rement savings. For
this reason, she adds, Albert Einstein famously referred to compound interest as the most powerful force in the universe, while
Warren Buﬀe a ributes his wealth to “a combina on of living in America, some lucky genes, and compound interest”.
Compounding is enabled when the returns earned on your re rement savings together with any capital growth is le to a ract
further gains. The eﬀect of earning income on income and further growth on capital gains is referred to as compounding.
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Compounding is enabled when the returns earned on your
re rement savings together with any capital growth is le to
a ract further gains. The eﬀect of earning income on income
and further growth on capital gains is referred to as
compounding.
To illustrate this, the members of the Re rement Ma ers
Commi ee modelled the following scenarios:

pension of R10 400 per month (or the same R6 400 if they
take a lump sum), rela ve to the salary of R20 000.”
She adds that for this reason, all re rement fund members
should be provided with meaningful informa on about the
impact of accessing their emergency bucket on their long
term re rement aspira ons.

Rules regarding access
Scenario 1: A re rement fund member who joined a fund at
age 20 changes jobs every seven years and withdraws (and
spends) the full beneﬁt every me. However, once the
member reaches age 50 they will focus on saving for their
re rement and start preserving their beneﬁts un l age 65.
Scenario 2: The “two bucket” system has been implemented
and the member, who joined a re rement fund at age 20, has
access to one third of their beneﬁt in the access pot. The
member withdraws the full available amount in the access
pot every ﬁve years un l they reach age 65.
The results – Scenario 1: The member in the ﬁrst scenario is
likely to re re with a net replacement ra o (NRR) – the ra o
of the member's pension expressed as a percentage of their
pre-re rement salary – of around 15%, which means that
they will have to learn to survive with a monthly pension
equal to 15% of what they earned in the year before they
re red. Hugge -Henchie points out that if this member
further reduced their re rement beneﬁt by taking another
cash por on at re rement, their NRR drops to 10%.
Therefore, someone who was earning R20 000 a month
before re rement would now have to survive on R3 000 a
month, reducing to R2 000 if they take a lump sum at
re rement.
The results – Scenario 2: By contrast, the member in the
second scenario will re re with a NRR of 36% on their full
beneﬁt, or 32% if the cash por on is accessed. In other
words, their monthly income is more than three mes higher
than if they had been allowed to follow the path of the
person in the ﬁrst scenario. Hugge -Henchie explains that
despite withdrawing their full one third over their working
years up to re rement, the remaining savings were able to
beneﬁt from compounding. Staying with the example of
someone who was earning R20 000 a month before
re rement, this person would have access to a monthly
pension of R7 200, reducing to R6 400 if they take a lump
sum.
Hugge -Henchie stresses that by far the best outcome at
re rement is achieved by re rement fund members who
never access their re rement savings, thereby enabling the
power of compounding to deliver the best possible outcome.
“Someone who doesn't access their beneﬁts ever could end
up with an NRR of almost 52% if they don't take cash at
re rement, or 32% if they do. The rand equivalents are a
pg08
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While Na onal Treasury is s ll working out the details of how
the “two-bucket” system will work, the Re rement Ma ers
Commi ee has made a number of recommenda ons for
considera on based on its modelling work, especially
regarding the rules and restric ons regula ng the
accessibility of the emergency por on.
Hugge -Henchie says the commi ee feels strongly that there
should be absolutely no need based rules as this is open to
abuse and very onerous and costly to administer. “Our
modelling indicates that forcing the compulsory two thirds
preserva on actually improves outcomes at re rement, and
members are going to ﬁnd a way to borrow against or spend
their one third anyway. Access to the one third should
therefore be available to all re rement fund members
regardless of need.”
She further points out that the actuarial modelling indicates
that the frequency of withdrawal from the access pot does
not aﬀect the ul mate net replacement ra o at re rement.
“If you withdraw more frequently you just get a smaller cash
amount each me as it doesn't have me to build up, but the
preserva on part remains unchanged.”
She adds that there will, however, be an administra ve
burden to pay the cash amount and therefore some
restric ons would be needed to reduce frequency. “Here we
would suggest that the regulators allow annual withdrawals,
with a free once oﬀ withdrawal, and a free withdrawal every
ﬁve years. Addi onal withdrawals should be subject to an
administra on fee deducted from the beneﬁt.”
Hugge -Henchie also recommends pu ng in place a rand
limit on the withdrawal amount at any point in me to avoid
abuse by high income earners.
She concludes that the biggest concern for re rement funds
is the poten al for a proverbial “run on the bank” if all
re rement fund members are allowed to withdraw their
emergency funds immediately a er the legisla on is
promulgated. To avoid this there some ini al controls and
safeguards will have to be put in place, says Hugge -Henchie.

EMPLOYEE BENEFITS

Assessing SA's pension reforms
against global trends

Louis Theron, Head of Investment and
Annuity Products, Liberty Corporate

Not saving enough for re rement is a worldwide problem. Countries around the world have introduced
substan al changes to their pension fund systems in eﬀorts to address low re rement savings rates. At the
same me, the global COVID-19 pandemic has created a need for short term relief from economic hardship
through dipping into long term savings, and some social security systems are projec ng deﬁcits to occur
sooner than pre-COVID-19 es mates.
In 2021, several interven ons were implemented globally. Some of the highlights include:
• The US proposed changes to the way employers contribute to re rement plans for employees with student loans. It also wants
to increase “catch-up contribu on” legisla on limits. (1)
• The UK is gradually increasing its state pension age. The aim is for the state pension age to rise to 68 between 2037 and 2039. (3)
• Norway proposed plans to expand mandatory occupa onal pension coverage to more private sector workers. (2)
• Malaysia introduced an early withdrawal op on under its provident fund programme. (2)
• Australia increased the minimum employer contribu on rate under its mandatory occupa onal pension programme. (2)
These changes acknowledge that people are not saving enough for re rement, and SA's own pension fund system is not exempt
from global trends and the challenge of low re rement savings rates. Analysis we conducted into the behaviour of re rement fund
members under our administra on, showed that only 6% of members preserve their re rement savings when leaving employers.
Like its global counterparts, SA has set out to reform the re rement savings landscape with the Default Regula ons in 2019 and,
more recently, the “T-day” legisla on to align the tax and beneﬁt payment treatment of diﬀerent re rement saving vehicles, namely
pension and provident funds. More changes are coming down the line.
These changes can be summarised as:

Proposed changes to Regula on 28
Regula on 28 of the Pension Funds Act determines the type and limits of the diﬀerent asset classes in which a re rement fund can
invest. This regula on has been updated many mes over the past decade with the aim of improving re rement outcomes for
re ring members.
To further protect members' re rement interests and exposure to complex investment risk, discussions are taking place to reﬁne the
use of hedge funds, securi es lending and deriva ves as part of a re rement fund's inves ble universe.
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To remain relevant to global developments, consulta on papers have been published. These include the use of crypto currencies in a
re rement fund's investment strategy. Then there is the highly debated proposal on expanding limits for the infrastructure asset
class which will use re rement funding as a poten al source to promote infrastructure investment in SA.

Beneﬁt projec on dra conduct standard
At present there is no standard to ensure consistency on how re rement beneﬁt projec ons are communicated to re rement fund
members, resul ng in concerns regarding members' understanding of these projec ons. The proposed conduct standard aims to
educate members to have realis c future expecta ons of their re rement savings.
This is done through detailing when beneﬁt projec ons should be provided, what disclaimers to include, quan fying the projected
lump sum and es mated re rement pensions, explaining the relevant risks and assump ons and outlining the possible varia on in
the projec ons using diﬀerent scenarios.
Consider someone aged 30 with accumulated re rement savings of R1 million and monthly contribu ons of R5 000 towards their
re rement. Referring to Figure 1, most beneﬁt projec ons only show a single “best es mate” outcome (R11,7m in this example)
based on the most realis c set of assump ons.
But the underlying set of assump ons can turn out worse
(or more conserva ve) or be er (or more op mis c) than
expected. Under these “addi onal scenarios”, we expect
the member's projec ons to decrease to R7,0m or
increase to R19,9m respec vely. This example highlights
the need for members to con nuously monitor their
re rement savings levels to ensure that their
expecta ons are be er managed leading up to their
re rement.

Total Projected Savings at Re rement
R25 000 000

R20 000 000

R15 000 000

R10 000 000

Default living annuity draw-down
standard

R5 000 000

During the past 15 years, our experience shows that
R
Conserva ve
Best-es mate
Op mis c
almost 90% of re rement fund members annui sed their
savings at re rement and purchased a living annuity. This
implies that most pensioners run the risk of their chosen draw-down being unsustainably high, causing them to deplete their savings
too soon and receive no income in the later years of their re rement.
To mi gate this risk, the Financial Sector Conduct Authority is expected to publish a standard detailing the maximum allowable living
annuity draw-down rates for re rement funds with a default living annuity op on under Regula on 39 of the Pension Funds Act.
This standard will guide a trustee board on how to derive and con nuously monitor conserva ve and sustainable recommended
living annuity draw-down rates for their fund's membership.
The promulga on of most of the content of the above pending conduct standards is expected later in 2021. These changes must be
viewed with other proposed social and re rement reform ini a ves, such as changes in minimum social grants and early withdrawal
of re rement savings, to form a holis c view as to how SA intends to address its challenges. The trade-oﬀs between the need for
short term ﬁnancial relief and support versus a sustainable re rement income will remain a complex balancing act.

Sources:
1. h p://www.cnbc.com/2021/06/09/congress-wants-to-make-more-changes-to-the-us-re rement-system.html
2. h p://www.ssa.gov/policy/docs/progdesc/intl_update/2021-07/2021-07.pdf
3. h p://www.expa ca.com/uk/ﬁnance/re rement/uk-pension-system-927440/
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The 40th edi on of Sanlam's Benchmark research recently revealed that since default regula ons
came into eﬀect, a concerning 57% of standalone funds say they've seen no improvement in member
preserva on. Default regula ons need to be carefully implemented together with eﬀec ve beneﬁt
counselling to really move the needle in terms of member outcomes.
Beneﬁts counselling is the glue that holds everything else together and gives members the best chance of making op mal
decisions for the future. Covid-19 has had a catastrophic impact on many peoples' lives. Right now, people need robust
guidance on ways to weather the storm.
Company liquida ons and retrenchments are running rife, with levels of unemployment at all- me highs. We've seen many
people cancel or cut down on re rement contribu ons. It's also completely understandable why some members would not
be able to preserve their re rement savings right now, as more pressing ﬁnancial needs – like pu ng food on the table –
prevail. But we need to encourage those who can preserve to do so. That means implemen ng the default regula ons
according to the spirit of the inten on behind them. Not as a mere ck-box exercise but as an interven on to change lives.

What are default regula ons?
Going back to basics, the default regula ons that came into eﬀect in 2019 are mainly linked to:
•

A default por olio: All re rement funds must have a default por olio to house members' savings should members not
specify a diﬀerent choice. The trustees of the fund decide on this por olio as the most suitable choice for most members.

•

A trustee-endorsed annui sa on strategy: Trustees of a fund recommend an annuity strategy as the one suitable for
most of the fund's members. Members can then choose whether they want to opt into this strategy upon re rement. It's
not a default op on.

•

Default preserva on: When changing jobs, a member's savings will automa cally be kept in a default preserva on
por olio unless they elect otherwise. This ensures these savings do not form part of unclaimed beneﬁts and that
members receive annual beneﬁt statements to conﬁrm the value of their investment. This is cri cal in improving
outcomes, given that most members take their re rement savings in cash when changing jobs, which has a disastrous
eﬀect on their long term ﬁnancial plan.
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Each me members withdraw their savings, they must start from zero, with a much shorter me to re rement. This means
less me to capitalise on compound interest and save suﬃciently.
It's important to emphasise to members there's no addi onal cost to preserving a beneﬁt in a previous fund or moving it to a
new employer's re rement fund.

Have they made a diﬀerence?
Yes, but not in isola on. Default investments, preserva on and trustee endorsed annui sa on strategies alone will not
improve outcomes. We've seen ﬁrst-hand that proac ve beneﬁts counselling – in addi on to the default regula ons – is what
makes the diﬀerence. Our internal data shows that there's a lower propor on of members taking cash when counselled,
compared to those who don't receive counselling.
Timeous calls to members who are about to leave a job can guide a person to preserve their beneﬁt. The key is to deliver
relatable, accessible informa on at the right moment to empower people to make the best decisions for themselves and their
families.
Currently, our Benchmark research shows just 25% to 35% of funds provide advice when members are switching investments or
undergoing major life events. We believe there's a signiﬁcant opportunity to ramp this up to be er address members' needs.
It's also about reassuring members and helping them to stay the course when mes are tough. Covid-19 resulted in a short
term drop in investment values; markets fell close to 30% in April 2020. As a result, many members felt compelled to switch
their investments into more conserva ve por olios rather than remaining invested. We mobilised our beneﬁt counsellors to
contact these members and inform them of the risks of switching to conserva ve por olios and 'locking in losses'. Many of
these members reversed their decisions – a year later, their investments have not just recovered from the short term loss but
have grown.
Re rement saving is a long term process, and the ﬁrst rule is to stay invested. Again, this is where ge ng on the phone with
members makes the diﬀerence. Going forward, it is important that fund providers and intermediaries work together to ensure
we're reaching out to members when it ma ers, to truly complement the default regula ons and give South Africans the best
chance of a ﬁnancially comfortable re rement.
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Myrna Sachs, Head of Health Management Solutions, Alexander Forbes

The Covid-19 pandemic has not only changed the way people work over
the past 18 months but it has also aﬀected their general and mental
health. South African corporates cannot aﬀord to ignore this if they wish
their business to thrive.

Increase in claims for mental health
Data from Alexander Forbes Health Management Solu ons (AFHMS) reveals that 60% of companies experienced an increase in
claims for incapacity and disability due to mental and behavioural medical condi ons. The pandemic has increased the number
of mental health issues experienced by employees at many large South African corporates. Employees are experiencing stress,
anxiety, depression, pos rauma c stress, domes c violence, loneliness or isola on. The current economic climate has also
played a role in the increase of mental illnesses.
Employees are experiencing more work related musculoskeletal condi ons. Those working from home may not have their
equipment suﬃciently set up during lockdown or the loca on they are working in is not conducive to a healthy environment. The
Occupa onal Health and Safety Act refers to how “employers must ensure they are familiar with basic ergonomics principle as
well as establish a training programme for all employees exposed to ergonomics risks”. With many companies looking into hybrid
working, employers should ensure that their employees understand the “ergonomic risks, with health and safety commi ee
members/representa ves and employees contribu ng to developing and implemen ng programmes in rela on to
ergonomics”.

Mi ga ng health risks with employee assistance programmes
Health risk managers are required to look at an organisa on and implement solu ons or processes to mi gate health risks and
diminish the nega ve impacts in the workplace.
An eﬀec ve and integrated programme can iden fy and mi gate certain health related issues in the workplace. It can provide
solu ons for employers for:
• absenteeism
• incapacity and disability management
• employee assistance programmes
• ergonomics and accessibility audits
• extended sick leave management
• policy reviews
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Prevalence of Long Covid
Some people have lingering a er eﬀects of Covid-19 that persist for more than six weeks. The World Health Organiza on calls this
“Long Covid” or “Post Covid Syndrome”.
While Long Covid is not common knowledge, more evidence is coming to light showcasing the long term eﬀects of Covid and the
implica ons on ac vi es of daily living. In November 2020, the Lancet medical journal already stated that one in ﬁve people who
had Covid-19 had persis ng symptoms for more than ﬁve weeks and one in ten had symptoms for longer than 12 weeks.
Over the past six months South African insurers have noted that sickness beneﬁts or income replacement beneﬁts had increased
year on year.
Fa gue and headaches are the most prevalent symptoms, along with brain fog, shortness of breath, insomnia, heart palpita ons
and more. These symptoms can linger three months or more a er Covid isola on, even up to 12 months. This may aﬀect overall
work performance, resul ng in extended medical incapacity, a disability claim or both.

Return-to-work process for employees
Companies need to take a holis c approach according to AFHMS experience with clients. The management of absenteeism and
incapacity needs to include all interven on service providers to support the employee through a graded return to work and work
accommoda on:
• occupa onal health prac oners (if relevant)
• health risk managers
• employee assistance programme providers
• the wellness team
Telephonic contact with the individual and ques onnaires are successful in understanding:
• the symptoms
• the impact it has on produc vity
• required accommoda ons in the workplace

Using Covid-19 sick leave data to make correct interven ons
If employees have taken more than 18 days leave for Covid-19, this could signal possible Long Covid risk.
Employees who are on the high risk register could show an aberrant sick leave pa ern that warrants closer management through
the appropriate channels. This should be a parallel process to the Long Covid incident and ques onnaire, and assist in
understanding the ongoing symptoms that the employee presents with.
Our experience with Long Covid cases has taught us that each case is unique due to the various symptoms that individuals
present with. For this reason, there is no one-size-ﬁts-all approach.
The pandemic has changed our focus in terms of the mental and physical well-being of our employees. Employers are therefore
looking to provide solu ons in order to mi gate health risks. Employers must take charge of looking a er their employees' health
more than ever before. In this way, they can create a dynamic work culture, promote produc vity, reduce absenteeism, provide a
sense of well-being and strive to be an “Employer of Choice”.
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Will lower service fees
provide a better
outcome for
fund members
at retirement?

Johan Gouws, Head of Advice, Sasn Wealth

Re rement funds are important vehicles for building a na on's savings pool
given their allowance for monthly contribu ons which grow over extended
periods of me through the power of compound growth. The South African
re rement funds industry has experienced some of its biggest challenges
over the past few years.
The Covid pandemic, lower interest rates and subdued market
returns have made it very diﬃcult to ﬁnd inﬂa on bea ng
investment returns. Slow economic growth, together with the
impact of the pandemic and recent social unrest, have put
pressure on fund membership growth and the ability of
members to preserve their re rement savings when changing
employers or being laid oﬀ.
The introduc on of further regulatory changes and compliance
measures as part of Na onal Treasury's re rement reform
added an addi onal layer of complexity to the challenge of
ensuring that members re re with suﬃcient capital. The
lingering threat of a policy on prescribed assets together with
the more recently issued green paper containing the proposal
on the introduc on of a Na onal Social Security Fund adds
further dynamics to the mix of uncertainty. How boards of
trustees, management commi ees and ﬁnancial service
providers respond to these challenges will be cri cal for the
future ﬁnancial wellbeing of re rement fund members and the
savings pool of South Africa.

The perfect storm
Ineﬀec ve government policies, structural deﬁciencies,
strained labour rela ons, low business and consumer
conﬁdence, the Covid pandemic and low levels of ﬁxed
investment have resulted in local economic growth of less than
1% per annum over the past 5 years. The pressure on
household ﬁnances has led to many re rement fund members
op ng not to preserve their re rement fund savings when
moving between jobs with emigra on adding further to the
ou low of industry assets. There has therefore been no
meaningful growth in the membership and assets of
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re rement funds in South Africa over the past few years. A
stagnant re rement fund industry, low investment returns,
increasingly demanding regulatory requirements and the need
to maintain or grow their proﬁts, created the perfect storm for
the local re rement funds industry from a ﬁduciary
responsibility and ﬁnancial service provider perspec ve. While
the South African economy is expected to recover reasonably
well in 2021, the South African Reserve Bank's latest outlook for
2022 and 2023 looks less promising as the deep structural
deﬁciencies and challenges in the local economy remain.

One stop solu on
One of the few ways for service providers to achieve their
business goals and ﬁnancial objec ves is to try and obtain a
bigger slice of the stagnant re rement fund industry pie. This
has resulted in the industry rapidly moving towards a more
ver cally integrated service model based on a one stop
investment service oﬀering. If structured correctly, the model
of an implemented one stop oﬀering approach should not be a
concern as it can s ll be delivered with the necessary level of
independence. It is, however, the way in which cri cal elements
of the value chain are being devalued in the interest of gaining a
compe ve advantage that should have the alarm bells ringing.
An increasing trend is one where re rement funds are being
approached with the proposi on of providing cri cal services
such as investment administra on and advisory services at low
or no fees. As if these very important and value adding service
elements are of a commodity based nature and do not require
the necessary ﬁnancial support to maintain and develop them.

Swimming naked
There are, however, various risks of a model based on cross
subsidisa on and a single minded focus by re rement funds
and service providers on lower fees being paid for the cri cal
services required by members. It fundamentally speaks to the
ability or inability of trustees or management commi ees to
properly perform their ﬁduciary du es and responsibili es
over the long term. Unsustainable business and funding
models as well as non-transparent fee structures could result in
re rement funds and their members being le severely
exposed from a regulatory, economic, governance, cybersecurity or investment perspec ve over me.
If investment administra on services are provided at no cost
one would be concerned about the future ability of the service
provider to not only maintain but also to enhance the
necessary human capital, system func onality, service levels
and security service elements a re rement fund requires.
Re rement fund administrators deal with the valuable
personal details of members which needs to be protected as
per the recently introduced POPI Act. Cyber-security risk has
become one of the top ranking concerns for the industry as per
the latest industry surveys amongst trustees and employee
beneﬁt consultants. The only eﬀec ve way to proac vely
manage this risk is to ensure that the necessary ﬁnancial
resources, insurance cover, human capital and technological
resources are available in order for administrators to perform
their func on. If administra on is viewed as an extra layer of
cost rather than a safe house of sensi ve member informa on,
a re rement fund can easily be exposed to the permanent loss
of members' capital.
Not charging for investment advice raises the same ques ons
about the ability of the investment advisory service provider to
a ract the best experience and skills as well as best of breed
advice tools and methodologies in order to maximise
investment returns for members up to and during re rement.
The re rement fund could possibly ﬁnd a saving on the service
fees of an investment advisor or asset consultant a rac ve in
the short term. However, this would ignore the risk of a less
eﬀec ve life stage and pre or post default investment strategy
being implemented by the fund. Due to a lack of the cri cal
thinking required to manage the various risks the strategy
could be found wan ng during mes of market stress. A
dysfunc onal and non performing investment strategy can
easily override the annual fee savings on the investment advice
element over me. The compounding eﬀect of just a 0.5% per
annum sacriﬁce in investment returns could make a material
diﬀerence in the end result for members over a period of 20 to
30 years and into re rement.

Increased transparency
The re rement funds industry s ll has much work to do in
becoming more transparent in terms of the various service fees
being charged and who the real beneﬁciaries are. The ASISA
Re rement Savings Cost Disclosure Standard (RSC) that came

into eﬀect from 1 March 2019 should assist the par cipa ng
employers of umbrella re rement funds to get a be er
understanding of what their members are paying for when it
comes to each service being provided. Cost components to be
disclosed as per the RSC industry standard include investment
management charges, advice charges, administra on charges
and all other charges such as regulatory, compliance and
governance fees.

Belts and braces
The King IV Code of governance principles as it relates to
re rement funds speak to speciﬁc principles when it comes to
the ﬁduciary du es of boards of trustees and management
commi ees. This includes the responsibility to ensure that the
fund has access to the necessary skills and exper se to ensure
that the objec ves of the re rement fund and its members are
met in a sustainable manner. This would include staying
informed about regulatory changes, iden fying poten al
opera onal and investment risks, responsible corporate
ci zenship, avoiding conﬂicts of interest, a well-designed
investment strategy as well as ensuring opera onal eﬃciencies
and eﬀec veness. The proper governance of re rement funds
can never be traded oﬀ against a single minded focus on
administra on and advice costs or investment performance only.

The weakest link
The local re rement funds industry has had various challenges
to deal with. To address these, the value of each service
element in the value chain needs to be recognised for the role it
plays in delivering sustainable solu ons for re rement funds
and their members. Service provider fees should always be an
important focus for the board of trustees or management
commi ees of re rement funds to consider as part of their
ﬁduciary duty towards all fund members. However, they
should have a balanced approach when it comes to ﬁnding the
most appropriate solu on as the service provider value chain is
only as strong as its weakest link. In a race to the bo om to ﬁnd
the cheapest fee op on, the members of a re rement fund
might ul mately pay the price and only get what they paid for.
A cyber-risk event or a material oversight in the fund's
investment strategy could result in the permanent loss of
capital or an opportunity loss in terms of investment returns for
members.
Paying an appropriate fee for the cri cal service elements
should be viewed as an “insurance premium” to protect a
re rement fund against poten al risks related to member's
personal informa on, weak governance or poor investment
performance. A more suitable approach would be for
re rement funds to focus less on the cost and more on
ensuring that the best value is obtained for the service oﬀerings
being paid for. This will result in a more secure, sustainable and
quality re rement savings solu on and will ensure that the
ul mate goal of a be er outcome for re rement fund
members and South Africa as a country is achieved.
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Umbrella funds demographics –
survey results

Gerhard Myburgh, Actuary and Retirement Fund Valuator, SNG ARGEN Actuarial Solutions

There has been a signiﬁcant move to umbrella funds in recent years, with
boards of trustees and employers deciding to either start a new fund, or to
transfer their exis ng re rement arrangement into an umbrella fund.
Reasons for the move have varied, but lower costs and a reduc on in me
and responsibility to manage the fund, has featured strongly.
A lot has been said about the increasing coverage of umbrella funds, but what does the research suggest? In this ar cle, we will
inves gate the demographics of umbrella funds in terms of the membership, par cipa ng employers, total assets and contribu ons.
But are umbrella funds currently domina ng the market? Well, yes and no.
Looking at the Financial Sector Conduct Authority's (FSCA) database of ac ve funds, we see that the combina on of private umbrella
funds¹ and stand-alone funds s ll represents the largest por on (about 76%) of all re rement fund membership provided through an
employer (in other words, excluding re rement annui es.
Type A umbrella funds, also known as commercial umbrella funds, currently cover about a quarter of this market. So, yes, umbrella
funds dominate the re rement funds market in terms of membership. However, this is mostly represented by private umbrella
funds, which we consider to be stand-alone funds with diﬀerent sub-en es (par cipa ng employers). It will however be interes ng
to monitor this over the next few years to see if there is a substan al increase in the market share held by commercial umbrella funds.
For now, let's focus on commercial umbrella funds. This sec on of the market is dominated by the ﬁve largest commercial umbrella
funds, represen ng about 85% of the total membership in commercial umbrella funds. These are the umbrella funds oﬀered by
Alexander Forbes, Liberty, Momentum, Old Mutual and Sanlam.

Re rement fund membership, split by type of fund

14%
Stand-alone funds
Private umbrella funds (Type B)
Commercial umbrella funds (Type A)

24%
62%

¹ We refer to Type B umbrella funds as “private”, since all its par cipa ng employers are linked in some way (e.g. at industry- or union-level)
and only employers who are linked in this way are eligible to par cipate.
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Members

Total Assets
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Billions

Total Assets

Total Members

Par cipa ng employers
The observa ons above are substan ated when looking at the number of par cipa ng employers in these umbrella funds – the ﬁve
large funds each have between 1 500 to 9 000 par cipa ng employers, with the next largest in terms of employers being only about 500.

Employer sizes
In terms of the number of members per par cipa ng employer, the average appears to lie between 60 to 80 members per employer.
It is interes ng to note that the average size of the par cipa ng employers depends on the balance between blue and white collar
companies. For example, we found that where an umbrella fund has a greater propor on of blue collar par cipa ng employers, the
larger the number of members per par cipa ng employer. This makes sense, since you would expect mining or manufacturing
employers to have a larger membership than, say, a ﬁnancial services company.
One would think that the size of the par cipa ng employers would also be inﬂuenced by the minimum number of members required
for an employer to join the umbrella fund, but this would appear not be the case. Our survey showed that many of the umbrella
funds have no limit in terms of minimum membership, and where there are limits, these tend to be very low (2 or 4 members). There
were however a few excep ons that require a minimum of 20 members, or even 40 in one case.

Geographical areas
In terms of the geographical dispersion of par cipa ng employers, the ﬁve largest umbrella funds men oned earlier, are all oﬀered
by large corporates with a na onal footprint and are therefore naturally not bound to any speciﬁc geographical area. This is also
generally the case for most of the other umbrella funds, especially where the sponsors of these funds are well known ﬁnancial
ins tu ons. It appears that umbrella funds are only really conﬁned to a speciﬁc geographical region where the
administrator/sponsor is perhaps a less familiar name to the public and has a limited geographical footprint.

Contribu ons
Given that membership and contribu ons are directly correlated with
one another, it is no surprise that there is also a vast diﬀerence
between the monthly contribu ons made towards the big 5 umbrella
funds and the rest. In fact, the average contribu ons ﬂowing into the
big 5 is about R660 million per month compared to an average of
about R60 million for the other funds.

Fund assets divided by annual contribu ons
Ra o of assets to contribu ons

What is interes ng to note is that the ra o of total assets to
contribu ons is fairly stable across all funds considered². A low ra o
of assets to contribu ons could imply either a low asset base (for
example, in the case of a fairly new fund) or a newly established, but
fast growing, fund.
²We excluded funds where pensioner assets cons tuted a signiﬁcant por on of the fund's overall assets, as well as funds that did not take part in
our survey and the contribu ons were not publicly available.
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Membership
In the overview, we looked at the ac ve membership of umbrella funds, but what about other member categories? Do any of the
funds make provision for pensioners, and if so, do members generally elect to receive a pension from the funds a er re rement?
What about paid-up members and unclaimed beneﬁts?
Pensioners
Out of the 14 funds that par cipated in the survey, 6 provide for living annui es to be paid from the fund. Only two of these funds also
provide for guaranteed (life) annui es to also be paid from the fund. Only one of these two funds actually had pensioners in the fund at
the me of the survey. This fund coincidently was also the only one to have a pensioner pool of any signiﬁcance, with some 33 000 infund pensioners. Only four other funds had pensioners in the form of living annuitants, with numbers ranging from 11 to 340 pensioners.
One possible explana on for these low ﬁgures is that in-fund living annui es may have only recently been introduced as part of the
fund's oﬀerings and members are not yet fully aware of this op on. New default annuity strategies which propose in-fund annui es
may lead to an increase in in-fund pensioners in future.
Unclaimed beneﬁts
The number of unclaimed beneﬁts in the umbrella funds that par cipated in the survey varies enormously, from less than 50 to more
than 50 000. There is also no clear correla on between the number of unclaimed beneﬁts and the ac ve membership of the funds,
with some of the big 5 having less than 20 unclaimed beneﬁts.
The reasons for the large varia on in the number of unclaimed beneﬁts are unclear. It is possible that some funds prefer to retain
unclaimed beneﬁts and take it upon themselves to monitor the tracing and payment of these members, whereas other funds perhaps
prefer passing this responsibility on to an unclaimed beneﬁts fund.
Paid-up members
Most of the funds that par cipated in the survey had paid-up members, but as with the unclaimed beneﬁts, showed no correla on to
the size of the fund. One can probably expect the number of paid-up members to also increase into the future with the introduc on of
Regula on 38 which came into eﬀect on 1 March 2019, to allow beneﬁts to be preserved within a fund.

Is bigger be er?
Now that we have considered what the umbrella funds in the commercial market look like in terms of size and membership, let's see
how this can aid in fund selec on. And here is the key ques on: is bigger be er?
In answering this ques on, there are a number of factors to consider, like: governance, quality of administra on, investment
versa lity, risk beneﬁts and costs.

Governance
Based on the survey, there is no discernible diﬀerence between the overall number of trustees and independent trustees appointed
to large or smaller umbrella funds. As one would expect, we found that the ﬁdelity cover held by each fund was directly related to the
size of the fund and none (big or small) appear to be under-insured.
In terms of actuarial overview, most of the big 5 umbrella funds do not submit statutory valua ons to the FSCA (they apply for
valua on exemp on) and only one has an independent actuary appointed as valuator to its fund(s). In the other cases, all actuarial
oversight is performed by internal actuaries or actuaries employed by a subsidiary company. On the other end of the spectrum, some
of the smaller funds have statutory and interim valua ons performed by independent actuaries, as an external check on the fund's
opera ons and administra on.

Administra on
The survey shows that in terms of the administra on services oﬀered, there is also no notable diﬀerence between the large and small
umbrella funds – all allow for diﬀerent contribu on categories and provide individual member informa on through a web portal.
The method of charging administra on fees is either a ﬁxed fee per member or a percentage of salary, or a blend of the two.
The dis nguishing factor would therefore be the quality of administra on services, which can be very subjec ve. As an employer
considering which umbrella fund to join, one would o en be tempted to join one of the well-known sponsors' funds, as evidenced by
the size of the large funds. Or will you perhaps receive be er service in a smaller fund? One should also consider the level of oversight
and the independency thereof, poin ng back to quality of governance and independent oversight by independent trustees or
actuaries. In the end, one has to be comfortable that your chosen fund administrator will be diligent and professional in performing
their du es.
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Despite the various factors that could impact on this ra o, it does not seem unreasonable to infer that there aren't really any of the
small or new umbrella funds gaining a signiﬁcant market share at this me.
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Investments
All of the umbrella funds that par cipated in the survey oﬀered life-staging investment strategies as well as individual member
investment choices. We found that some of the smaller funds oﬀer the same variety of asset managers and por olios to choose from
as the larger funds.
One should however be aware that, where the fund sponsor has its own investment management division or subsidiary, their
investment oﬀering will naturally be geared towards their own interests. For example, most of the por olios that members will be
able to choose from, will be in-house por olios, as any other investment managers represent the compe on. We also found that
the default investment por olio in such funds is most likely to one of the in-house por olios. With most of a fund's membership likely
to be invested in this default por olio, one needs to be comfortable that this por olio up to par with those available in the market, or
as par cipa ng employer be allowed select your own default por olio.

Insured beneﬁts
In terms of the insurance of the risk beneﬁts oﬀered, almost all of the umbrella funds that par cipated in the survey, allowed
par cipa ng employers to select from diﬀerent insurers. However, as with the investment op ons, this is o en geared towards (or
even limited to) in-house oﬀerings where the sponsor is also linked to a life insurer. Therefore, if one elects to join a fund with limited
insurance op ons, one has to be comfortable that the applicable insurer will provide compe ve rates, now and into the future.

Conclusion
In this ar cle, we have seen that when it comes to selec ng a commercial umbrella fund, you stand before one big ques on: is the
herd correct and do you go for one of the well-known giants, or do you go for one of the smaller funds in the hope of a more
personalised oﬀering and be er service? We asked: “is bigger be er”?
We found that (on paper at least) in terms of governance, administra on, investments and reinsurance, there is no discernible
diﬀerence between the big and smaller funds. One however needs to be aware of poten al conﬂicts of interest present in your “onestop-shop” funds, where there may be some pressure to make use of the sponsor's investment, advisory and insurance services.
It therefore appears bigger is not necessarily be er and that it will probably boil down to cost – which provider is able to meet
all of your speciﬁc needs, provide good service and do this in the most cost-eﬃcient manner.

INVESTMENTS

Global growth has peaked. This is not
unexpected a er the ini al strong
recovery from China late last year. A er
China, the US saw growth accelerate to
1.5% quarter on quarter (q/q) in the ﬁrst
quarter of 2021 (Q1-21) and 1.6% in the
second quarter (Q2-21), then the UK
staggered open and output surged 5.5%
in Q2-21. A laggard, Europe opened
steadily from Q2-21, and growth
momentum gathered quickly.

INVESTMENTS

An uncertain
aftermath

Marie Antelme, Economist, Coronation Fund Man

Marie Antelme, Economist, Coronation Fund Managers
Yet, into year end, ac vity data has slowed, and the growth outlook has
become uneven and increasingly complex. Diﬀerent strategies related to
Covid-19 variant emergence and uncertain withdrawal of policy support and
related risks to inﬂa on are now growing headwinds.
Emerging markets growth recoveries have been more mixed due to
challenging vaccine strategies and limited policy support. Here too, though,
recent data (excluding China) has seen sequen al growth that was stronger
than expected, implying upside risk to current expecta ons for 2021, and
possibly 2022, but that overall momentum is also likely to slow.

The slowdown was inevitable
The 'V'-shaped recovery is testament to the impact of the large, coordinated
monetary and ﬁscal support that protected economies from more enduring
economic damage. A much stronger star ng posi on and ﬁnancial systems
that are be er provisioned and protected by policy interven ons also helped.
Despite this, the recovery has been accompanied by shortages, bo lenecks
and a sharp rise in inﬂa on. With the withdrawal of policy support moving
closer, the ques on has shi ed from what the recovery will look like, to how
smooth the slowdown can be.

Increased complexity in growth prospects
The scourge of the novel coronavirus is s ll with us. New variants may again
derail the recovery, although the news here seems encouraging and, on
aggregate mobility is returning. Regression analysis shows that the successive
impact of lockdown since early 2020 on GDP has diminished as workplaces
and produc vity have adjusted. As vaccina ons con nue, the associated
economic risk should con nue to diminish.
In many countries, the cri cal ﬁscal support extended during the crisis is now
rolling oﬀ. Some countries/regions – such as the US and Europe – have passed
long term s mulus plans, but the recovery risk of a 'global' ﬁscal cliﬀ as
emergency policies are taken away is a considerable uncertainty.
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An uncertain aftermath

The IMF es mates that pandemic ﬁscal support amounted to
about 5% of global GDP. Withdrawal will inevitably create a
drag. But about 70% of this came from the US – which makes
this predominantly a US story. While there are a number of
hurdles to passing new s mulus and addressing the debt
ceiling, as growth con nues to recover, the drag from near
term policy withdrawal should fade. US growth outlook is a
clear and present risk, but should s ll be a meaningful
underpin to the global recovery.

Rise in inﬂa on
The rise in inﬂa on is poten ally a more enduring problem.
Not only has the rise in prices been much stronger than
expected, but it's also become broader. US inﬂa on data
shows that the ini al surprises that came from 'tail' items
aﬀected either by lockdown or reopening, like cars, are
shi ing to core items, such as housing, which are now
star ng to rise. Bo lenecks have also lasted longer than
expected, extending high goods prices. Some price drivers
may become reinforcing as they drive expecta ons and wage
demands higher.
The policy response to higher inﬂa on is also not straightforward. Central banks are wary of ghtening too fast and
choking growth, and both the Fed and the ECB have
mandates that now emphasise growth considera ons. This
raises the risk that inﬂa on could become more diﬃcult to
manage as policy decisions are delayed by mixed mandates.
In countries where government debt is very high and debt
costs are anchored to low policy rates and central bank QE
programs, ﬁscal and ﬁnancial stability constraints hamper the
implementa on of rate hiking cycles. For now, the Fed has
signalled it may be ge ng close to withdrawing some of the
liquidity support it directed at ﬁnancial markets during the
crisis, but has decoupled tapering from higher policy rates.
The Bank of England has started to signal that it is closer to
raising rates, but the ECB has largely pushed the debate out.
The emerging energy crisis will aﬀect both growth and
inﬂa on, notably for Europe and the UK, where energy
makes up a large por on of consump on and has a big
weight in the respec ve inﬂa on baskets. This further
complicates the eﬀec veness of a monetary policy response
to higher inﬂa on.

Uncertainty about con nued government
support
The prospect of a withdrawal of developed economy
monetary support has both liquidity and sen ment
implica ons for emerging markets. The repricing of inﬂa on
risk in developed economies could see yields in riskier
emerging markets adjust meaningfully upwards.
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Many of these countries have struggled to return to prepandemic growth levels and their economies are not yet fully
open. Most of these governments increased spending on
health and social relief during the pandemic, and the
withdrawal of this support now may have meaningful social
consequences, while higher borrowing costs may become a
challenge to ﬁscal sustainability.
As suppor ve policies end and policy rates start to rise, the
debt sustainability metrics for these companies may become
much more challenging, especially if growth can't catch up.
Further, concerns about asset quality may emerge as
companies face pressure on cash ﬂows and debt service
returns to normal.

Risks abound
In China, a series of announcements aligned to objec ves
related to 'common prosperity' and aimed at cracking down
on corrup on, corporate excesses and property specula on
roiled markets in September. These events were
accompanied by a step-up in military presence in Taiwan. It
seems unlikely that the US will not respond, and tensions
may con nue to simmer. The threat of some tac cal error is a
persistent risk.
The EU is at loggerheads with the UK over Brexit and its new
nuclear alliance with the US and Australia, all exacerbated by
fuel shortages and rising prices. The Middle East may again
challenge Western limita ons on nuclear capacity, with Iran
stalling talks to rejoin the Joint Comprehensive Plan of Ac on,
the abandoned 2015 nuclear pact. The return of ISIS to
Afghanistan complicates this situa on, with the US reluctant
to make further concessions in the region.

The hard part may just be beginning
Across the globe, policymakers are facing the prospect of
tough decisions in an uncertain world with li le visibility. The
risk of error is materially higher than it has previously been.
That said, posi ve growth momentum looks set to con nue.
In par cular, the ﬁscal support deployed in the pandemic
should normalise quite slowly, with some tolerance for larger
deﬁcits to ensure a stable recovery. In the US and Europe, the
focus on ﬁscal policy to promote longer term growth is an
addi onal stabiliser, keeping more accommoda ve ﬁscal
stances in play for longer.
In short, tough policy decisions will need to be made,
especially as inﬂa on risk builds, but the message is s ll that
policy priori es remain focused on smoothing the
modera on in global growth.
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Investing in the
SOE sector:
Same, same,
no longer
different
Simon Howie, Co-Head of SA & Africa Fixed Income,
and Stephen Naidoo, Investment Specialist, Fixed Income,
Ninety One

The credit strength of state-owned
en es (SOEs) is usually heavily
reliant on government for ﬁnancial support, o en in the form of annual subsidies and in the
ad hoc provision of liquidity or addi onal equity to retain the conﬁdence of capital markets.
Investors will look to this implied support in their analysis, and credit ra ng agencies will
include any expected support in their formal ra ngs and reviews.
But what happens to SOEs when the government in ques on can no longer be relied upon, when its own credit ra ng is under
pressure, and any implied support becomes ques oned? When it no longer has the liquidity or capacity to help when required?
"What happens" is exactly what has played out before our eyes in South Africa, as Government has been unable to provide
meous support when required. SAA went into business rescue, Denel and other SOEs are teetering on the brink of collapse and
Land Bank, the essen al development bank that supports our agriculture sector, has defaulted on over R40bn of debt. And so,
investors react by withdrawing support for SOEs based on the strength of Government, and any expecta on of implied support
vanishes, and only explicit, contractual government guarantees are trusted.
Financial services
Financial subordinated

bp
The result is a drama c drop-oﬀ in demand for SOE
paper, resul ng in elevated credit spreads. This
widening of credit spreads is in stark contrast to
the rest of the market which, as depicted in Figure
1 below, has seen strong demand drive credit
spreads back to pre-Covid levels.
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Figure 1: SOE credit spreads have widened
signiﬁcantly
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Source: JSE, RMB Markets – Credit spreads over JIBAR as at 1 September 2021
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Investing in the SOE sector: Same, same, no longer different

So, what does it mean when investors treat SOEs the same as any corporate? Well, it is certainly not all bad news. Many
corporates issue bonds and raise loans from investors. These corporates are not the same, and some are far stronger than others
with diﬀerent credit ra ngs. But there are some minimum standards; credit investors require some fundamentals before they
lend to a corporate (or standalone SOE).
Credit investors care about risk, and before they invest, ask a simple ques on: "Can this borrower pay the money back?" With no
strong parent, they care only about the borrower. If credit investors don't believe the borrower can pay back the money, they will
not buy their bonds or advance them loans. It is like a student wan ng a loan with no parent guarantee. On the other hand, if
investors are comfortable, they will provide borrowers with the capital required to support their opera ons or grow. And in
return, they will be compensated with payments over the life of the investment and, cri cally, with full repayment at maturity.
So, what fundamentals are required for credit investors to be comfortable that the answer to the ques on above is, "Yes, in all
likelihood this en ty can pay us back." In other words, what do SOEs need to get right to a ract capital? Both ﬁnancial and nonﬁnancial risks determine the credit proﬁle of an en ty. Understanding these risks allows investors to assess the long term
sustainability of an SOE and make investments that deliver a rac ve risk-adjusted returns.
Ul mately, the investment decision comes down to credit fundamentals – which are no diﬀerent from the corporate sector.
Credit investors are looking for:
1.
A resilient business model that can withstand cyclical downturns;
2.
Stable cash ﬂow genera on and liquidity;
3.
A sustainable capital structure; and
4.
Experienced management with strong governance oversight.
Avoiding the SOE sector is not sustainable in the long term, not only because of the sector's importance to the local economy but
also because the job of a credit investor is to pick investments that can repay the money and build diversiﬁed por olios. Given
the SOE sector accounts for approximately 32% of the listed debt capital market (excluding government bonds), it is simply too
large to ignore, and it has correla on beneﬁts for investors. It also oﬀers high credit spreads, given the aversion to the sector from
most investors.
If we can't ignore the sector, then the ques on is, what can investors do? In our view, there are two essen al strategies that
investors should employ in this sector. Firstly, rather than avoid these en es, do the actual work, and ﬁnd those that stack up
from a fundamental perspec ve. Analysing the SOE sector could also provide the beneﬁt of picking up posi ve changes early
before the market.
Secondly, investors should engage with SOEs. Given the importance of SOEs to service delivery and infrastructure, we as investors
should not just walk away. Investors are aligned with SOEs in wan ng them to get the fundamentals right so they can access
capital markets.
We have engaged extensively with SOEs over the last few years, pushing for change to ﬁnd construc ve solu ons. We o en ﬁnd
engagement happens too late in the process, when ins tu ons are already at their weakest. Proac ve engagement has resulted
in signiﬁcant progress, pu ng state en es in a be er posi on to deliver on their mandate and contribute to the bigger picture.
Ul mately, SOEs are fundamental to the na onal turnaround strategy and key to posi oning the country as a trade des na on.
Transnet is an excellent example where an experienced management team has been installed, which has enabled them to clean
up shop and hold those responsible for mismanagement accountable. The business model itself is remarkably resilient, with a
monopoly in its port and freight rail infrastructure. Management focus is now ﬁrmly on the future, with a strong focus on
achieving its commercial and developmental objec ves.
Engagement, however, has its limita ons. It should not be an excuse to plaster over the cracks and holes. All the plaster in the
world will not help without a strong founda on – credit fundamentals.
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The lack of credit support for SOEs is rela vely easy to understand from the perspec ve of a credit investor. SOEs have a unique
investment case when their government is strong and has lots of liquidity. But when that's not the case, investors treat SOEs the
same as any corporate, and the basic credit fundamentals of the standalone en ty must stack up. Same, same; no longer
diﬀerent.

The Covid pandemic has intensiﬁed concerns about
environmental and social issues among individuals around the
world who invest.
Andy Howard, Global Head of Sustainable Investments, Schroders

That is one of the key ﬁndings from Schroders' 2021 Global Investor Study. Another is that increasingly asset managers are
expected to take responsibility for ac on over climate change.
Here, we take a glance at the sustainability sen ments from the landmark annual survey, which analyses answers from more
than 23 000 savers globally.

Has Covid-19 changed your a tude to sustainability?
When it comes to the environment, respondents in Asia are most likely to say this has become more important, followed by those
in the Americas and in Europe. This regional pa ern also applies to the ques on of social issues.

Environmental issues are growing in importance to people across the globe
How the importance of environmental issues has changed since before the pandemic, by region
Europe

Asia

Americas

Other¹

Much more
important

21%

34%

30%

28%

More
important

29%

31%

23%

26%

Equally
important

40%

27%

37%

37%
¹ South Africa, UAE, Australia

Source: Schroders
Pensions World SA | November 2021 pg33

INVESTMENTS

How COVID moved
views on sustainability

How COVID moved views on sustainability

Social issues are of most importance to younger genera ons, though they are of increased concern to all
Eﬀect of COVID-19 on sen ment around social issues by age range

18 - 37
28%

33%

29%

7%

3%
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38 - 50
27%

32%

32%

6%

3%

38%

6%

3%

38%

8%

2%

51 - 70
24%

30%

71+
20%

Much more important

32%

More important

Equally important

Less important

Much less important

Source: Schroders

How would you feel about a 100% sustainable por olio?
The bulk of investors globally are at ease with the prospect of embracing sustainability, with 57% sta ng they would be happy to
move to an en rely sustainable por olio – so long as the same level of risk and diversiﬁca on is maintained.
This sen ment was held across diﬀerent age groups, with 18-37 year-olds, 38-50 year-olds and 51-70 year-olds (60%, 59% and
53% respec vely) more enthusias c than those over 71 (44%).

People around the world are posi ve about moving to a sustainable por olio
Feelings around moving to a sustainable por olio, whilst maintaining the same level of risk and diversiﬁca on

57%
Positive

37%
Neutral

6%
Negative
Source: Schroders

More than half (53%) of investors believe that data or evidence demonstra ng that inves ng sustainably delivers be er returns
would encourage them to increase their alloca ons.
A further 40% of investors say that regular repor ng highligh ng the impact their investments are having would mo vate them
to invest sustainably. Just over a third (36%) would like to see some form of self-cer ﬁca on from the investment manager that
their investments are sustainable.
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Almost three quarters of savers (74%)
Na onal governments/regulators are most responsible for mi ga ng climate change
agree that it is the responsibility of Who people think is most responsible for mi ga ng climate change in 2020 versus 2021
na onal governments and regulators,
Na onal government/Regulators
up from 70% in 2017.
More than two thirds (68%) believe Companies themselves
companies are responsible, up from
63% four years ago.

70%
74%

63%
68%

Inter-vovernmental organisa on (Eg UN)

66%
68%

However, the biggest change in
expecta ons since 2017 concerns the Me as an individual
role of the investment industry. More
than half (53%) believe investment NGOs and chari es
managers and major shareholders
bear responsibility, compared to 46%
Pressure groups and public campaigning
in 2017.

60%
61%
55%
57%
57%
58%

The feeling that individual consumers Investment managers/Major shareholders
and savers needed to take responsibility
has held fairly constant around the 60%
2020
mark.

46%
53%

2021

Source: Schroders

Note: Respondents were able to choose mul ple op ons, which is why ﬁgures do not add up to 100%.

What would drive you to divest?
The study also asked what
controversies would drive people
to withdraw from investments.

People are most likely to withdraw from investments in the case of a ﬁnancial or accoun ng scandal
Reasons people would withdraw from investments

A ﬁnancial or accoun ng scandal
65%
A data privacy breach, or cyber hack
61%
A climate change catastrophe, eg. oil spill, emissions scandal
60%
A human rights scandal
59%
A scandal rela ng to treatment of the company’s workforce
56%

Financial scandals are the most
likely, with these issues crea ng
greater investment obstacles
than cyber security hacks or
climate change catastrophes.
Nearly two thirds (65%) of
investors state they would sell
out if their investments were
impacted by ﬁnancial or
accoun ng scandals.

A scandal rela ng to internal culture
49%

Source: Schroders
This was ahead of 61% of investors who cite cyber hacks and 60% who iden fy a climate change catastrophe as reasons for
divestment. Interes ngly, compared with their European counterparts, people in Asia and the Americas are the most sensi ve to
ﬁnancial scandals (61% for Europe vs 68% for Asia and 69% for the Americas).
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Who should be responsible for mi ga ng climate change?
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How COVID moved views on sustainability

Savers in the Americas are more likely to divest as a result of a climate change catastrophe such as an oil spill compared with
investors globally (63% vs 59% for Europe and Asia).
Andy Howard, Global Head of Sustainable Investments, says that the ﬁndings have laid bare the growing expecta ons being
placed on asset managers when it comes to addressing climate change.
According to Howard, the investment management industry should focus on ensuring the investments managed for clients are
aligned to the transi on toward a more sustainable planet, in order to beneﬁt from the opportuni es that transi on will bring.
As investors and as guardians of clients' assets, investment managers should seek to ac vely inﬂuence corporate behaviours so
that the companies in which they invest are sustainable and resilient.
At the same me, despite this greater proﬁle for asset managers, there is s ll clearly more to be done to demonstrate to investors
that it does not have to compromise returns. Indeed, Howard sees sustainable value crea on as intrinsically linked to
successfully naviga ng building social and environmental challenges.
“As investment managers, we need to ensure we give our clients the informa on they need to assess our performance across the
areas that ma er to them.”
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South Africa entered the Coronavirus
pandemic with signiﬁcant economic and
social challenges which have since further
intensiﬁed.
Consequently, addressing the triple threat of
poverty, inequality and unemployment has
Marie Antelme, Economist, Coronation Fund
Managers
never
been more urgent.
Ringetani Ndlovu, Lead portfolio manager (Impact Investing), Ashburton Investments
The civil unrest that took place in mid-July, although shocking and devasta ng, was not surprising in a country characterised by
inequality. The 2020 UNDP Human Development Index (HDI) ranks South Africa 114¹ out of 189 countries. The HDI measures equality
by analysing quality of life metrics against na onal economic development. A country where the poorest 40%² hold a mere 7.2% of
the na onal income while the wealthiest 10% have 50.5% of na onal income is vulnerable to social instability. The pandemic
lockdown and other measures that s ﬂed economic ac vity con nues to deepen inequality, especially impac ng women, semiskilled and unskilled workers.
The unemployment rate has con nued to climb, reaching 32.6%³ in the ﬁrst quarter of 2021. The unemployment rate according to
the expanded deﬁni on (includes discouraged job seekers not ac vely searching for a job) was measured at 43.2% for the same
period. Youth unemployment is nearly 75%. The sta s cs are staggering and our reality is unsustainable.
Crea ng decent jobs is part of a mul -faceted approach to addressing inequality. The Na onal Development Plan (NDP) aimed to
create millions of jobs to reduce the unemployment rate to 14% by 2020 and 6% by 2030. In our current reality, these goals seem
una ainable. Any meaningful progress will require the ac ve involvement of the private sector through innova ve solu ons - and
perhaps reform to economic and industrial policy.
Globally, public-private partnerships have been highly eﬀec ve in leveraging resources from government and exper se from the
private sector to achieve measurable outcomes. The South African Government has several job crea on programmes, one being the
Na onal Treasury Jobs Fund Programme. The Jobs Fund was established to encourage innova on and support ini a ves with
poten al to generate sustainable employment.
The NDP acknowledges that the majority of new jobs will be created by “small and expanding ﬁrms” which will become more
prominent. Small growing businesses (SGBs) are key to job crea on and require investment to grow and increase employment. These
en es also contribute to changing pa erns of business ownership for more inclusive economic growth. Due to their rela vely short
ﬁnancial track records and inadequate collateral their access to necessary ﬁnancing is limited.
Tradi onal capital providers typically do not have the risk tolerance or appe te to invest directly into SGBs. This creates a funding gap
that needs to be bridged if we are to make any signiﬁcant inroads into addressing unemployment in South Africa.

¹ UNDO Human Development Report 2020
² h p://hdr.undp.org/en/countries/proﬁles/ZAF
³ h p://www.statssa.gov.za/?p=14415
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This is where the private sector is already making a diﬀerence.

INVESTMENTS

Investment products can help bridge the gap and support job crea on in South Africa as they can be set up to work alongside the
Na onal Treasury Jobs Fund. Capital raised by these investment products can then be invested largely in specialised ﬁnancing
intermediaries and en es that invest directly in SMEs, which will then create veriﬁed jobs.
The partnership between the Na onal Treasury Jobs Fund and one par cular asset manager has been encouraging in demonstra ng
how investment fund managers can be a bridge between the private and public sectors. In this example, 17 000 jobs have been
created so far.
As developing na ons accelerate technological progress, the marketplace is shi ing towards higher produc vity ac vi es in ter ary
sectors. In the South African context, the ﬁnancial and business services, tourism, trade and transport sectors have become important
contributors to employment.
Research published by the Brookings Ins tu on showed that these sectors accounted for 75% in employment between 2010 - 2018⁴.
The employment poten al in these growth sectors, par cularly for youth, is signiﬁcant. This highlights the importance of social
investors being aware of the changing environment and adap ng their strategies accordingly.
As the nature and demographics of unemployment changes, so too will the investments required to generate employment change.
Fund managers and other businesses responsible for the deployment of capital, must remain commi ed to ensuring that we
con nue to invest sustainably in growing industries with a focus on posi vely driving job crea on.
Pension fund investors can partner with fund managers in delivering inclusive and sustainable economic growth through produc ve
employment and decent work in alignment with the United Na onal Sustainable Development Goals.
⁴ h ps://www.brookings.edu/wp-content/uploads/2021/08/IWOSS_Synthesis_Paper.pdf
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EMERGING MANAGER STRATEGISTS

Catalysts of the
new wave of
emerging asset
managers
Now is the time to partner with Motswedi to identify and
invest with the new wave of emerging and transformed
asset managers. We provide independent asset
manager research, strategic consulting services and
empowered multi-manager solutions.

For more information contact:
Mark Davids | Investment Strategist & Distribution
Tel: +27 087 330 5623 Mobile: +27 83 222 9913
davidsm@motswedi.co.za | www.motswedi.co.za

INVESTMENTS

The opportunity
to drive impact in
listed markets
Over the past decade, the global
appe te for sustainable inves ng
has steadily gathered momentum.
Most recently, the impact of the
coronavirus pandemic has laid
bare the vulnerability of socie es
when there are elevated levels of
unemployment and poverty and,
as we have experienced ﬁrst-hand,
can rapidly lead to social unrest. Tebogo Naledi, Managing Director,
Old Mutual Investment Group
As asset managers, we have a role to play in driving the kinds of change that have las ng
posi ve impacts, while s ll crea ng value for investors. We can do this by understanding
the environmental, social and governance (ESG) impact of our investment decisions, as
well as ac vely stewarding client assets in a focused manner, guided by the United
Na ons Sustainable Development Goals (UN-SDGs).

Impact within listed equity markets
Impact inves ng has largely been associated with private or unlisted investments into
the likes of renewable energy, educa on, healthcare or aﬀordable housing projects.
These projects have immediate and direct environmental and social impacts. Within
listed markets, on the other hand, investors have readily inﬂuenced governance
prac ces, but environmental and social impacts have been more diﬃcult to eﬀect and
quan fy.
Around 98% of all South African re rement assets are invested in the listed markets (with the largest single asset class alloca on
being to listed equity). When we consider that it is the investment of these savings that drives future economic growth, asset
managers need to integrate more environmental, social and governance considera ons into their investment decisions. This
points to the need to have universally accepted frameworks for deﬁning impact. One of these frameworks is the UN-SDGs. These
goals aim to address social inequality, protect the environment and promote strong corporate governance. They speak to the
economic system that we are trying to shape and also provide a strong framework in which we can operate and measure impact.
In addi on to the UN-SDG framework, this thinking is supported by our local regulators, with Regula on 28 of the Pension Funds
Act sta ng that ESG considera ons be incorporated in all investment decisions and in the ownership of all assets that we hold. As
one of SA's largest asset managers, we see this as a huge responsibility, but equally as a tremendous opportunity.

The key is eﬀec ve measurement
Integra ng impact thinking into listed equity por olios is broadly eﬀected in two ways. Firstly, we can invest in companies whose
business opera ons make a direct posi ve contribu on, for instance, renewable energy related businesses, providers of quality
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In line with our philosophy of taking an ac ve, high convic on approach to share selec on, we need to be sure that impact inves ng is
both real and measurable, and does not compromise ﬁnancial returns. Here are some examples of what should be included when
measuring diﬀerent aspects of the ESG impact of listed companies.
Any measurement tool should track across a range of climate risk metrics, including the percentage of a company's revenue that is
exposed to the primary produc on of fossil fuels and the carbon emissions generated as a result of their business opera ons. This
would enable investors to track a por olio's stranded asset risk and carbon intensity over me. These insights could then be used to
target low carbon risk companies and to engage high emi ng companies on their long term transi on strategies. This is par cularly
important in a highly carbon intensive listed equity market like South Africa.
Another factor is companies' B-BBEE progress rela ve to both their sector peers and the benchmark. We use our B-BBEE data set to guide
our company engagements in respect of all the elements of the B-BBEE scorecard from ownership and management control to enterprise
and skill development, all of which are important ac vi es to support transforma on and economic growth within our society.

Ac ve ownership enhances long term value
The ability to track and measure a range of ESG factors allows investors to ac vely respond to issues by engaging companies to eﬀect
change. Broadly, investors can look at how to inﬂuence policy or the direc on of capital within those companies. Studies in the US
have shown that, over me, the subsequent returns generated by companies where engagements were successful were superior to
those companies where engagements were unsuccessful. Mo vated by these results, we teamed up with Stellenbosch University to
conduct similar research on the subsequent performance of companies we engaged between 2015 and 2019. The majority of
engagements were around remunera on issues and the research clearly iden ﬁed a signiﬁcantly posi ve rela onship between
successful engagements and those companies addressing the wage gap in the subsequent repor ng years.
There is growing evidence that sustainable inves ng actually enhances returns. This intui vely makes sense as companies with strong
governance structures and sustainable social and environmental business prac ces will be good performing companies over me. It
also goes without saying, companies with strong and mutually beneﬁcial rela onships with their customers, stakeholders,
communi es and workforce, that are producing goods and services that speak to a sustainable world, and that are be er governed
will be be er long term investment opportuni es.
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educa on or large employers. Secondly, we can favour listed companies seeking to reduce harmful prac ces, like comba ng water or
air pollu on or employers with sound employee wellbeing policies.

Sonja Saunderson, Chief Investment Ofcer, Momentum Investments

Responsible inves ng is a much-talked-about topic in the investment
industry right now, globally and locally. It is important to not just follow
the hype around responsible inves ng but also understand the merits
ingrained in this approach when it comes to investment philosophies and
the construc on of por olios. Responsible inves ng for us is thinking
beyond tradi onal ﬁnancial gains but also taking into account the eﬀect
on society and the environment.

The history of responsible inves ng
Responsible inves ng originated from a religious perspec ve in the 1920s when some investors placed restric ons on inves ng
in alcohol and tobacco. From these early roots, it has evolved in numerous ways taking into account the priori es of the me.
More accountability drove a focus on governance, and climate science has pushed climate change to the fore. With this rich
history, my ﬁrm view is that responsible inves ng is here to stay.
Today, consumers want a greater level of insight into their investments. They ask about the real-world impact their investments
have. Millennials, for example, think very diﬀerently about investment management. They have social media, apps and news at
their ﬁnger ps, making them more informed about the relevance of inves ng and its eﬀect on the world.
However, in a world of scep cs and 'window dressers' (we call them 'green washers'), responsible inves ng can get a bad
reputa on. 'Green washers' are those who nega vely implement the principles for responsible inves ng. Here are some
examples to illustrate past experience:
•
•

In 2019, Bri sh Petroleum (BP) was accused of publishing misleading adver sements about its low carbon energy products
when more than 96% of its annual spend was on oil and gas.
In 2018, Starbucks released a straw-less lid as part of its sustainability drive. However, with this lid, there was more plas c in
the system than before.

The lesson here is that consumers must ask for transparency and have an ac ve interest in understanding where their money is
going. There are numerous codes and regula ons pushing this agenda forward that we need to uphold as an industry:
We have been signatories to the United Na ons Principles of Responsible Inves ng (UN PRI) since 2006. This ins tu on is a global
driver of integra ng responsible investment prac ces into investment decision making.
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My take on responsible investing

ESG inves ng outperforming the markets
An analysis of more than 3 000 US mutual funds and exchange-traded funds shows that sustainable equity funds
outperformed their tradi onal peer funds by a median total of 4.3 percentage points in 2020.
During the same period, sustainable taxable bond funds outperformed their non-ESG counterparts by a median total return of
0.9 percentage points.

2020 Median Total Returns

Median Total Return
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There is also ample evidence of the beneﬁts of responsible inves ng. A study by Morgan Stanley showed that, in an analysis of
3 000 US exchange-traded funds and mutual funds, the funds managed using environmental, social and governance (ESG)
principles considerably outperformed their tradi onal counterparts.
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In a world where people are grappling with the a er-eﬀects of Covid-19, the interconnectedness of all of us has also driven
growth in interest in responsible inves ng. There is a growing cohort of investors who want to make meaningful investments
with real impact.
For me, responsible inves ng is not charity but a real opportunity we face daily to deliver investment returns in a way that
ac vely incorporates ESG principles. Responsible investors take on the challenge of using capital to improve our environment
and the people who live in it.
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Are net zero goals realistic
for South Africa?
Vanessa Mathebula, Quantitative Analyst, Prescient Investment Management

The much an cipated COP26 is fast approaching. This is the 2021 United
Na on's Climate Change Conference, where each par cipa ng country,
including South Africa, is expected to set more deliberate and ambi ous
climate change goals. These include commi ng to reduce greenhouse gas
emissions to net zero and restric ng global warming to no more than 1.5
degrees Celsius by 2050 or sooner, as per the Paris Agreement.

With the introduc on of the Asset Manager's Net Zero Agreement, fund managers globally are also now able to join the
movement. Interested par es can pledge their commitment to playing an ac ve role in suppor ng similar climate change goals
to those of the respec ve countries by 2050 or earlier. Globally, there are already great ini a ves in place, such as green
ﬁnancing solu ons (for example, green bonds), but, given our many macro-economic challenges, where do we stand as a
country? Can we realis cally move to the same rhythm as the global players?
Commi ng to advancing the goals of the Paris Agreement shows our willingness to collaborate and play an ac ve role in
achieving climate related goals. However, we might have bi en more than we can chew, especially given the expecta ons of
upping the ante in the upcoming COP26.

Fossil fuels are s ll a crucial driver of the SA economy
As a country, we rely on fossil fuels. For instance, coal con nues to be the primary energy source as it caters for about 77% of
South Africa's energy needs, according to the Department of Mineral Resources and Energy. Furthermore, no material changes
in this trend are expected in at least the next two decades. Unfortunately, the coal dilemma stretches wider than the obvious coal
mining industry. As per the ripple eﬀect theory, many other industries are, in fact, reliant on fossil fuels.
Aside from the obvious coal mining and electricity genera ng companies, transporta on (for example, Transnet as it transports
coal) and ﬁnancial sectors can also be indirectly linked to the coal industry. This, therefore, means that the majority of South
Africa's produc ve economy can directly or indirectly be linked to fossil fuels.
Admi edly, there are ini a ves in place that are meant to shi the country to 'greener pastures'. However, the transi on to
these alterna ve forms of climate friendly op ons is rela vely slow. For instance, PWC's Net Zero Economy Index shows South
Africa is making minimal progress in decoupling emissions from GDP.
The country's fundamental developmental challenges remain the main culprit. Not only do we lack the necessary infrastructure
to enable such a transi on, but the cost implica ons, especially for an overly indebted country like South Africa, coupled with the
poli cs associated with such decisions, are other hurdles that cannot be ignored. We are, therefore, forced to acknowledge our
shortcomings as a country and ﬁnd ways to engage and promote realis c change.
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This highlights the challenges we face as a country that s ll relies heavily on fossil fuels. Therefore, we are le with the ques on:
can we materially limit exposure to the aﬀected sectors without introducing any major adverse implica ons to the bo om line?
Probably not! At least not any me soon given the country's sluggish progress towards introducing greener alterna ves.
However, this does not imply that we cannot take smaller strides each day towards having an overall posi ve impact from a
sustainability standpoint.

A net posi ve contributor approach is a good start
One of the ways we can realis cally advance towards achieving our sustainability goals, given the challenges we face, is to adopt a
net posi ve contributor approach to overall Environmental, Social and Governance (ESG) factors. Not only does this enable us to
consider climate related factors in decisions in a less restric ve manner, but it also enables us to include other sustainability
factors, such as the social aspect, which is crucial for a country with a history of inequality like South Africa.
For instance, if we consider Eskom through a purely Net Zero lens, no investor would touch it. However, once we accept that it is
currently the primary producer of electricity, and thus supports economic ac vity countrywide and employs a notable por on of
the country's workforce, the scale would probably lt to the posi ve for such a counter, keeping everything else constant.
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In line with the Net Zero goals, if asset managers were to restrict exposure to fossil fuel linked companies and instruments
materially, diversiﬁca on and bo om line investment performance would be materially aﬀected. For instance, buying South
African government bonds would be a ques onable exercise as some of the proceeds are channeled towards assis ng stateowned en es closely linked to the coal industry, for example, Eskom. Bank paper would be ques onable too, as the average
investor has no insight into the por on of the bank's lending ac vi es that are linked to the fossil fuel industry.

Reecting on one of the
most turbulent decades
INVESTMENTS

There's no doubt in anyone's mind
that the last decade has been
turbulent and unpredictable. Natural
disasters, the Zuma administra on,
and poli cs generally around the
world. Having reﬂected on this period,
I w a n t e d t o s h a r e s o m e ke y
investment insights gained.
When inves ng in stocks with similar upside
poten al – always choose the be er business
In the years following Zuma's appointment as
president, South Africa's economic growth rate
dislocated from our peers around the world as
corrup on and mal-administra on became endemic in
the local economy. As you would expect as the years
passed and state capture became more entrenched,
growth con nued to decline, which had a massive
eﬀect on many the locally focussed South African
companies, especially given the cost pressures that they
were facing at a me of low or no growth.

Iain Power, Fund Manager of the
Nedgroup Investments Balanced Fund

Clearly, inves ng against this backdrop has been
challenging. One of the lessons we learned over the last
decade is that when you consider two securi es with
similar levels of upside– always choose the be er
business. In other words, invest in the company with a
higher return on capital, and a more substan al moat
that can sustain it through diﬃcult mes.
Many businesses are cheap for a reason, and it required
skill to diﬀeren ate and discern between what is a value
trap versus what is a real value opportunity.

Cyclical stocks: make sure you are buying at
the right price
Once you have iden ﬁed a solid company, it s ll needs
to be trading at a reasonable price to be a viable
addi on to your investment por olio. Therefore, it is
important to understand where you are in the cycle and
what the company earns today versus what its
sustainable earnings are through the cycle.
This means understanding the normalised return for
the business and then comparing that with where the
company is at today. When buying cyclical assets, it is
especially important to assess where the risks might lie
in terms of the earnings and the ra ngs.
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Be able to admit when you have made a mistake – and take appropriate ac on

As a fund manager, I believe one of the most signiﬁcant advantages you can give your clients is not being dogma c about your
posi on. When your investment case turns out to be wrong, you must reﬂect and have the intellectual honesty to admit that you
made a mistake and cut the posi on. It is generally more beneﬁcial to cut a posi on and redeploy the capital to get a higher return if
the experience looks like it is going to be diﬀerent from your base case expecta on.

Looking to the future - key trends
As we look towards the next 10 years, there are some key themes that I think will dominate the investment landscape.

Climate Change
Increasingly, we are seeing a very strong shi towards sustainability – not only in certain parts of the world, but everywhere.
Governments are recognising the impact of global warming on the planet, as well as the long term consequences if we don't reduce
our carbon emissions. Reducing emissions by embracing sustainable energy is one of the mechanisms to try and deal with this. While
there will be costs and disintermedia on for many of the aﬀected companies there will also be opportuni es.
Locally many of the minerals and resources used in ba ery technology, such as PGMs nickel, vanadium and copper will remain in
demand as the world pivots toward more sustainable energy.

ESG and inves ng
We are beginning to see many governments legisla ng targets in terms of sustainable usage of raw materials and also in terms of
green-house-gas emissions. This is a two-pronged approach to bring about change. Not only are regulators se ng limits that
companies will have to comply with, but legislators are also looking to penalise companies around the world that don't meet that
criteria by poten ally introducing carbon adjustment taxes. These penal es will start to put pressure on the dirty producers and
companies and force unwilling governments to regulate.
Companies that are able to transform and create more sustainable business models will be rewarded by investors who are looking for
sustainability. They will also be less impacted by the increasing costs of non-compliance.

The risks of long dura on assets
We are concerned, and have been warning, about exposure to expensively priced long-dura on assets for some me. We think the
shi in interest rates and inﬂa on expecta ons is underway and that the risk of a permanent loss of capital in these assets is high.

China – a change in policy framework
We are seeing a structural change in terms of policy direc on, where the government is looking for more inclusive growth and
opportuni es for its popula on with the goal of narrowing the wealth gap. There are 600m Chinese people today who live on less
than $145 per month. This is clearly not sustainable. So, what we are seeing is a new policy framework to level the playing ﬁeld, by
reducing an -compe ve prac ces, making educa on more aﬀordable, crea ng an aﬀordable healthcare and social welfare system,
and encouraging their popula on to have more children. Part of the policy will also be focussed on making home ownership
aﬀordable which is currently a big problem for the people excluded from the economy.
If the CCP can achieve these steps in the long run it will result in a more prosperous society.
The risk, however, is in the implementa on. China is very diﬀerent to the Western World in that they can eﬀec vely implement these
new regulatory changes overnight. As you would expect, this has caused a lot of anxiety in the market as it introduces a heightened
level of uncertainty. We expect it will nega vely impact the aﬀected companies' earnings and also see investors requiring a higher risk
premium. We wouldn't be surprised to see short term weakness, but in the long term we believe China will oﬀer plenty of
opportunity.
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The past ten years have been full of surprises like Brexit and Trump's elec on as US president. Through these events, the one thing we
have learnt is that when the facts change, you need to change your mind.

SA economy is an
Uno trying to be a
Ferrari

South Africa is in urgent need of implemen ng the economic
reform policies it has promised to do, but failed to deliver on,
to turn the local economy around.

These were the words of warning by Dr Thabi Leoka, founder of economic consul ng and advisory company Naha Investments,
at the recently held Allan Gray Investment Summit, who painted a grim picture of the state of the SA economy. The virtual event
brought together local and interna onal investment managers and other ﬁnance experts to share their perspec ves on how to
make sense of the current environment and invest for the future.
“To turn the economy around we really need to go back to the basics and look at what the easy wins are. The answers lie in ﬁxing
our educa on system, rolling out Spectrum in the telecommunica ons space as quickly as possible, and dealing with the lowhanging fruit where our economic policies are working against us,” said Leoka.
She explained that if you drill into the numbers, economic growth has not increased over 0.9% in the last 10 years, but, if
government together with the private sector were to invest in more infrastructure projects, SA could deliver growth of between
4 – 5%.
“The latest GDP data shows that the economy grew 1.2% in the second quarter of this year compared to 2020. But if you compare
this to pre-Covid-19 levels, the economy is actually 1.4% smaller than what it was then, which is worrying,” says Leoka. “We are
also bound to see a decline in business conﬁdence as economic growth declines. The current environment is simply not
conducive for businesses to want to invest, given the poli cal and economic risks at play.”
She added that households have been struggling given the increases in rates and taxes, job losses, and salary cuts, which have
had a major impact on household consump on.
“We need household consump on to increase, but we are unlikely to see large increases in household spending any me soon.
Banks are not giving credit extensions to households given that they are being very cau ous in the current environment, and
people aren't applying for loans because they are already over indebted.”
She said that South Africa has a very diverse economy, that if u lised correctly, would be able to deliver growth.
“The problem is that the sectors that should be growing – agriculture, manufacturing, tourism – are not. Manufacturing used to
make up 20% of GDP but now it is closer to 13%. If we s mulate these sectors, they can help us deal with the problems of poverty
and unemployment.”
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Dr Thabi Leoka, founder of Naha Investments

SA economy is an Uno trying to be a Ferrari

The sector that is growing the fastest is ﬁnance, which uses skilled labour, but South Africa doesn't get revenue from this sector,
unlike mining, and it is not labour-absorbing.

INVESTMENTS

Leoka said that SA produces approximately 60 – 65% of the world's chrome, yet SA does not derive any beneﬁt from using the
metal in the manufacturing process on home soil – because it is exported to places like China.
“One of the examples of how our economic policy is working against us is with the export tariﬀs we place on the producers of
chrome in South Africa. We should rather be pu ng import tariﬀs on chrome, which is done successfully with our emerging
market counterparts like Brazil and elsewhere.”
She explained that the telecommunica ons sector needs to urgently roll out the highly an cipated Spectrum project, which will
increase broadband coverage at a lower price point, allowing more entrepreneurs and businesses to ﬂourish. This will in turn
create more jobs and decrease the appalling unemployment ﬁgure of 44%.
“You cannot use a Ferrari eﬀec vely if you have an engine of an Uno in that supercar. This is our economy – we have such a
wonderful diverse economy with opportunity that beckons, yet 44% of our na on is not working. At the same me there are
solu ons we can apply today, that we are not doing.”
She said that another solu on is overhauling the educa on system, given that “the matric cer ﬁcate is not worth the paper it is
printed on”.
“If you look at the number of graduates who can't ﬁnd jobs, most of them are TVET graduates; these colleges have not worked,”
says Leoka. “We need the educa on system to deliver matriculants who understand business so that they can start their own
ventures, and create employment. We also need more ﬂexibility of the degree requirements and subject choices at university, so
that we can get more people employed.”
She said that South Africa needs to move away from throwing “money at the poor to solve problems” as this creates reliance on
government grants.
“The poor have been increasing as a direct result of policy implementa on,” said Leoka.
In 2000, there were 7 million grant recipients, in 2010 there were 14 million, and in 2021 there are 18.4 million people who rely on
social grants.
“We can't spend our way through our problems. We are alloca ng a lot of money to consump on, but we need to allocate more
to investment to grow the economy. We are also spending more money servicing our debt (11.8%) than we are on health
(11.55%); it doesn't make sense. We need growth to be suitable for our economy, but it is not,” concluded Leoka.
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Opportunities seen
in listed property
as investment
risks ease
Yusuf Mowlana, Portfolio Manager, Prudential

Listed property companies have experienced a tumultuous past 18 months given the
Coronavirus crisis, the slow rollout of the country's vaccina on programme and July's
social unrest and loo ng that impacted severely on proper es in KwaZulu Natal and
Gauteng. The depth of the resul ng downturn was made worse by the weak
fundamentals prior to the onset of the pandemic. However, it is important for investors to
dis nguish clearly between longer term, secular trends (such as the growth of online
retail), medium term cyclical trends (such as ﬂuctua ng vacancies and rents) and events
which are hopefully once oﬀ and non-recurring, such as the damage to property in two of
South Africa's main economic hubs and the Coronavirus pandemic.
Although we are under no illusion that many short term events may have signiﬁcant longer term implica ons for the listed
property sector, these developments should not result in investors abandoning a focus on asset valua ons or the diversiﬁca on
beneﬁts listed property oﬀers investor por olios over the longer term.
As a reminder, over ﬁve year periods or longer the asset class has the ability to deliver growing distribu on streams that provide
regular income under many condi ons, with distribu ons based on underlying rental contracts usually incorpora ng inﬂa on
linked increases over me. This can make certain listed property market segments beneﬁciaries of higher inﬂa on. Capital
growth is a bonus for investors, and although it comes with vola lity, the rela ve consistency of distribu ons makes property
stocks somewhat less risky than other equity sectors if property fundamentals and company balance sheets are intact. Property
companies structured as Real Estate Investment Trusts (REITS) are required to pay out 75% of their distributable income to
shareholders, which allows some reten on for maintenance of proper es and future growth. For this reason, our recommended
investment horizon for inves ng in listed property, is ﬁve years or longer, rather than seven years for other equity only funds.
However, investors must be willing to accept some shorter term vola lity in exchange for longer term outperformance.
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The last year has proved to be a rewarding me to invest in the
sector due to some of the a rac ve valua ons that have been
available for careful investors. Listed property has been the best
performing sector (and asset class) on the JSE so far this year,
recording a 27.9% return over the nine months to the end of
September. Although investment risks have been high for some
property companies due to either large exposure to the weakest
segments of the property market, unsustainable levels of debt or
insuﬃcient diversiﬁca on in their underlying holdings, certain
other companies with strong fundamentals have been oﬀering
good value.
For example, investors were able to buy a blue chip counter like
Growthpoint, the country's largest landlord, at extremely cheap
valua ons during the downturn, when the perceived risks were
highest, and then take some proﬁt from this posi on in the
ensuing market recovery, which is ongoing.
With the highly uncertain condi ons now aba ng and economic
ac vity star ng to accelerate, the mixed fortunes of property
companies are obvious. In the retail space, we are seeing stable
vacancies with lower rents and ongoing rent relief to aﬀected
tenants, while the industrial segment has some evidence of
tenant failures and downsizing. Unfortunately, the oﬃce market
has demonstrated weak demand and li le pricing power, along
with very high vacancies. In contrast, the self-storage segment (as
represented by Stor-age) had an excep onally robust year,
managing to both grow rental rates and improve occupancy by
'le ng up' space.
Despite property's strong share price performance more
recently, investors have not missed the boat. The sector
con nues to oﬀer a rac ve long term growth prospects, with the
All Property Index reﬂec ng a 12-month forward dividend yield at
around 9% as of end September, plus further growth expected on
top of this. For example, companies with favourable long term
tailwinds like Stor-Age and Equites (logis cs) are s ll priced
a rac vely rela ve to their ability to produce growing cash ﬂows
and development proﬁts.
However, listed property is a lagging sector in the cycle, as
earnings are usually only impacted nega vely once rental
contracts come to an end and new rates are set at lower levels
(nega ve reversions) – and this is s ll happening. While the
logis cs and self-storage segments have been the most resilient
and are performing well, retail rents in large metropolitan malls
are expiring at lower rents with stable occupancies, and the oﬃce
segment is far weaker. On the posi ve side, new specula ve
developments in these segments have halted during the
pandemic and the retail supply-demand balance is healthier,
which should lead to improving rental growth over the medium
term.
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Latest valua ons remain inexpensive
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How much could
an emotional investment
decision potentially
cost you?
Ryan Campbell-Harris, Consulting Actuary, Simeka Consultants and Actuaries

If you have been se ng aside money for re rement, then you
should be aware that saving for re rement is a long term
investment. You will probably also have heard something to
the eﬀect of, “Set a re rement investment strategy and s ck to
it”. Technically, it is advisable to ignore what the markets do
over the short term and focus on growing your re rement nest
egg over the long term.
However, for many members this is easier said than done, especially a er what happened to the markets in March 2020.
According to Joel Bruckenstein, “It was an emo onal knee-jerk reac on. People o en sell in panic”. For re rement fund members
who closely watch their re rement savings, March 2020 would have brought on a wide range of emo ons. Watching one's savings
tumble by almost 20% in a ma er of days could cause many to panic and switch to cash or a more conserva ve investment por olio.
This was evident when the number of switches that occurred on a large re rement fund administra on pla orm in March 2020
were analysed. Comparing the ﬁrst 10 days to the second 10 days of March 2020, when the market reached its lowest point, the
number of investment switches more than doubled, and the size of the assets switched almost tripled.
Although the idea of switching to a more stable investment amid very vola le market condi ons seems appealing, the impact of
switching during or a er a market crash and missing out on returns when the market recovers can be quite an expensive price to pay.
Especially considering that within a year, the ﬁnancial markets had more than recovered from the ini al crash.
We know that hindsight is always 20/20, but fast-forwarding to a year later, 31 March 2021, we wanted to see what the impact would
have been on a member's re rement savings if the member had switched their investment to a conserva ve por olio at the end of
March 2020.
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Considera ons
There are several factors that could impact the comparisons and we found that the most important ones were the size of the
member's re rement savings rela ve to salary, and the investment por olio the member was invested in originally.
Our calcula ons were based on diﬀerent scenarios, varying the size of the re rement savings rela ve to the star ng salary as well as
the original investment por olio. For the purposes of the original investment por olio, we looked at scenarios where the member
was invested in one of several aggressive, moderate or passive por olios.
We also considered diﬀerent types of conserva ve por olios like cash and smooth bonus, and found that the por olios yielded quite
similar returns over the period. So, for the purposes of these comparisons, it did not really ma er which por olio was used as the
conserva ve por olio.

Our ﬁndings
The analysis clearly revealed that the ﬁnal re rement savings amount at 31 March 2021 would have been signiﬁcantly higher had the
member chosen not to switch their investment in March 2020.
By switching to a conserva ve por olio a er the market crash, the member eﬀec vely crystallised the losses experienced.
Furthermore, as a result of compound interest over the market recovery period, the impact of these crystallised losses a er a year is
much larger than the ini al loss experienced.
We also found that the more aggressive the ini al por olio, the larger the loss experienced by the member who switched to the
conserva ve por olio immediately a er the crash. The more aggressive por olios achieved higher returns than less aggressive
por olios over this period. As a result, members who switched into conserva ve por olios from aggressive por olios missed out on
this signiﬁcant recovery.
Another observa on was that the larger the ini al re rement savings amount, the bigger the rela ve loss suﬀered a er a year by the
member who switched to the conserva ve por olio. Calcula ons revealed that, in certain instances, a er a year, the re rement
savings invested in the conserva ve por olio were s ll lower than the ini al investment. So even adding 12 months' contribu ons
and growth from the conserva ve por olio, some members' re rement savings were s ll lower than their value at 31 March 2020.

What can be learnt from these results?
Having switched to a conserva ve por olio straight a er the March 2020 market crash, one year later a member is far worse oﬀ than
had they remained invested in their original por olio. By locking in the losses experienced, the member is making a permanent
change to their re rement outcome.
The results above are based on the beneﬁt of hindsight, as nobody knew how long the market would take to recover a er the crash.
However, we have learnt from history that ﬁnancial markets always recover from a market crash over the long term. So, the longer a
member remains invested in the market, the be er their re rement outcome will be, bearing in mind that the me horizon for a
member close to re rement is very diﬀerent from that of a younger member.
The impact for members close to re rement could be more severe, as the ini al value is rela vely bigger, and the outcome will
depend on the member's re rement strategy. Any switch closer to re rement that disconnects the pre- and post-re rement
strategies could poten ally escalate the impact.
If a member is close to re rement and their strategy is broadly aligned to their re rement plans, a signiﬁcant drop in value would be
matched by a reduc on in the price of the life annuity. Alterna vely, a member who is purchasing a living annuity and switched out of
a matched investment strategy would have missed out on the market recovery.
S cking to a re rement investment strategy over the long term, should always have a be er outcome than allowing the short term
outcomes and accompanying emo ons to drive the re rement savings decision one makes. Always remember not to “make a
permanent decision based on temporary emo ons”. Members should speak to their ﬁnancial adviser before taking any ac on.
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Christel Botha, duciary services manager, Alexander Forbes

Dealing with administra on a er the death of a loved one can be stressful for the family. This
is why you need to ensure that your beneﬁciary nomina on accurately reﬂects your wishes
so that your loved ones receive their inheritance eﬃciently and without delay.
Many people mistakenly believe that their nomina on of beneﬁciaries in their pension fund is the same as that in their last will
and testament. However, your pension fund does not form part of your estate when you die, and your appointed executor does not
deal with the payment of your re rement fund death beneﬁts.
Your will and your pension beneﬁciary nomina on form are two separate documents. They are guided by diﬀerent legisla on,
which means diﬀerent rules apply. It is important to understand how both work.

Understanding nomina ons in your last will and testament
This crucial document governs how assets from your deceased estate will be distributed in terms of the Administra on of Estates Act
66 of 1965. Assets include anything from property to vehicles, jewellery or investments.
You can include whatever you want in your will, and leave assets to anyone whom you see ﬁt. However, check that your beneﬁciaries
are named correctly in your will to avoid confusion later.
A beneﬁciary who is named in your will may not sign as a witness, as this disqualiﬁes them from receiving beneﬁts.
It is prudent to have your will professionally dra ed. Remember to update it regularly, especially during major life events such as
marriage, the birth of a child or divorce.

Understanding the death claims process of re rement funds
Speciﬁc fund rules and legal requirements govern re rement funds. Sec on 37C of the Pensions Funds Act governs how re rement
savings in an employer's fund are shared out among beneﬁciaries when a pension fund member passes away. A beneﬁciary could be
your mother, your spouse, your children, or anyone else in your life who depend on you ﬁnancially, even a charity.
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A board of trustees manages the re rement fund. Upon your death, the trustees conduct an enquiry into your beneﬁciary
nomina ons to ascertain who was ﬁnancially dependent upon you during your life me so that they are not le without ﬁnancial
support. The trustees decide how the money should be paid out, even over and above the clear wishes of the member.
For example, a mother passed away two days a er her baby had been born. She was yet to update her nomina on of beneﬁciary
form, and her assets were instructed to pass to her family. A er inves ga on, however, the trustees of her pension fund amended
her distribu on of savings, giving the bulk of the death beneﬁts to her newborn daughter.
Death beneﬁts are excluded from the member's estate and must be dealt with according to the Pension Funds Act.
In terms of this Act, when deciding how to allocate the death beneﬁt, the trustees are legally bound to consider the following factors
as they relate to each poten al beneﬁciary:
•
•
•
•
•
•
•
•

Their ﬁnancial posi on
Other sources of income and ﬁnancial support available to them
Their age
Their future income or ability to earn an income
How much money they need
How the person was related to the member
The value of the death beneﬁt that is available to allocate
The wri en wishes of the member

Once their inves ga on is complete, the trustees have to decide how the re rement savings will be shared out among your
beneﬁciaries. They may even decide to allocate a nil por on to a dependant or nominee.
It's important to update your beneﬁciary nomina on form whenever you go through a big life event such as when you marry, divorce
or have a child. If the details are not up to date, it could be diﬃcult for the trustees to trace your family members, which might cause a
delay in paying them.
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Insurance for seniors:
match your premium
to your life stage

Bertus Visser, Chief Executive of Distribution, PSG Insure

They say that the one constant in life is change, and this is certainly true for
anyone entering their senior years. Suddenly you may ﬁnd yourself working
less, enjoying your hard earned money more and spending your me on more
relaxing pursuits. However, lifestyle is not the only thing that evolves as you
enter into your next life stage. As your health and ﬁnancial needs start to
change, so do your risks and insurance requirements.
Bertus Visser, Chief Execu ve of Distribu on at PSG Insure, points out that people in their senior years should start to look at their risk
management processes a li le diﬀerently. “Around age 65 or 70 is when you should start taking stock of changes in your vehicle usage,
the possible shrinking of your asset base, your medical needs, and life insurance requirements – alongside a range of other factors.”
Visser points out that it would be wise to have a long conversa on with your ﬁnancial adviser about structuring an insurance por olio
to match your current needs and suit your pocket, allowing you to make the most of your ﬁnances.
“It is important for older people to revisit their insurance por olio and adjust their cover as they downscale their lives, since this will
impact their risk proﬁle. For instance, if they are moving to a re rement village or old age home, this will impact their risk proﬁle and
they should pay a lower premium. Similarly, you might scale down on the possessions you take with you to a smaller property, and this
in turn can impact on the amount of cover that you need.
“The same applies to their vehicle insurance: as they drive less, their risk reduces and they may want to increase their excess to pay a
smaller monthly premium. In fact, some insurers waive the excess en rely for people over the age of 55. Many insurers now also
provide the op on to pay only for the mileage you drive, which is a good op on for older people who generally tend to drive less.”
On the one hand, people over the age of 55 can actually get much lower premium rates for car insurance than younger people as they
are considered less “risky”. While on the other hand, these lower premiums may come with a few addi onal s pula ons to comply
with which may change as you age to help you manage your risks be er.
Lastly, value added services can be a great addi on to your por olio, according to Visser. “Add-ons such as 24-hour emergency
assistance, road cover including license renewal services (which can be very beneﬁcial to older people), free assessments, tyre and
excess solu ons can come in handy and make life a li le easier whilst helping to save a li le money too.”
He adds that entering into your next life stage has its beneﬁts and presents a great opportunity to be er manage your risks while
scaling down your spend on insurance products. “It may become a bit more complex to compile a great insurance por olio, but a
knowledgeable and competent adviser can make it happen,” Visser concludes.
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Rest in peace Allan Greenblo
It is with great sadness that Pensions World notes the passing of Allan Greenblo (76) who passed away in the early hours of
Monday, 11 October 2021.
Allan was one of the great inﬂuencers of the South African ﬁnancial journalism landscape. He co-founded the independent
publica on Finance Week, which he edited from 1982 to 1995. Allan then served as managing director of BDFM (a joint venture
between the Financial Times of London and Arena Holdings, a local media group). In 2005, Allan launched Today's Trustee. Many
trustees, principal oﬃcers and service providers in the re rement funds industry will recognise Today's Trustee as a reliable
reference source on a vast number of relevant topics and industry developments.
Greenblo was passionate about his work and deeply commi ed to South Africa. Those who knew him would describe him as a
moral compass, never wavering in his beliefs of right and wrong.
Our thoughts are with Allan's family at this me, his wife Riana and daughter Mia.

Sanlam Investments and Absa combine investment businesses in South Africa
Sanlam and Absa have agreed to enter into a transac on that will see their respec ve asset management businesses consolidated
within Sanlam Investment Holdings (SIH).
SIH currently consists of a tradi onal ac ve manager business, a mul -manager business, a collec ve investments business, an
alterna ve investments business and the index tracking business, Satrix.
As part of this transac on, Glacier by Sanlam intends to enter into agreements to acquire Absa's market-linked investment
service provider business. Glacier will take full responsibility for the linked investment pla orm business from the transac on
eﬀec ve date.
This transac on will enable Sanlam Investments to invest more broadly in ESG integra on, research and technology. The venture
also unlocks synergies by improving processes, managing data more eﬀec vely and innova ng new products. Furthermore, the
combina on of Sanlam and Absa's distribu on capabili es will enhance Sanlam's reach, thus deepening ﬁnancial inclusion.
The new SIH business will have assets under management, administra on and advice in excess of R1 trillion.
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Black-owned asset manager set on driving transforma on in the sector
With a 17-year track record in delivering true value for its ins tu onal and retail investors, BlueAlpha Investment Management
con nues to make strides in growing its business while maintaining a focused commitment to transforma on in South Africa.
Following a deal with Crede Capital Partners, who acquired a majority shareholding in the award-winning asset management
company in January 2020, BlueAlpha is proud to announce that it has appointed industry heavyweight, Peggy-Sue Khumalo, as a
Non-Execu ve Director on its board.
According to Richard Pi , CEO of BlueAlpha Investment Management, the company's approach is centered on its ability to
a ract the right people that enable it to bring about transforma on and growth within both the sector and the country. “The
appointment of Khumalo conﬁrms our commitment to transforma on and growth, and is another big step in the BlueAlpha
transforma on journey.”
Pi says that Khumalo brings with her a wealth of experience and in-depth knowledge of the industry that will only add to the
strong growth trajectory and success of the company.

We have processed in excess of 1.4
million traces.
TRACING SERVICES

We have been around the block a few mes, so
all governance processes are in place. We’ve
established a state-of-the-art call center
manned by skilled inves gators and a
document collec on team that understands
your funds needs.
You only pay for successful traces.

For more informa on, please visit our website, www.ictstracing.co.za or contact:
Chris Combrinck or Revlon Selotole on 087 330 5613/087 330 5615 or
chrisc@ictstracing.co.za or revlons@ictstracing.co.za
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Back to the future
Lelané Bezuidenhout CFP®, CEO, Financial Planning Institute of Southern Africa

Can you believe 2021 is nearly over? I absolutely
cannot, but I am extremely glad that both summer and
some semblance of normality seem to be on their way…

As I reﬂect on the year so far, I do so with immense pride in all of the things that FPI has achieved, despite what seem like
perpetual curveballs being thrown our way. As always, none of it would have been possible without the support of our members,
our corporate partners and our professional prac ces. To all of you I can only say, thank you.

The future is human
Right now, we're channeling all of our energies towards the Professionals Conven on, and we couldn't be more excited about
the 2021 itera on on 25 and 26 October. We've made the prudent decision to go 100% virtual, partnering with The Conference
Company to bring you a truly mind blowing digital experience. The theme 'The Future is Human' was chosen by our members to
remind us all of the sacred human rela onship between client and adviser. While technology is a fantas c way of facilita ng
rela onships and driving eﬃciency, it can never replace the human touch.
Case in point is the incredible virtual conference experience we have prepared. Live polls, Q&As, and gamiﬁca on will enable
a endees to interact at all mes during the conven on and ensure that you never lose interest. A dedicated Mee ng Hub allows
you to message other par cipants directly and even to conduct one-on-one video mee ngs with each other. And because all of
the speaker presenta ons will be available for 30 days a er the Conven on, a endees can go back and watch the sessions they
missed at their leisure (and earn veriﬁable CPD points while they're at it!).
Of course, a conference is nothing without a stellar line-up of speakers. Going 100% virtual has allowed FPI to pick the absolute
best of the best. Highlights include world renowned American cogni ve neuroscien st Dr Caroline Leaf, interna onally
acclaimed Future Strategist John Sanei and the UK's Nick Elston who will use his own inspira onal story of overcoming adversity
to inspire you to priori se self-development. If you haven't already done so, please book your seat at www.fpi.co.za/events.
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By the me you read this we will have concluded Financial Planning Week, an ongoing consumer ini a ve designed to make
ﬁnancial planning a fundamental aspect of all South African's lives. Every October, the FPI coordinates a ra of ini a ves to raise
the proﬁle of ﬁnancial planning in SA. These range from formal events, media interviews and ar cles through to informal
promo on of the profession through word-of-mouth and social media.
The week is all about encouraging everyone in the industry to promote the beneﬁts of comprehensive ﬁnancial planning,
highligh ng the value of the FPI professional membership to both the industry and the public and emphasising the diﬀerence
between holis c ﬁnancial planning and product orientated ﬁnancial advice.

A makeover for FPI MYMONEY123™
Since launching in 2012, our highly successful ﬁnancial outreach program has touched the lives of thousands of South Africans,
helping them to get be er at personal ﬁnancial management and budge ng, showing them how to deal with debt and enhancing
their understanding of savings and investments.
But even the best brands need a refresh every now and then. To this end we commissioned The Agency to breathe new life into
FPIMYMONEY123™. “The rebrand called for a holis c new approach,” says Sage Basse , head of design and strategy at The
Agency. “Including a refreshed logo and visual iden ty, the building out of brand assets like social media campaigns and a full
website redesign.”
'The three most important le ers in ﬁnancial planning'
In September 2021, we ran a highly successful print campaign reminding the community of the immense value that the CFP®
designa on can bring to all South Africans. Preparing for an uncertain future has never been so important. Financial wellness is
the cornerstone of a healthy society and should be the goal of every individual. But achieving ﬁnancial wellness is easier said than
done.
The CFP® designa on is interna onally recognised as the professional standard for ﬁnancial planning professionals. It gives
consumers conﬁdence that the ﬁnancial planner they're dealing with is suitably qualiﬁed and gives assurance that they remain
up to date with developments in the industry. Engaging the services of a CFP® professional guarantees you the 'Five Es':
Educa on, Exam, Experience, Ethics and Enforcement.
What's in the pipeline?
While all eyes are on the Conven on right now, we are reviewing our strategy to ensure that we remain relevant to our
stakeholders during these ever-changing mes and ge ng ready for 2022 – me ﬂies.
On that note I will say farewell. I hope to see you at the Conven on or at one of our upcoming workshops.
Stay safe,
Lelane
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Adjudicator cautions against
rigid application of the law

Adv Muvhango Lukhaimane, the Pension Funds Adjudicator

It is some mes said that the “law is an ass” when one thinks the law is too rigid,
unnecessary or ridiculous.
This could well have been running through the mind of Pension Funds Adjudicator, Muvhango Lukhaimane, when she ruled in a
ma er involving the payment of a surplus beneﬁt amoun ng to R596,76.
“Already, the complainant has spent more than R596.76 trying to access this surplus beneﬁt. The fund in turn is going to spend
more than R596.76 to determine who is en tled to the beneﬁt,” she said in veiled cri cism of interpreta on of sec on 37C of the
Pension Funds Act (the Act).
The complainant sought payment of a surplus beneﬁt following the death of her husband who was a member of the Auto Workers
Provident Fund. The deceased par cipated in the fund from October 2004 un l his resigna on on 5 February 2007. The deceased was
paid a withdrawal beneﬁt of R11 167.76 on 9 April 2008.
Following his exit from the fund, a surplus beneﬁt of R596.76 became available and payable to the deceased. However, he did not
instruct the fund on how his beneﬁt should be paid.
The complainant said that when she enquired about the surplus beneﬁt, she was informed that she must provide the deceased's
tax number which she did not have. SARS indicated that she required le ers of executorship in order to obtain the deceased's tax
number. She proceeded to obtain the le er of executorship. She also requested the surplus beneﬁt amount which she was not
provided with. She produced electronic mail correspondence from the fund which indicated that the surplus beneﬁt in respect of
the deceased was available.
In its response, the fund stated that as the deceased passed away without providing the fund with an instruc on on how his
surplus beneﬁt should be paid, the beneﬁt should be paid in terms of sec on 37C of the Act in line with the Interpreta on Ruling 1
of 2020 issued by the Financial Sector Conduct Authority.
The fund provided a beneﬁt statement in response to the complainant's request for the par culars of the amount payable. The
beneﬁt statement was dated 10 June 2021 and reﬂected that following an actuarial evalua on conducted by the fund, its records
reﬂected that a surplus beneﬁt in the amount of R396.76 was payable to the deceased.
In her determina on, Ms Lukhaimane said sec on 37C of the Act places a duty on the board of management of the fund to
iden fy the beneﬁciaries of a deceased member and vests the board of management with discre onary powers on the
propor ons and manner of distribu ng the proceeds of a death beneﬁt.
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“The evidence indicates that a surplus beneﬁt of R596.76 became payable to the deceased following his exit from the fund. The
fund indicated that whilst the beneﬁt was due, the deceased passed away prior to him providing it with an instruc on on how the
surplus beneﬁt was to be paid. Thus, the beneﬁt must be distributed in terms of sec on 37C of the Act.
“The fund indicated that the deceased's dependants would be no ﬁed about the outcome of its inves ga on in terms of sec on
37C of the Act.
“This case is an indica on of what a farce the law can be at mes. The FSCA's interpreta on ruling requiring amounts for exits such
as these to be dealt with in terms of sec on 37C of the Act is such a case in point.
“Already, the complainant has spent more than R596.76 trying to access this surplus beneﬁt. The fund in turn is going to spend
more than R596.76 to determine who is en tled to the beneﬁt in terms of sec on 37C. In the mean me, everyone is scratching
their heads as to what unnecessarily drives costs within re rement fund administra on. This interpreta on ruling being
administra ve ac on that is not even grounded properly in law,” said Ms Lukhaimane.
The fund was ordered to inves gate and iden fy the deceased's dependants in terms of sec on 37C of the Act and allocate and
pay the surplus beneﬁt to the deceased's beneﬁciaries.
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The board of management may not unduly fe er its discre on by following a rigid policy that takes no account of the personal
circumstances of each beneﬁciary and of the prevailing situa on.
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The Institute of Retirement Funds Africa
is making a change and invites you to
join them in doing so

As part of fulﬁlling its role, the Ins tute of Re rement Funds Africa
(IRFA) interacts with stakeholders and regulators on driving and
inﬂuencing policy. Our working commi ees have in recent mes been
very busy engaging with Na onal Treasury, the Financial Sector Conduct
Authority (FSCA), the Informa on Regulator and the South African
Revenue Service on policy ma ers. As an organisa on we appreciate
how important it is for all stakeholders to remain informed of regulatory
developments and sector trends.
Geraldine Fowler, IRFA President and Chairperson

We want to highlight the following recent submissions which we
believe are of par cular importance:
• COFI Bill, we have had numerous engagements on this law
and have highlighted some of the most pressing issues to
the FSCA and Na onal Treasury.
• Proposed changes to the condi ons for licensing
re rement fund beneﬁt administrators. The IRFA made a
submission to the FSCA on this following two workshops
with the broader IRFA stakeholders and extensive work
done by the IRFA Legal and Technical Commi ee.
• Proposed changes to the law to allow for early access to
re rement beneﬁts. The IRFA has made a submission to
Na onal Treasury on this and we know that this is a
development that will have a big impact on re rement
funds and re rement savings.
The year 2020 saw the world change in ways that could not have
been imagined. The Covid-19 pandemic has impacted on the
lives of each and every one of us. The greatest impact however
must surely be that felt by the already marginalised members of
our society. The pandemic has impacted on the poor and on
women in devasta ng ways, and has highlighted again the huge
divide that exists in socie es across the world. More so than
ever must we recognise the urgent need to ﬁnd ways to
posi vely bring about meaningful change. The re rement sector
is very well posi oned to contribute to such posi ve change.
Our working groups provide us with access to extensive
exper se. The work done allows the re rement sector to focus
on the needs of members and trustees/principal oﬃcers and at
the same me link this to the prac cal day-to-day opera ons of
re rement funds. In addi on, crea ve ways in which posi ve
contribu on to economic growth can be achieved are explored.
We would encourage all re rement sector stakeholders to
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consider how they can be part of these ac vi es. The IRFA's
infrastructure facilitates this important interac on and
collabora on - membership of the organisa on is a prerequisite
for joining one of the working groups. Consider how you would
like to contribute to the sector and reach out to us if you would
like to discuss membership. More informa on on membership is
available at: www.irf.org.za.
The IRFA has always worked hard to create events where cri cal
ideas can be shared, learning can happen and solu ons be
explored. Our November 2021 conference is about just this. The
theme of our conference “The re rement industry beyond
COVID – lessons for a new world” will aﬀord opportuni es to
analyse impac ul contribu on toward economic growth,
aligning investments to changing mes, leadership skills and
much more. Also, will we look at some of the important
legisla ve changes that have and will take place. We look
forward to seeing our members and those involved in our
industry in-person in Johannesburg and Cape Town.
I personally look forward to our conference and the work that
will be done there, and invite you to become part of the IRFA so
that together we can work at be er re rement outcomes for
those we serve and be er condi ons for the communi es in
which they live.
For more informa on about the conference please visit:
h ps://www.irf-conference.co.za.
As always, my best to all
Geraldine
IRFA President and Chairperson

LEGAL ROUND UP

Providing useful
services backed by
outstanding exper se
We provide services associated with the legal, legisla ve and
regulatory aspects of employee beneﬁts to mostly ﬁnancial
services companies and funds. Our clients trust us because
we have deep exper se, long experience and understand
what they do. We make legisla ve and regulatory
complexity easier for you to understand and implement. We
work closely with you to achieve your goals.
Our services include assistance with:
Ÿ Agreements and forms
Ÿ Rules dra ing and submission
Ÿ Training and publica ons on legisla ve, regulatory and
Ÿ
Ÿ
Ÿ
Ÿ

other legal issues
Regulatory compliance for example POPIA and
complaints management
General queries, guidance, inves ga ons, complaints
and li ga on support
Sec on 37C and 37D decisions
Independent board or principal oﬃcer posi ons

Please contact Leanne van Wyk on 083 257 8468 or
vanwykl@icts.co.za for more informa on or visit our website
www.icts.co.za

ICTS Legal Services (Pty) Ltd is not a law ﬁrm and we are not legal prac oners.

LEGAL SERVICES

Julie Gerber, ICTS Legal Services (Pty) Ltd

New PAIA Regula ons
The new Regula ons under the Promo on of Access to Informa on Act 2 of 2000 (“PAIA”) were published on 27 August 2021. The
purpose of these Regula ons is to align the requirements of PAIA with the provisions of the Protec on of Personal Informa on Act 4 of
2013 (“POPIA”).
The guide
In terms of sec on 10 of PAIA, the Informa on Regulator must publish a guide which details how the public may make requests for
records of private bodies. (The guide is a diﬀerent document to the sec on 51 manual.)
Once the guide has been prepared by the Informa on Regulator, private bodies (for example, any company or re rement fund) must
make a copy of the guide available for inspec on at their oﬃces in two oﬃcial languages and no fee may be charged for making copies
of the guide available to requesters.
The Informa on Regulator's guide will set out –
• the objec ves of PAIA and POPIA;
• how to request access to a record held by a private body;
• the assistance available from informa on oﬃcers and the Informa on Regulator;
• remedies in law regarding any act or failure to act in respect of a right or duty in PAIA and POPIA;
• the requirements of private bodies to compile a manual.
Making records available without a formal applica on
Private bodies can elect to make certain records available for inspec on without the requester having to apply for inspec on of the
record (sec on 52 of PAIA). If they elect to do so, they must make the list of records (which must be kept updated) –
• available to the Informa on Regulator;
• available on the fund/company's website (if they have one); and
• available for inspec on at the fund's registered oﬃce during normal oﬃce hours.
For all other records, the requester must apply to the private body in the correct format (for requesters who cannot complete the form,
the informa on oﬃcer must complete and submit a form on that person's behalf). A er considering the applica on, the informa on
oﬃcer must inform the requester whether or not the private body is prepared to release the record and what the cost will be. If the
informa on oﬃcer inten onally or in a grossly negligent manner charges a fee that is not allowed by the Regula ons, the informa on
oﬃcer could be liable to pay a ﬁne or suﬀer imprisonment.
PAIA sec on 51 manuals
Private bodies (which includes re rement funds) have un l 31 December 2021 to prepare their PAIA manuals, which set out what
records are held by them and how they may be accessed.
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The Regula ons also set out the procedure to be followed if the
requester is not sa sﬁed with the informa on oﬃcer's decision,
as well as the du es of the informa on oﬃcer in responding to
any complaint.

LEGAL ROUND-UP

There are prescribed forms (available on the Informa on
Regulator's website) which accompany the new regula ons and
which must be used by all par es.

Na onal Treasury media releases
Treasury has conﬁrmed that there is a planned overhaul of
South Africa's re rement fund rules aimed at encouraging
people to save, although there will be limited opportunity for
people to access monies in their re rement fund early.
Re rement reforms will be focussed on preserving
contribu ons.
Tax legisla on will be introduced to discourage people from
cashing in their re rement fund monies prior to re rement.
However, the tax rules will also be changed to allow members
early access to a por on of their fund beneﬁts.
The Finance Minister and Treasury have shown support for a
system that will allow access to a percentage of members'
re rement funds in mes of diﬃculty, for example, to se le
bond repayments or debt.
The legisla on is yet to be dra ed and is s ll in the consulta on
phase. It is likely that Treasury will release a Bill for comment
following the October Medium Term Budget Policy Statement
and that the changes would become eﬀec ve in 2022.

Treasury's proposed “two-pot” system
Treasury has raised the possibility of a “two-pot” system, where
contribu ons would be split between the pots (in a propor on
not yet decided) • Pot 1 would be for longer term re rement savings and will
have to be preserved and paid out on re rement.
• Pot 2 would be for short term ﬁnancial needs and members
will be able access pot 2 for this purpose.
The detail of the two-pot system has not yet been ﬁnalised and
there are many issues that s ll require clarity, such as • What will the split be between contribu ons going to pot 1
and pot 2?
• Will access only be allowed to contribu ons and return
built up in pot 2 a er the legisla on becomes eﬀec ve or
will some of what has already been accrued in the fund be
added to pot 2 and allowed to be accessed?
• Will there be a minimum amount that must be available in
pot 2 before it may be accessed?
• Will access be allowed at any me?
• What reasons will have to be given in order to access pot 2
and who will decide if the reasons are adequate?
• Will there be diﬀerent rules for re rement annuity funds,
preserva on funds and deﬁned beneﬁt funds?

pg74

Pensions World SA | November 2021

Retirement funds – recent developments and reforms

term ﬁn

–s

Pot two

relief

curity

Pot one –

t term ﬁn
or

cial
an

l se
cia

Preserved and pays
on re rement

h

an

er

Pays due to ﬁnancial distress
(or on demand?)

CONTRIBUTIONS
Auto-enrolment
Treasury has expressed support for the proposal that anyone who is employed should put aside money as part of a system of autoenrolment which compels mandatory preserva on. Under an auto-enrolment system, persons would have to enrol in a fund if they
earn wages and also if they are contract workers.
Treasury appears not to support previous proposals that companies and workers should contribute up to 12% of their earnings to a
fund that could provide unemployment, re rement and disability beneﬁts.

The Green Paper
A Green Paper on Comprehensive Social Security and Re rement Reform was published on 18 August 2021 by the Minister of Social
Development and then withdrawn. The Department of Social Development stated that the decision to withdraw the Green Paper was
to provide be er clarity on some of the ma ers entailed in the paper and that the Green Paper would be reissued.

Consolida on of re rement funds
There is a con nuing focus on consolida ng re rement funds which Treasury believes will increase funds' eﬃciency and reduce costs
through economies of scale.

Pensions World SA | November 2021 pg75

LEGAL ROUND-UP

How will deduc ons be aﬀected?
How will the amounts accessed in pot 2 be taxed?
How will these provisions aﬀect the recent compulsory annui sa on of provident fund changes?

lon
g

•
•
•

Promo on of Access
to Informa on Act (PAIA)
Manual for re rement funds

LEGAL SERVICES

Recently, the Informa on Regulator issued a revised PAIA manual template. We have
dra ed a PAIA manual speciﬁcally for re rement funds.
It is available for R5 500 (excluding VAT) per fund.
Our manual does not look or read exactly the same as the Informa on Regulator's
template manual. This is allowed. We believe our template has improved on that of
the Informa on Regulator's for the following reasons:
1.
It is in plain language and contains fewer references to legisla on
2.
It contains useful deﬁni ons
3.
It refers to external documents (like the Guide issued by the Informa on
Regulator or the Fund's Data Protec on Policy/ Privacy No ce) rather than
repea ng the content
4.
It summarises what is contained in the Guide more succinctly that the
Informa on Regulator's template manual
5.
It is gender neutral
6.
It contains reference to POPIA jus ﬁca ons relied on by the fund
7.
It complies with the recently issued PAIA Regula ons, and
8.
It contains speciﬁc re rement fund content that we have pre-populated for
you related to the various compulsory sec ons of the manual.
The manual also contains a voluntary sec on in line with the new PAIA Regula ons:
i.e. informa on that is automa cally available without a formal PAIA request (sec on
52 informa on).
Please email the following email address, should you wish to purchase the manual
or require further informa on: can nt@icts.co.za
(P.S. The updated manual is available free of charge to our clients that purchased the
POPIA Package for re rement funds from us.)

All re rement
funds must have a
PAIA manual from
31 December 2021
(when the exemp on
falls away).

TRUSTEE TUTOR
(SPONSORED BY ICTS TRAINING)

TRUSTEE AND MEMBER EDUCATION

Trustee Tutor: Issue 8
Understanding Risk

As a trustee, member or service provider of a re rement fund,
understanding and managing risk is a key part of the decisions that
you make. It is therefore important to understand the various risks
the fund is exposed to and have a clear framework in place to
mi gate these. Especially if you consider that many mes, these
risks might be in conﬂict with one another.
The Cambridge Advanced Learner's Dic onary provides the best
and most concise deﬁni on of risk as: “the possibility of something
bad happening”.
In the re rement industry, we're o en bogged down in the
technical jargon of the issues we deal with. Risk is an important
concept to understand to be able to manage to make the best decisions possible given any set of facts or circumstances.
Prac cally, we deal with risk in our everyday lives. We use the roads, we consume products, we expose our minds to informa on.
And every me we do one of those things, there is the possibility of something bad happening. But we choose to go ahead
anyway, because we balance the beneﬁts of our ac ons against the risks, and decide that the beneﬁts outweigh the possible bad
outcomes.
The same applies in re rement funds. Role players need to understand the risks, in order to weigh up the beneﬁts and decide the
best course of ac on to take.

Managing risk
within the regulatory
framework

The Pension
Funds Act,
24 of 1956
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Managing risk in
re rement funds
is set out in

PF circular
130,
speciﬁcally
principle 7

King IV Report,
speciﬁcally
principle 11

Pension Funds Act, 24 of 1956 (“the PFA”)
Regula on 28 of the PFA sets the limits up to which a re rement fund can invest in various asset classes. These limits are there to
protect members against all their re rement savings being invested in only one asset class or in only “riskier” asset classes.
Regula on 28 also states that a re rement fund must “… give appropriate considera on to any factor which may materially aﬀect the
sustainable long-term performance of a fund's assets …”.
PF Circular 130 – Principle 7: Risk Management
Although not law, Pension Fund (PF) circulars are guidance circulars issued by the Financial Sector Conduct Authority (FSCA) which set
out the Regulator's interpreta on of governance and best prac ce.
Principle 7 of PF 130 speciﬁcally deals with the risk management framework within a re rement fund sta ng that “the management
of risk in a fund is a vital component of the governance of a fund”. The circular requires that every re rement fund must have a risk
management policy which should be reviewed every year. We deal more with the requirements of PF 130 later in this Trustee Tutor
under the heading “governance risks in re rement funds”.
King IV Report on Corporate Governance
Principle 11 of the King IV Report on Corporate Governance for South Africa provides: The governing body should govern risk in a way
that supports the organisa on in se ng and achieving its strategic objec ves.
King IV recognises that risk may lead to opportunity. It is therefore important to note that re rement fund trustees are not supposed
to eliminate risk totally, because to do so would remove the opportunity of reward. Rather, trustees must ensure that a robust risk
governance framework underpins their strategy by balancing risk and reward.
Based on the above regulatory framework, there are generally two key documents that deal with and explain a re rement fund's risk
framework, types of risks and how these are dealt with. These are the investment policy statement and the risk management policy.

Risk in investments
According to Investopedia: “Risk is deﬁned in ﬁnancial terms
as the chance that an outcome or investment's actual gains
will diﬀer from an expected outcome or return.” In other
words, it is the chance that an investment will perform
diﬀerently than expected, that is you may lose some or all of
your investment.
There are a number of investment risks that trustees need to
consider when se ng the fund's investment strategy. And, in
re rement funds that give members investment choice,
members also need to be aware of these risks in order to
make informed decisions about their re rement savings.
Capital risk - is the risk that an investor could lose a part or all
of their investment. This risk applies to almost all
investments that a re rement fund can invest in – it is simply
the extent of the risk that changes as you change asset
classes. For example, capital risk is higher when inves ng in
equi es (shares), than when inves ng in ﬁxed interest
investments.
Inﬂa on risk – is the risk that your investments will not
provide returns that beat inﬂa on over the period of your
investment. Inﬂa on is the general rise in prices in an
economy, and is the reason why you are able buy less and less
with R100 each year that goes by. If your investments don't
grow at the same rate that the prices in the economy grow,
you are able to buy fewer goods and services – in other
words, the value of your investments can't buy you what they
used to and eﬀec vely, you're losing money. This is called
nega ve real returns.
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A real return is the return earned by an investment a er taking inﬂa on into
account.
Re rement fund trustees must monitor that the fund's investment returns are greater than inﬂa on over reasonable
investment periods.
Liquidity risk – is the risk that an investment can't be sold quickly enough to meet
ﬁnancial obliga ons or liabili es. In a re rement fund context, generally some
members leave at the end of every month. The fund must always make sure that it has
access to enough cash in order to be able to pay members their exit beneﬁts. For
example, if a member is due a large re rement beneﬁt, it will more than likely be
necessary for the fund to sell investments in order to realise the cash to pay the
member's beneﬁt to them.

Liquidity refers to how
quickly an investment can
be exchanged for cash.

Vola lity risk - is the risk of a change in the value of an investment por olio due to unpredictable changes in the vola lity of the
underlying assets. Investors should consider the range between the high and low prices at which an investment has traded – the
wider this range, the higher the vola lity risk. This most commonly applies to por olios of deriva ves instruments.

Vola lity is the movement of an investment's returns compared to its average
over a period of me. An investment that is more vola le (that is, it has more
and wider movements in its return) is described as more risky.
Systema c risk – is the risk of the whole market or of a market segment. It is within the market as a whole and shows the impact
of economic, geopoli cal and ﬁnancial factors.
Market ming risk – is the risk that an investor sells an investment at exactly the wrong me, in others words, right before
beneﬁ ng from the full posi ve return that the investment earns, or as the investment reaches its lowest value (thus missing
out on the investment's recovery).

Measuring investment risks in re rement funds
Trustees and investors must be able to measure the risks in their investment por olios in order to make
an informed decision on whether to accept the risk, in exchange for an an cipated return, to avoid it, or
to mi gate it.
There are a number of ways investment managers analyse and measure the risk in their investment
por olios.
Standard devia on – is the most common measure of risk and measures how much the investment's
current return diﬀers from its returns in the past. An investment with a high standard devia on means
that its returns diﬀer a lot from their previous average – meaning the investment is vola le, therefore
more “risky”. An investment with a low standard devia on means that its returns stay rela vely close
to their historical average and what is expected, in other words is less vola le and thus less “risky”.
Sharpe ra o – shows an investor how much extra return they have earned on an investment a er
taking into account the vola lity of that investment. Simply put, it measures the extra return an investor
earns for each addi onal unit of risk.
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When comparing two investments to a common benchmark, the one with a higher Sharpe ra o provides a be er return for the
same risk (or the same return for lower risk).

Beta

Beta – measures the amount of risk a share or a sector has rela ve to
the whole market. The whole market has a beta of 1. If a share has a
beta of more than 1, it means the share is more vola le than the
market and investments with a beta of less than 1 are less vola le than
the market.

measures the amount of
risk a share or a sector
has rela ve to the whole
market

Mi ga ng investment risk in re rement funds

Risk mi ga on means to take steps to
reduce the impact of a risk, ensuring that
the risk becomes less harmful.

whole
market

<

share is more
volatile than
the market

Now that you as a trustee or investor know what risks to look out for
and how to measure them, you'll need to consider whether you:

<

share is less
volatile than
the market

•
•
•

Accept the risk – in exchange for higher poten al returns;
Avoid the risk – and simply choose not to invest; or
Mi gate the risk – and limit its impact on your por olio.

Prac cally, trustees need to put an investment strategy in place for the
members of the re rement fund, meaning that avoiding investment
risk totally is not an op on. Rather, trustees need to make considered
decisions within an investment risk framework.

Manage risk through diversiﬁca on
The best way to mi gate, or lessen, the investment risk in a re rement fund is through diversiﬁca on.

Diversiﬁca on in investments is the strategy used by an investor to invest across
a variety of diﬀerent investment opportuni es. This might be, for example, by
inves ng in diﬀerent sectors (ﬁnancials, mining, retail); asset classes (shares,
bonds, property), geographies (local and oﬀshore) and investment managers.
It is pu ng into prac ce the age old saying of not having all your eggs in one basket
Meaningful diversiﬁca on is a delicate balancing act. Trustees should aim for the right balance of uncorrelated investments.

Investment correla on is simply how various investments move or behave in
rela on to each other or the market. Uncorrelated investments are
investments who move or behave diﬀerently to each other, in other words, as
one investment does well in certain markets, another may perform poorly.
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By inves ng in uncorrelated investments, trustees are able to lessen the impact of poor investment returns, by oﬀse ng these
losses with good returns in other parts of the por olio where the investments respond diﬀerently to various market events or
condi ons.
Most investment professionals agree that, although it does not guarantee against loss, diversiﬁca on is the most important
factor in reaching long term investment goals while minimising risk. Diversiﬁca on therefore is a key part of trustees' investment
risk mi ga on strategies.
Regula on 28 of the Pension Funds Act builds investment diversiﬁca on into our regulatory framework by placing maximum
limits that re rement funds can invest in certain asset classes and in certain assets. The main aim of this piece of law is to protect
re rement fund members from poorly diversiﬁed investment por olios.
Re rement fund trustees are able to diversify across:

Market sectors – examples include mining, agriculture, manufacturing, informa on
and communica on technology, tourism, ﬁnance and retail.

Asset classes (or types of investments) – the most common of these are shares (also
known as equi es), bonds (also known as ﬁxed interest investments), cash or cash
equivalents, property and others (like hedge funds or alterna ve investments).
Companies – for example in the retail sector diﬀerent shares include Mr Price,
Cashbuild, Woolworths and Shoprite, amongst many others.

Geographical loca ons – South Africa, Africa and oﬀshore.

Investment managers – diﬀerent investment managers have diﬀerent styles,
philosophies, systems and people, making each unique. By spreading the fund's
investments across diﬀerent investment managers, trustees and members beneﬁt
from the key skills and compe ve advantages of diﬀerent managers.

As men oned earlier, meaningful diversiﬁca on is a tricky business. If trustees get the balance wrong, it may result in diluted
performance over the long term.
Trustees will set out their iden ﬁed risks and their mi ga on strategies in their Investment Policy Statement (IPS). In Annexure B
to PF 130, the FSCA sets out the good governance guidelines to an IPS, where it recognises that there will always be an element of
risk in the investments of a re rement fund. The trustees' responsibility is to manage and, where possible, mi gate the fund's
risks. To be able to do this properly, trustees need to be aware of the types of risks the fund is exposed to, and could be exposed to
into the future.
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Governance risks in re rement funds
Types of governance risks
Broadly, the types of governance risks that may impact a re rement fund are:
•

•

•
•

Management of the fund – including aspects for example whether the board is properly cons tuted, conﬂicts of interest
disclosure and management, the appointment process of trustees, decision making procedures in mee ngs or by round
robin and con nued trustee educa on.
Opera onal – the risk that the opera ons of the fund may fail (administra on, investments, insurances or advice), service
providers may not comply with their contracts, contribu on payments, loans, insurance arrangements, amongst many
more.
Financial – including solvency of the fund (suﬃcient assets to meet liabili es) and asset liability matching.
Legal, regulatory and compliance – the likelihood of unfavourable consequences for the fund due to a failure to comply
with all laws and regula on.

Importantly, the risks iden ﬁed should not only be limited to those that have ﬁnancial consequences, but also those that may
aﬀect the governance of the fund and its credibility.
Best prac ce risk management guidelines
In South Africa, the FSCA is a member of the Interna onal Organisa on of Pension Supervisors (IOPS). The IOPS provides
general good prac ces for risk management in re rement funds, these to inform and supplement the framework that any local
regulator may provide.
The fund must have an eﬀec ve risk management system, made up of strategies, processes
and repor ng procedures necessary to iden fy,
measure, monitor, assess, control and report, on
a con nuous and an ad hoc basis, all material
risks, at an individual and an aggregated level, to
which the pension fund or plan is or could be
exposed, and their interdependencies.

These good prac ces can be summarised as:
The re rement fund regulatory authority should have the
power to evaluate a fund's board of trustees, and to
determine that appropriate corporate governance, risk
management and internal controls and a code of conduct
will be in place.

Eﬀec ve channels of communica on
are needed so that ever yone
understands their responsibili es and
to make sure that relevant informa on
is reaching the appropriate par es.
Communica on lines should include
whistle blowing.

Adequate monitoring systems should
be in place, including not only
monitoring as part of daily ac vi es
but also include separate, appropriate
periodic evalua ons of the overall
internal control process.

Supervisory
oversight of
re rement funds'
risk management
systems
Informa on,
repor ng
and
communica on

Appropriate
mechanisms

Best prac ce risk
management
guidelines

Control and
monitoring
mechanisms

Management
oversight
and culture

Funding and
solvency risk
control
Opera onal and
outsourcing risk
control

Investment/
market risk control

An opera onal risk management system should be drawn up,
iden fying a set of procedures, which include procedures to deﬁne,
iden fy, assess, monitor and control opera onal risk. This should also
cover IT risks and include a business con nuity plan. To manage the risk
of outsourcing ac vi es, trustees need to check that their service
providers have set up appropriate control systems before appoin ng
them. This should be part of the due diligence and tender process which
precedes the signing of any contracts.

The fund should determine
and regularly review its overall
risk management strategy. This
process includes understanding the risks, se ng
acceptable levels of risk and
outlining how these risks will
be measured, monitored and
controlled.
The fund needs to maintain an
appropriate level of assets to
meet the liabili es of beneﬁt
payments, including how it
deals with late payment or nonpayment of contribu ons.

An investment policy is an important
mechanism for iden fying and managing
investment risk. Re rement funds should
have a wri en policy in place, covering at a
minimum strategic asset alloca on,
performance objec ves, any broad decisions
regarding tac cal asset alloca on, and trade
execu on. The use of external managers and
establishing mechanisms for monitoring the
costs of their services.
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You can see that the 8 interna onal best prac ce risk management principles are “baked into” the risk management regulatory
framework in South Africa's re rement funds industry, speciﬁcally PF 130 and the King IV Code on Corporate Governance.
Your re rement fund's risk management policy
In terms of the best prac ce guidelines set out above and in PF 130, each re rement fund needs to have a risk management
policy, which must include:
•
•
•
•
•

Iden fying the risks facing the fund,
Assessing the impact of these risks,
The controls in place to mi gate these risks,
The monitoring of the controls to ensure they remain adequate and appropriate, and
Communica on to fund members and stakeholders on what these risks are and how they are managed.

The fund's risk management framework is also set out in the fund's annual ﬁnancial statements (which are reported to the
FSCA).
When considering the content and extent of their risk management framework, the trustees must take the size and complexity
of their fund into account. More complex funds will need a more complex risk management system and process in place.
The risk management process
Trustees can follow the ﬁve steps below in their risk management process:
Step 1 – Iden fy the risk
Consider all the risks the fund is exposed to and
categorise these as opera onal, ﬁnancial,
management of the fund, investments or legal,
regulatory and compliance. This will take a fair
amount of me as you carefully reﬂect on each
role player and process in your fund, together
with the regulatory framework in which the fund
operates.
Step 2 – Assess the risk
Once you have iden ﬁed and categorised the fund's risks,
consider the likelihood and the possible impact on the
fund. This will assist the board in focusing me and
resources on managing the most important and severe
risks that are present in the environment. Risks can be
assessed as:
MODERATE RISK
HIGH RISK

CRITICAL RISK

.
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LOW RISK

!
Fo r exa m p l e , i f t h e
trustees of the fund do
not have the required
level of experience and
skill to manage the fund,
this would be considered
to have a severe impact
on the fund and could be
considered highly like to
occur as key decisions
need to be made all the
me. This may then
result in the risk being
assessed as a cri cal risk.

Step 3 – Risk management and mi ga on
Once the priori es have been revealed through risk iden ﬁca on and assessment, consider the ac ons the fund can take to
manage and mi gate the likelihood or the impact of each risk. Risk mi ga on includes diversiﬁca on as discussed earlier, clear
lines of authority, service level agreements where tasks are correctly speciﬁed and delegated, appropriate levels of insurance,
understandable communica on to members, amongst others.
Step 4 – Documen ng the process
We have discussed earlier the regulatory requirements that the fund has a documented risk management policy or process.
Documen ng the risks and the processes to be followed will ensure that iden ﬁed management and mi ga on ac ons are
implemented.
Make sure that your fund's risk management policy includes all the requirements of PF 130.
Step 5 – Monitoring and review mi ga on strategies
A key step in the risk management process is to regularly review the risks that the fund faces and the mi ga on strategies in place
to lessen the likelihood and impact of these risks should something unfortunate happen. This will enable the trustees to
con nually reﬁne their thinking and strategies, leading to members becoming increasingly conﬁdent in their fund. Formal review
should take place at least one a year, but might be required sooner should there be a material change in the regulatory or
compliance requirements, or in the nature of the fund.
Risk management is a complex topic and process. Trustees need to ensure that they understand all the risks that their fund faces
and are able to put appropriate strategies in place, or appoint the correct experts, to manage and lessen the possibility of
something bad happening.

Mitigation strategy
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For an on-line version of the required reading material as well as
electronic CPD Submission form, go to
h ps://www.pensionsworldsa.co.za or h ps://www.ebnet.co.za

How to?
Answer all the ques ons by inser ng the correct answer(s) into the block provided next to each
ques on, scan the pages and email to Toni Can n at ICTS, using cpd@icts.co.za
1. Managing risk in re rement funds is dealt with in:
a.
b.
c.
d.

Regula on 28 of the Pension Funds Act
Principle 7 of PF circular 130
Principle 11 of the King IV Report
All of the above

2. The purpose of Regula on 28 is to protect members from an inappropriate level of risk in their re rement fund
investments.
a. True
b. False
3. Which of the following statements is correct?
a.
b.
c.
d.

Capital risk is the risk that you will not have suﬃcient capital saved when you re re.
Inﬂa on risk is the risk that your investment fees will grow at a rate greater than inﬂa on.
Market ming risk is the risk that an investor assumes by inves ng a set amount on the same day every
month.
Liquidity risk is the risk that an investment can't be sold quickly enough to meet ﬁnancial obliga ons or
liabili es.

4. Which of the following deﬁni ons is incorrect?
a.
b.
c.
d.

A real return is the return earned by an investment a er taking inﬂa on into account.
Systema c risk is the risk of the global investment system.
Risk is the possibility of something bad happening.
Vola lity is the movement of an investment's returns compared to its average over a period of me.

5. Which of the following is the most common measure of investment risk?
a.
b.
c.
d.
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For an on-line version of the required reading material as well as
electronic CPD Submission form, go to
h ps://www.pensionsworldsa.co.za or h ps://www.ebnet.co.za

How to?
Answer all the ques ons by inser ng the correct answer(s) into the block provided next to each
ques on, scan the pages and email to Toni Can n at ICTS, using cpd@icts.co.za
6. Which of the following statements is correct when referring to managing investment risk in a re rement fund?
a.
b.
c.
d.

Trustees should invest in one asset class in order not to dilute performance.
The most common market sectors are equi es, bonds and cash.
Re rement funds may invest in many geographical loca ons encompassing South Africa, Africa and oﬀshore.
Investment managers in South Africa all have access to the same index of shares and thus are highly
correlated in terms of performance.

7. Which of the following statements is correct.
Governance risks in re rement funds may be classiﬁed as:
a. Reputa onal, administra ve and social.
b. Administra ve, ﬁnancial and actuarial.
c. Contractual, insurance and compliance.
d. Management of the fund, opera onal and ﬁnancial.
8. According to PF 130, each re rement fund needs to have a risk management policy, which must include the
communica on to fund members and stakeholders on what the fund's risks are and how they are managed.
a.
b.

True
False

9. How many best prac ce principles does IOPS set out in their general good prac ces for risk management?
a.
b.
c.
d.

6
7
8
9

10. Which of the following is incorrect – Risks can be rated as:
a.
b.
c.
d.

Low.
Moderate
High
Crucial
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INVESTMENT CONSULTING
AND TRUSTEE SERVICES

Reduce li ga on risk.
Let our experts tutor your experts.

ICTS oﬀers online training
for trustees as a solu on for
their con nued
development of skills.

Please contact Toni-Leigh Can n on 087 330 5626
or can nt@icts.co.za for more informa on or visit
our website www.icts.co.za

Stay updated and in the know about who is moving up the corporate
ladder in the pension fund indusrty

MOVING

Ronald Richman
Chief Actuary
Old Mutual Insure
Richman, joins the OM Insure team from SA Taxi where he was
the Managing Head of Insurance Actuarial. Prior to that, he was
an Associate Director at QED Actuaries and Consultants, and he
led the Enterprise Risk Management and Actuarial Func ons for
the AIG group across Africa.
Richman is a Fellow of the Ins tute and Faculty of Actuaries
(IFoA) and the Actuarial Society of South Africa (ASSA), and he
chairs the Actuarial Society of South Africa's ERM commi ee
and is a member of the Interna onal Actuarial Associa on's
ASTIN Board.

Blessing Utete
Managing Execu ve
Old Mutual Corporate
Consultants
With over 20 years in the industry, Utete stepped down as Head
of Advice and Administra on at Momentum Corporate on
31 August 2021. He has gained a wealth of experience over the
years and worked as a consultant, principal consultant and
Branch Head at NBC and Alexander Forbes.

Tobie van Heerden
Chief Execu ve Oﬃcer
10X
Van Heerden, an actuary, joins from Ninety One (formerly
Investec Asset Management), where he was head of the
Middle East and SE Asia regions for the past 10 years. Prior to
moving to Asia, he was head of their South African
Ins tu onal Business.

Caroline Naylor-Renn
Chief Opera ng Oﬃcer
10X
Originally from the UK, Caroline has fulﬁlled various opera onal
and IT leadership roles at leading life insurance companies and
asset management ﬁrms across the globe, including
implemen ng digital investment pla orms in 10 countries for
HSBC Bank.
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SERVICES DIRECTORY

Axioma c is an independent
Beneﬁt consultancy which
oﬀers re rement, health and
risk solu onsin South Africa
and the African con nent.

Contact: Hazel Hopkins, Senior Partner
+27 11 305 1950
hazel@axiomatc.co.za

Alexander Forbes provides employee beneﬁts services and
solutons to improve the ﬁnancial well-being of employees and
employers
Contact: Paul Farinha | 011269-1613 | FarinhaP@aforbes.com

Contact Person
Oﬃce no
Email

Jaco Wasserfall
+27 21 300 5729
info@beneﬁtcounsellor.com

Retirement beneﬁts counselling made easy via an online platform
and self-service kiosks - automated and fully complaint

Bidvest Wealth and Employee Beneﬁts is part of the Bidvest
Group and is an independent provider of pensions
administration, employee beneﬁt consul ng, wealth planning
and health care consulting to corporate and individual clients.
Contact: Steve Price | CEO
T. +27 (11) 771 2322 | F. +27 (86) 664 4437
E. steve@bidvestweb.co.za
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SERVICES DIRECTORY
®

A ﬁrm of independent professionals, advising on Re rementt
Beneﬁts, Healthcare and Investments.
Contact: Virgilio da Silva
+27 11 783 1620
virgiliod@cadiant.co.za

Colourﬁeld Liability Solu ons provides innova ve liabilitydriven and goals-based investment solu ons to its clients.
Our successful track record speaks for itself.

Contact: Costa Economou
+27 (0) 861 007 656
costa@colourﬁeld.co.za

EBnet is a unique digital
retrement industry
knowledge portal in Southern
Africa with the widest digital
news footprint in the industry.
Chris Brits, CEO | +27 82 457 1833
britsc@ebnet.co.za | www.ebnet.co.za

EBSphere oﬀers an on-line comprehensive
administra on system catering for the Employee
Beneﬁts Industry.
Contact: Brian Rosen, Director | FFA
P + 27 11 274 5419
F + 27 86 617 0258

M + 27 82 338 7109
E brianr@ebsphere.com

Corona on is an independent asset manager, inves ng the
long-term savings of millions of South Africans and several
global clients.
Contact: Ins tu onal Business
Oﬃce Number: +27 (0) 21 680 2000
Email: cib@corona on.com
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Real Employee Beneﬁts
for Real Human Beings

Contact: Jaco Pretorius, Chief Execu ve Oﬃcer
+27 (0) 11 381 7960
jaco.pretorius@ensimini.com

Retirement fund and member level Regula on 28 and SARB
compliance reportng. All our reports are ISAE3402 audit
certiﬁed.

LEGAL SERVICES

Providing useful services
backed by outstanding
exper se

Contact: Leanne van Wyk, Director ICTS Legal Services
010 110 8761 | vanwykl@icts.co.za
www.icts.co.za

INVESTMENT CONSULTING
AND TRUSTEE SERVICES

Market leaders in
Ÿ Trustee and member educa on
Ÿ Independent trustee services
Ÿ Death beneﬁt consul ng
Ÿ Specialist communica on

Contact: David Weil, CEO ICTS Group of Companies
+27 82 445 8852 | weild@icts.co.za
www.icts.co.za

Contact: Laven Chety, CEO
(010) 595 1010
Lchety@girsa.co.za

TRACING SERVICES

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

Contact: Chris Combrinck, Opera ons Manager
ICTS Tracing Services
087 330 5613 | chrisc@ictstracing.co.za
www.ictstracing.co.za

With over 22 years’ experience in the
investment industry, we’ve found our
niche: expertise in asset management
and transition management.

Contact Us
+27 21 915 5100
info@gryphon.com
1st Floor, Bonitas Ofﬁce
Park East, Southgate
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Contact: Michael van der Westhuizen CA(SA), Managing Director
083 384 7334
michael@i-value.co.za

implemented solu ons focused on member outcomes

Contact: Danny Streicher, Execu ve Director
+27 83 414 2451
dstreicher@mentenova.co.za

We help you do better business
and achieve superior outcomes
through happy, ﬁnancially
empowered employees.
Contact: Mr Irshaad Bapoo
Lead Specialist - Commercial Management
011 408 8724 and 072 223 4395
ibapoo@mentenova.co.za
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SERVICES DIRECTORY

I-Value is an experienced independent ﬁrm providing
corporate governance related services including
assurance engagements, risk management and
eﬀfectiveness reviews.

SERVICES DIRECTORY

MOTSWEDI

EMERGING MANAGER STRATEGISTS

We are an independent asset
manager research business
focusing on the South African
investment management
industry with specialisa on in
transforma on initia ves.

Contact: Mark Davids, Investment Strategy and Distribu on
+2783 222 9913
davidsm@motswedi.co.za
www.motswedi.co.za

This includes funeral cover, and burial plans.

NieuMan specialises in Re ement Fund audits and other
related services. Our leadership team has a wealth of
knowledge and experience.
Contact: Jaco Nieuwenhuis CA(SA) RA , Audit Partner
+27 82 928 8454
jaco@nieuman.co.za
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Contact:
Neil Savage
Managing Director
neils@robsav.com

SERVICES DIRECTORY

Re ement fund service excellence.
Chantelle Pronk
Business Development
chantellep@robsav.com

+27 (0)11 643 4520
2 Hermitage Terrace, Richmond, Johannesburg, 2092

Rigitté van Zyl
Chief Client Oﬃcer
Sanlam Corporate
T +27 21 947 3142
C +27 83 2428 396
rigitte.vanzyl@sanlam.co.za

Contact: Na e van Jaarsveld, Actuarial Consultant
C +27 82 498 5560
T +27 12 643 0222
www.sng-argen.com

www.verso.co.za
Sasﬁn Asset Managers, Bou que with a brand
Contact: Kere'shea Govender, Head: Ins tu onal Business
kereshea.govender@sasﬁn.com
Cell: 0836360572
Tel: 0115319216

Verso Financial Services (Pty) Ltd
oﬀers comprehensive employee
beneﬁts consul ng and re rement
fund administration services with
full support to Boards of Trustees
(including fund secretarial services).

Contact:
Wynand Breytenbach, Director Consul ng
Derek van Wyk, Director Administra on
+27 21 943 5300
info@verso.co.za

Pensions World SA | November 2021 pg95

Pensions
World
SOUTH AFRICA

Adver sing enquiries
Chris Brits, CEO EBnet
082 457 1833
brits@ebnet.co.za
www.ebnet.co.za
www.pensionsworldsa.co.za
or
David Weil, CEO ICTS Group of Companies
082 445 8852
weild@icts.co.za
www.icts.co.za
www.pensionsworldsa.co.za

Editorial enquiries
Mandi Roberts
083 746 4991
robertsm@icts.co.za
www.icts.co.za
or
David Weil, CEO ICTS Group of Companies
082 445 8852
weild@icts.co.za
www.icts.co.za
www.pensionsworldsa.co.za

