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RETIREMENT PROVISION AND THE SOCIAL REFORM PROCESS

It would seem that the entire social reform process that caused such a stir in the market over the past few years has been largely stalled due to lack of political direction, although it has to be said that government has continued to meet its promises of more support for the people through recent increases to social welfare grants.

The intermediary industry agrees that there is a need to address South Africans’ generally poor level of retirement savings and the subsequent financial difficulties that arise during retirement for a large part of our population. 

While it’s to be expected that those in the lower income groups may be forced to focus on their immediate needs in order to survive, a recent Finscope research initiative indicated that as many as 48% of respondents had not heard of the concept of retirement planning, 56% knew nothing about retirement annuities and as many as 65% simply ‘shrugged their shoulders’ when reference was made to the tax incentives available for retirement savings. 

Although these findings are indeed alarming, they are certainly not surprising given that a quarter of all earners in South Africa receive a lower salary than receive as a grant in their old age.

Based on these results, it is apparent that those in the lower income groups are not sufficiently informed on the subject of retirement. There is better coverage in South Africa for higher earners through retirement funds and retirement annuities than there is in the UK, for example. 
It is unfortunate that the perceived solution to the country’s poor retirement planning ethos is the proposed introduction of a compulsory, regulated scheme which removes the right of an individual to manage his/her own affairs and does away with a system which offers a number of different options and choices. 

This aside, care must be taken not to create the overall impression that the responsibility for making financial provision for retirement rests with government alone. It is also important for us to understand that regardless of whatever scheme government introduces, there should still be space for those who are willing to take responsibility and implement their own retirement plans via their preferred channels. 

Current proposals from the Departments of Finance and Social Welfare may incorrectly create the impression that South Africa is starting from a zero base with regard to the development of an appropriate retirement funding structure for the country. The reality is that South Africa has an existing strong and well-managed retirement fund industry. 

Financial services intermediaries would like to serve and help more South Africans save for retirement. The introduction of micro insurance products in the low-income markets should go some way towards addressing the need to address improve accessibility and affordability concerns around retirement savings but the challenge is to create sustainable products and distribution channels. 

When considering the introduction of any revised basic retirement arrangements, any changes should be assessed and referenced against three metrics, namely:

· The increasing number of working citizens who are on target to receive a pension equalling or exceeding the current old age grant; 

· The declining number of citizens who are dependent on the old age grant; and

· The continued growth of contribution income and funds invested in the combined State and residual private retirement fund systems.

There is mounting concern about the level of uncertainty in the South African retirement marketplace. This uncertainty - which has been exacerbated by repeated delays and seemingly conflicting proposals - has resulted in a number of unfortunate side effects including: 
· Decreased levels of confidence by retirement fund members regarding the ability of the existing retirement funding industry to continue to meet member expectations. 

· Members are being tempted to prematurely withdraw their accumulated benefits because they are worried about what will ultimately happen to their retirement savings.  

· A misinformed and misled public is being discouraged from investing in personal retirement vehicles due to speculation that these vehicles are to be (or at best may be) ‘nationalised’ or further regulated to their disadvantage. 

Delays in the discussion and decision-making process around retirement savings may also undermine the goodwill and confidence levels of employers who are considering the implementation of employee benefit arrangements for the first time.  

Social reform is an absolute necessity but it would be most unfortunate if it were to take place at the expense of those who have the knowledge and the wherewithal to action it on their own behalf. 
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