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| The government’s plans to overhaul the country’s retirement system
are part of a move to create a social security net that will combat
poverty, Elias Masilela (left), the chief retirement strategist at
Sanlam, says. Masilela, a former acting deputy director-general at

the National Treasury, addressed a recent series of meetings of the
- acsis/Personal Finance Financial Planning Club about the aims of
the retirement reform process. Bruce Cameron reports

Retirement reform is inextricably
linked to the social security needs of
society, Elias Masilela savs.

He says social security is almed
at preventing people from becoming
destitute. It does this by, among
other things, ensuring they receive
a minimum income during their
working years and in retirement.

Social security can be highly
redistributive, with people who are
capable of earning high incomes
supporting those who earn low

or who are

The design of a social security
system varies from society to soci-
ety and emphasises the redistribu-
tion of wealth to a greater or a lesser
extent, Masilela says.

He says retirement and social
security reform in South Africa
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# Increase the number of people
who save for retirement;

# Increase the total amount of
money that people save for retire-
ment (long-term savings);

# Guarantee a minimum pen-
sion, which will be based on your
final salary at retirement and will
increase with inflation; and

+ Complement the current redis-
tributive effect (through taxation
and government expenditure) of the
social grants programme (for exam-
ple, the social old-age grant) by
introducing other social security
instruments, such as a death and
disability structure to
which every employed person

belong.

Masilela says the reform process
is based on four pillars. Many of the
detafls within each pillar must still
be finalised. The four pillars are:

SOCIAL ASSISTANCE

This is the provision by the

state of grants for things such
as child support and disability, and
of pensions for the destitute. The
social old-age grant should be paid
to everyone, and the current means

every

retirement contributions of
the low-income employees. T'Ili."-
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be able to afford the contributions.
+ A defined minimum benefit
structure or a defined contribution
structure or a hybrid of both.
With a defined contribution
structure, your pension benefits
would be based solely on your con-
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Culture of savmg depends on creatmg healthy economy |

and/or a

tributions. With a defined benefit Mumdmemaﬂwms slowing, with an increasing risk of a hwmmglm mtpana ‘economy and o address poverty. |
structure, benefits could be based on | ly linked fthe  decline in employment, he high on their reform was not |
members recelving a universal min- b Masilela says the impact of these iorities, Masilela dation from the
imum benefit and an additional reform can have a significantly factors on individuals is: ammww ' |
amount based on their final income affect on the econamy, Eias Masilela #+ Average debt as a percentage bdﬂdFrmk‘l‘mme The Chilean govemment improved |
test should be scrapped, he says. at retirement. says. Reti it ref 1ail if the ahokd o that ditions by budgetingfor |
The current proposal is that the y 18 not sound, anc ful  about 50 percent to aimost 80 percent in the lower-income groups 43 percent asurplus, satting an inflation target
SECURITY state scheme should be a defined retirement reform can contribute to over the past five years. And with this of family savings are for emergencies.  (three percent), having a
The current proposal is that it benefit scheme that pays a pension | economic growth, he says. Inarve come higher interest rates, which The survey showed that only exchanga rate and making the labour
should be compulsory for equnlwaminunumofﬂpememol‘ | The main reason retirement reform  are putting mone pressune on 23 percant of people In low-income rmarket more flexible, he says.

South African to  your final salary/wage. | th e cannot afford o groups save and that of those only In South Africa “wa have boidly
belong to a National Social Security A defined benefit scheme could | to et ¥ *t d savings have been five p save for nati the first threa, but we have
Fund (NSSF), a state retirement either be fully funded by contribu- when steadily dropping from 2.7 percent of Masilela says people only really been cautious on kabour market |
fund that would also provide risk  tions from members or funded by levels income (after-tax income) decida o save for retirement when flexdbility owing o our unique |
(death and disability) benefits. contributions from members and | Masiela says al the signs that in 19891, to 0.8 percent in 2001 and to Yy igher theneby ",

Consideration is being given to by people who are currently work- | people would be unable to afford curent situation where savings are  making saving afiordable. As a result of the Chilean
allowing people to opt out of con-  ing subsidising the pensions of peo- | fund being withdrawn. There was a negative Your mangi 's policies, that country |
tributing to the NSSF and to con-  ple who are already retired (known | membership are already evident saving of 0.7 percent in the first three positively related to income. Thatisthe  achieved economic growth of
tribute instead to a private sector 85 A pay-as-you-go scheme). Most against the background of a worsening  months of this year. basisofa Y an e real (after-
fund. But this opt-out would apply pean countries ly use . Among other thi It ks to be hoped that the cument performance,” he says. Inflation) retum on savings of
only to retirement savings and not  pay-as-you-go for their pri rising, pushing aconamic difficulties are a passing Masiela South Africa can 10 percent a year and a savings rata of
to risk benefit contributions. retirement schemes. up inflation to its highest levels in five phase, he says. leam a kesson from Chile, whers the 24 percent of disposable household |
The intention is for the NSSF to # The wealthy contributing more years, and economic growth is. South Africans, particulary thosein _priorty L inedperiod.. o
provide benefits to dependants on  than the poor. Cross-subsidies at the w0 e . it - g 12 >
the death of a breadwinner, and/or  contribunon level Wil De wrum )
an income on the disability of a larly obvious in the case of contribu- ol
breadwinner before retirement tions to any risk benefits. This is ADDITIONAL SAVINGS retirement savings in the NSSF or VOLUNTARY SAVINGS with other state social security’
ini jonlinked  because | i workers tend 3 Masilela says saving addi- an optout fund. If you earn more Any voluntary savings you mechanisms, suchasthe Unemploy-
to be exposed to higher health and tional amounts for retirement  than R75 000 a year, a further 10 to make would be outside of the ment Insurance Fund, the Work-

pension at retirement.

The affordability of benefits for
the social security system could be
based on various cross-subsidy
structures and subsidies, such as:

employment risks.
For example, a miner has a
higher risk of being hmm'e(inrﬂf
ingan disease

# A wage subsidy for low-income
employees to compensate them for
contributions to the fund, which
would otherwise impact on their
ability to su.pport themselves.

In other word: l of low-

than does the munagl.ng director of
the mining company.
However, the cross-subsidy is

would be compulsory for people
above a certain income bracket.
These savings could be made
through the state fund or any other
registered retirement fund. The pro-
posal is that these additional savings
should be tax-incentivised, but that

12 percent of that amount, up to
between R700000 and R1 million,
must go to your retirement savings.

If you do not belong to a com-
pany-sponsored fund, you would be
obliged to contribute to either the
NSSF or to another registered
fund, such as a retire-

the should b data

reversed in retirement, t
high-income people tend to be

income esrners would receive a
government subsidy, which would
be used to pay all or part of the

healthier and to live longer. So they
draw a pension for a longer period
than do low-income people, who
have a lower life expectancy.

fixed rand amount, as well as at a
percentage of pensionable income.

The current proposals are that
10 to 12 percent of your earnings up
to R75 000 a year should go to your

ment annuity fund.

The non-state funds would have
to be registered and meet strict stan-
dards of corporate governance to
protect members.

Pension Funds Act and would have
no tax incentives.

# How people who lose their jobs
will be able to suppart t.‘lmmnlves
before reti

inter-departmental forum
Among the other Issuu still
being discussed are:

to preserve retirement savings, a

will have to be created

to permit withdrawals should you
| crisis.
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