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Foreword
Kanyisa Mkhize
CEO:
Sanlam Corporate

Our 40-year journey
of compelling
insights and
impactful
research
It is 40 years since we conducted our
first Sanlam Benchmark research,
and it’s been a remarkable journey.
Our main objective with the research
is to provide insights that stimulate
conversation, create meaningful
opportunities for further engagement
with industry stakeholders and
ultimately to help effect a positive
financial outcome in retirement for
South Africans.
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Why do we conduct the
Sanlam BENCHMARK™
Survey?
Market research is a formalised means
of obtaining information to influence
decision making. Our research seeks
to find information to address some of
the behavioural challenges and aims
to improve the poor savings culture in
South Africa.
What are the benefits of the research
for the employee benefits industry you
might ask?
For members, we aim to empower
them with simple and easy-tounderstand information regarding
financial matters:
enable access to information
in order to help improve their
understanding and knowledge of
their personal retirement matters
enable engagement more readily
with their retirement funds on
specific issues in the medium that
is most suited to them
enable them to be more proactive
and take accountability for their
own retirement needs.
With the aid of personal financial
advisors, members are empowered
with information to start retirement
planning much sooner. For trustees
and industry players, the benefits
include having a repository of
information and trends specific to
retirement funding.
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Our research takes current economic realities into account
and relies on ‘best practice’ diagnostic tools to model
solutions for the future benefit of all South African retirees.
Every year we observe the financial impact of socioeconomic conditions on the living standards of members
and retirees. In South Africa we are currently experiencing an
unprecedented high level of more than 30% unemployment
according to the Reserve Bank. Such a high level of
unemployment is one the primary factors for members not
reaching their financial retirement goals.
For this reason our research includes a combination of
qualitative and quantitative fieldwork so that we may better
understand the needs of our stakeholders. Over the past
year we have had 534 structured conversations with our
stakeholders, with the Benchmark research at the centre of
insights development.
We appreciate the input from our stakeholders who year on
year sit through our interviews and allow us to brainstorm
the industry challenges with them. Our research is
conducted by BDRC Africa, an independent research agency,
and participation in our research is completely confidential.
The information is freely accessible via the Sanlam
Benchmark website. Funds are able to design benefit
structures and communication strategies based on the
membership needs and issues uncovered in the research.
By improving the levels of saving for retirement, the industry
is also in a position to improve the current savings levels in
South Africa.
The Sanlam Benchmark survey has proved its value and
worth, making it the pioneering study that it is. Since 1981,
we’ve been delving deeply into the retirement fund industry
through a comprehensive and rigorous research process.
What started out as a single study among stand alone
retirement fund representatives has expanded to cover
participating employers in commercial umbrella funds, active
members, retirees and financial advisors. We have now
conducted more than 100 separate surveys over the past
40 years and have learned a lot in the process.
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Looking back over the 40 years, there are some key events, shifts and milestones
that got us to where we are as an industry, as reflected in the Sanlam Benchmark
surveys and reports.

The 1980s were the
‘struggle years’,
a time of conflict
when discriminatory
laws and practices
curtailed the freedom
of so many, when
only 75% of funds
were open to all races,
and eligibility was
limited in many ways,
including for women.
Retirement benefits
were provided on a
defined benefit basis,
which was a very
paternalistic structure
— members had
little choice, but also
carried very little risk.
It is worth bearing in
mind that there was
no legislation forcing
employers to provide
a retirement fund for
employees, but most
employers decided
it was necessary for
the benefit of their
employees.
Near the end of the
decade, through
the influence of
trade unions, we
saw an increasing
shift from pension to
provident funds. The
driving force behind
this move was the
restrictive withdrawal
conditions in defined
benefit pension funds.

In the 1990s, the
years of ‘political
freedom and
reconciliation’,
amid greater
political freedom
and reconciliation,
members were
offered much more
freedom — which
came with its own
risks — in their
investment choices
and had a greater say
in the management
of their funds. While
some members
thrived on the
freedom to align their
benefits with their
own specific financial
goals, many members
found the range of
options bewildering.
Instead of seeking
financial advice, they
pushed the whole
idea of saving for
retirement and even
retirement itself to the
back of their minds.

Then came the
2000s, which were
the ‘consolidation
years’, when
legislation increased
as a means to offer
more protection
to members, but
we also witnessed
greater uncertainty
for members who
could not meet
their financial goals,
because they were
cashing in their
withdrawal benefits
when changing
jobs. Members
consistently believed
they were not on
track to meet their
financial goals. The
lack of preservation
is confirmed by
the fact that 71%
of funds estimate
that members will
withdraw and take
their full fund value
in cash. The industry
responded to the lack
of preservation and
other sub-optimal
outcomes by focusing
on communication
and education.

Over the 2010s,
particularly since
2016, we have seen
the increased role
technology plays
in how financial
institutions operate,
and how we engage
with members.
And now our latest
report looks back
at probably one of
the most profound
events in recent
human history, which
has come at a cost
to members and
financial institutions.
It is only with wisdom
— built on information
gleaned from reports
such as the Sanlam
Benchmark surveys —
that we can navigate
our way through
these uncharted
waters and restore
our members’
confidence in their
financial futures.
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Milestones of and
changes in the research
programme over the
years

A wider range of member benefits have become available
over the years, with funeral cover, critical illness cover,
education policies, financial wellness and retirement benefits
counselling being offered alongside traditional death and
disability cover.

Moving into an umbrella fund
arrangement remains on the agenda
for a high proportion of stand-alone
funds — 42% had considered this
when last measured in 2019. The
number of stand-alone funds available
to participate in the Benchmark Survey
each year is shrinking

The 2021 survey looked at attitudes towards a holistic
integrated health and financial wellness offering, and this
concept appears to have considerable support, especially
from stand-alone funds, 49% of which believe it delivers
higher productivity and staff happiness.

Since the mid-2000s we have seen
a steady migration from stand-alone
to umbrella funds, mainly in a bid to
reduce costs, ease administration and
outsource fiduciary responsibility. But,
thankfully, we have a high year-on-year
participation rate, especially among
stand-alone funds (typically around
70%).
While we set broad quotas each year
to ensure representation of funds
of different sizes (and sub-funds)
in the sample, the average size of
funds participating in the study has
increased:
Stand-alone funds:
2021: 10 015 members and R3.45 bn
assets
2011: 2 022 members and R479 m
assets
Umbrella funds (participating
employers):
2021: 594 members and R299 m
assets
2011: 400 members and R106 m assets

The employee benefits industry is unique in that our
competitors are also key partners in shaping retirement
outcomes for all South Africans. Their contributions to the
retirement funding industry over the past 40 years are also
recognised and applauded.
My team and I remain deeply committed to our research
initiative and continue to step up our efforts and investment,
as we are able to clearly see the contribution it is making
towards the development of a new, improved retirement
system in South Africa.
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Evolution of
retirement
funding
Rigitté van Zyl
Chief Client Officer
and

Lorraine Mekwa

Business Development Manager:
Sanlam Corporate Investments

Over the past 40 years,
the retirement funds
industry has evolved
alongside the social,
political, economic and
technological changes in
our society. It goes without
saying that we expect
this evolution to continue
– 10 or 40 years from
now, our industry may be
unrecognisable from what
it is now. These broader,
contextual changes have
impacted every facet of
our members’ lives and
reshaped their individual
needs.

More than ever before, the needs of our members’ families
have morphed together with their personal, career and
financial aspirations. As our society and our values have
changed, we’ve also witnessed mindsets change — individually
and collectively. So today we will share some of those
changes in trends that relate specifically to retirement
funding, and what this means for members reaching their
desired retirement outcomes.
Our research methodology has remained mostly consistent
over the years. Last year, we adapted our measurement
tool by changing questions to be fit for purpose during a
global pandemic. This year, we have reverted to our original
research approach, but conducted face-to-face interviews
virtually via Zoom, as we do most engagements these days.
In total we conducted 200 interviews and once again we
received overwhelming year-on-year participation, with 68%
of stand-alone funds and 48% of employers participating in
umbrella funds from the 2019 survey also participating this
year. A further 4% who participated in the stand-alone survey
in 2019 were interviewed as umbrella fund participants this
year. This confirms the trend of conversion from stand-alone
to umbrella funds.
We now have eight years’ data to analyse since we first
included a subset of 10 union funds in the stand-alone survey.
These 10 funds this year represent a total of R109 billion in
assets representing over 500 000 members. Since inception,
we have observed a marked increase in the average asset
size, which spiked this year to just under R11 billion (double
the R5,5 billion of 2019). The year-on-year participation of
the union sample remains impressive at 80%.
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Impact of COVID-19
As an industry collective we
have one goal in mind, and that
is to improve members’ financial
outcomes at retirement. We cannot
ignore the impact and the reality
of the pandemic. Over the past
year and a half significant research
was conducted on the effect that
the pandemic has had on people,
employees, businesses and funds to
understand how we can do better as
an industry.
The physical, financial and emotional
impact on employees was highlighted
last year and is still very real today.
This was also a recurring theme, with
employers and funds expressing their
concern for their employees’ overall
wellness. With this in mind, we wanted
to understand how employers are
providing for their employees with
regard to this holistic need.
Most employers and funds believe that
having a holistic health and financial
wellness programme in place is
important, but apply different ways of
providing this.
Half of stand-alone funds and only
36% of participating employers of
umbrella funds believe a holistic
integrated health and financial
wellness programme delivers higher
productivity and staff happiness.
This is also supported by our client
experience research, where 40%
of participants indicated that they
find the idea of a one-stop-shop
solution appealing. Others still offer
these benefits but manage some
programmes separately.
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Healthcare Integration Strategies used
Stand-alone funds

Umbrella Funds
Believe a holistic integrated health and
financial wellness programme delivers
higher productivity and staff happiness

49%
36%

The employer selects wellness /
health programmes independent
of each other

17%
30%

The employer integrates some
programmes but manages others
independently

12%
12%

Do not take responsibility for an
employee’s health but adhere to legal
requirements in this regard
Don’t believe there is a causal link
between employee health and overall
staff productivity levels

11%
19%

0%
1%

10%

Not sure

Not applicable

2%

1%
0%

A notable trend we observed is the proliferation of
employees working from home. This flexible approach has, of
course, brought its own challenges, with employees having
to balance work, childcare and their domestic responsibilities
in the same space.
The transition from office to home office has not been
seamless, with technology and internet access posing a
substantial obstacle.
This meant that employers have had to think out of the box
and out of their comfort zones when they needed to ensure
employee productivity was not negatively affected and
that employees remain safe. Workplace safety protocols for
industries/employees who were not able to work from home
also had to be adjusted.
A recent Gartner poll showed that 48% of employees will,
post-COVID, likely work remotely at least part of the time,
compared to 30% prior to the pandemic. With this increase
in the amount of time employees are spending online, the
risk associated with cyber fraud has been amplified.
Just briefly casting our minds back, in the 2019 Benchmark
Survey we highlighted the risk of cyber fraud and in response
launched the Cyber resilience benchmark. This year we
asked participants to share their views on whether there
has been an increase in risks associated with cyber security
because of staff working remotely. The majority of funds
reported an increase in such risks.
Funds and employers have been proactive in mitigating
their risk. Most of the respondents said they had upgraded
security software and increased security procedures, while
only about 13% of stand-alone funds and only a small portion
of participating employers of umbrella funds have purchased
cyber insurance. Assuming that most funds/employers have
some type of insurance in place, we still expect this number
to grow in the future since the expectation is that the global
cyber-security insurance market is expected to grow at a
compounded annual rate of 21,2% by 2025.
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Most popular steps taken to
minimise cyber security risk of
remote working practices
Upgraded security
software to detect
virusses and
hacking attempts

Purchased cyber
insurance

highlighted the significant impact the pandemic has had on
members’ immediate financial needs.

83%
61%

Increased security
procedures to log
on to our systems
remotely, e.g.
additional
passwords

56%
59%

5%
13%

7%

Still training
7%

Umbrella Funds
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Stand-alone funds

In response to the global financial crisis
triggered by the pandemic, we have
seen businesses closing and going into
liquidation. Also, global M&A activity
has accelerated and companies
have been reorganising to increase
efficiencies.
From our Benchmark research, we
see that 1 in 3 funds surveyed has
experienced some kind of reduction in
workforce as a result of the pandemic.
We anticipate some stand-alone
funds might reconsider the option
of joining an umbrella fund this year.
There seems to be strong anecdotal
evidence that this is the case. National
Treasury and the Financial Services
Conduct Authority are also driving
industry consolidation. In addition,
the operational and financial stress
on businesses means that employers
who have stand-alone funds will also
want to focus purely on core business
activities to ensure they are operating
as optimally as possible. The reduction
in workforce combined with this
focus on core activities could result in
many of these employers considering
umbrella funds.
This also has a direct impact on
members and their ability to reach
their retirement goals and outcomes.
When we asked employers and funds
what the financial impact on members
had been, an overwhelming 80%
indicated that members had either
experienced a reduction in expected
annual increases, a reduction in
current pay or had been forced to
take sabbaticals without pay. This

The industry was very quick to respond to this financial
reality through offering contribution suspensions. Twentyseven per cent of stand-alone funds and 41% of employers
participating in umbrella funds indicated that they had
suspended retirement fund contributions during 2020
due to the financial impact of the economic lockdown. On
average this was for4.5 months, which was in line with the
expectations indicated at last year’s Benchmark Survey.
However, two funds indicated that they had suspended
contributions for a year or more. In the case of union funds,
70% indicated that retirement contributions had also been
suspended for on average five months.
Our latest suspension statistics indicate that 8,5% of
membership of the Sanlam Umbrella Fund still have
suspended contributions to retirement savings. This is a
marked improvement from August 2020 when nearly 25%
of membership had suspended contributions, indicating that
there has been some economic recovery.

Contribution and fees
In 2014 we discussed the seven habits of a financially
healthy retiree. Over the years a lot has changed, but saving
enough through adequate contributions levels, selecting the
appropriate investment portfolio, preserving, considering
wider needs and getting the right guidance/advice still
remain the foundation.
It is important to recognise that throughout this journey
members have diverse needs and preferences. And on their
way to retirement, they are balancing their preparation for
the future with immediate financial needs.
Saving enough through contributions is something that
we’ve been tracking over the years. If we don’t take the
COVID-19-related contribution suspensions into account,
since 2014 we have seen a steady increase in contribution
levels. For funds and participating employers of umbrella
funds, contribution levels have remained fairly stable from
2019 to 2021, with an increase in employer contributions and
a slight reduction in member contributions in umbrella funds.
Our research has indicated that the average time for which
contribution rates were suspended, was 4,5 months. If we
consider the total stand-alone contributions of 17,46%, this
rate drops to 10,91% due to the effect of the suspensions.
While this contribution adjustment was intended to provide
temporary financial relief to employees during the pandemic,
some of the economic impacts might be longer lasting.
Hopefully we will see the increasing trend continuing into the
coming years.
Regarding administration costs, the majority of funds
continue to express their expenses as a percentage of a
member’s salary, at 49% for stand-alone funds and 75% for
umbrella funds. In the case of umbrella funds this percentage
has grown from 65% in 2019. Almost 40% (38%) of standalone funds express this cost as a fixed rand amount per
member per month. In the past two years, we have seen
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a notable increase in the number of
funds using a combination of feecharging models to service their
administration costs, instead of
charging exclusively a % of total asset
value.
As in previous years, members of very
large funds benefit from economies of
scale and pay a lower administration
fee of 0,5% compared to members
of smaller funds who pay on average
0,7%. The average deduction for
administration costs has continued to
decrease for all funds over the past
five years, benefiting retirement fund
members and demonstrating that
the industry is making progress in its
efficiency drive.
The COVID-19 pandemic has highlighted
the importance of employers offering
risk benefits to their employees. The
average deduction to cover the cost
of life cover within the retirement
funds was 1,51% for stand-alone
funds and 1,2% for umbrella funds,
which is aligned with previous years.
However, considering that group risk
experience has been heavily impacted
by the pandemic and there is so much
uncertainty about the effectiveness of
the vaccine roll-out, it is likely that we
will see this number increase in next
year’s research.
A clear trend with regard to standalone funds is that since 2015 funds
have increasingly offered additional
flexible group risk benefits on top of
core benefits, allowing members to
adjust cover that suits their individual
needs and financial situation.

Default regulations
One of the key intentions of the
Default Regulations was to improve
retirement outcomes for members,
by considering what would be
appropriate and relevant for the
specific fund’s membership. A lot of
work has been done in the industry
to minimise the risk to members. The
Default Regulations play a key role
here by focusing on default investment
strategies, default preservation,
annuity strategies and counselling
on retirement benefits to improve
member outcomes and behaviours.
The results we have seen this year
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highlight a perceived lack of improvement in member
behaviour regarding preservation and annuitisation since the
implementation of default regulations. In fact, 57% of standalone funds say that they have not seen an improvement
in member preservation. Some of the main reasons cited
include members wanting access to their cash, inadequate
communication, and the deterioration in economic
conditions in South Africa.

Have Default Regulations improved member
behaviour?
PRESERVATION?

ANNUITISATION AT
RETIREMENT?

10.0%

9.0%
33.0%

6.0%

45.0%
46.0%

25.0%
69.0%

57.0%

Yes

UTILISATION OF
RETIREMENT
BENEFITS
COUNSELLING?

No

Not sure

However, what we’ve seen in practice over the past year in
the Sanlam Umbrella Funds was that the preservation rate
has actually increased by 5% overall. We believe one of the
main drivers of the increasing preservation rate has been
proactive Retirement Benefits Counselling, where we can see
a significant positive difference in choices members make
when counselled, compared to when they don’t receive
counselling.
At 94%, it is safe to say almost all stand-alone funds have
trustee-endorsed strategies in place; among umbrella
subfunds, a slightly smaller proportion, 85%, have such
strategies. It is still surprising that 6% are without such
strategies given that legislation requires trustee-endorsed
strategies to be in place.
When considering trustee-endorsed annuities, what is
interesting is the shift from living annuities to providing a
combination of different annuities. This is potentially one of
the ways funds are aiming to address various member needs
through acknowledgement that different types of annuities
would cater for different member needs and preference, as it
relates to flexibility, affordability, risk appetite and longevity
risks in retirement. We have seen a shift from members who
potentially would have bought living annuities to rather opt
for life annuities, likely as a result of life annuities offering
better value given the pricing in 2020.
Considering default investment strategies, Lifestage is
still the preferred trustee choice or default for most of the
funds, with half opting to offer member choice as well. For
the subset of union funds, it was interesting to note that
Single portfolio investment (70%) was more popular than a
Lifestage strategy (30%). This is likely because most union
funds are invested in smooth bonus portfolios.
Multi-manager strategies continue to dominate. It is
surprising that a pure passive approach is not more popular,
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especially given the specific
requirement in the Default Regulations
to consider passive management in
constructing the default investment
strategy. It is quite likely though that
many of the multi-manager strategies
include a passively managed core
component.
Increasingly, we are seeing an
alignment of the trustee-endorsed
annuity strategy with the lifestage
investment strategy. For participating
employers this increased from 43%
in 2018 to about 60% in 2021, and for
stand-alone funds from 45% in 2015
to 70% in 2021. When the defaults first
came into effect, funds viewed them
completely separately. Now, funds are
potentially reviewing them together
to align members’ pre- and postretirement journeys, which is a matter
Sanlam highlighted at the Benchmark
Symposium in 2016.

Is your life stage investment
strategy explicitly aligned to
your Trustee-endorsed annuity
strategy?

17.9%

2021

59.7%

22.4%

24.5%

2019

43.4%

32.1%

25.5%

2018

42.6%

31.9%

Yes

No

Not sure

Over the years our research has covered some of the
broader investment themes, namely Regulation 28,
transformation, and ESG. In our research that looked
specifically at attitudes to infrastructure investments, we
note that proposed changes to Regulation 28 have resulted
in increased awareness of infrastructure as potential
investments. We are all well aware of the need for better
infrastructure for South Africa, and it’s probably something
that retirement fund clients need to be considering more
seriously.

Legislation
The industry as a whole has been flooded with legislation
and regulations and at times it does feel overwhelming, but
all this is in the spirit of improving outcomes for members.
Policyholder Protection Rules have been in effect for the
past three years and the long-awaited T-Day came into
effect on 1 March. As an industry we are now preparing for
POPIA. We expect the onerous requirements and additional
costs of complying with additional legislation will have the
effect of forcing many stand alone funds to consider the
umbrella environment once again. Part of our research was
to understand the level of awareness that exists with regard
to this legislation. Funds appear to be well aware of the
requirements imposed on their fund and providers. How this
awareness is put into practice is what we will keep a close
eye on in the future.
It is perhaps too soon to tell if the aberrations of 2020 and
2021 will be mere temporary fluctuations that will soon
be put behind us, or whether they will shape how people,
employers and retirement funds prepare for the future. If
nothing else, what we have experienced over the past 18
months will build on how the industry has evolved and
provide us with the opportunity to reflect and see every day
as a new chance to do better.
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Trends in union
funds since 2013
Mkuseli Mbomvu
Executive: Group External Relations
Sanlam Group Market Development
and

Lorraine Mekwa

Development Manager:
Sanlam Corporate Investments

Profile of union funds
We now have eight years of data to analyse since we first included a subset of 10 union funds in the
stand-alone survey. These 10 funds this year represent a total of R109,4 billion in assets in respect of
512 200 members. Since inception, we have observed an increase in the average asset size, which spiked
to just under R11 billion this year (R5,5 billion in 2019). The year-on year participation of the union sample
remains impressive at 80%.
According to Stats SA, South Africa has experienced some GDP growth in the 1Q2021. The graphic below
reflects the industries that contributed to that growth. Despite this improvement in GDP the official
unemployment rate was 32,6% in the first quarter of 2021.
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Retirement fund membership is completely reliant on individuals being employed. We have seen
significant volatility in membership, with a sharp reduction from 114 750 (2017) to 27 260 (2018), which
has subsequently doubled to 51 220. Most of the funds have a membership of between 2 000 and more
than 10 000 members.
2021

2019

2018

2017

2016

2015

2014

2013

51 220

27 260

114 750

62 500

53 353

7 670

4 745

5 857

Fund membership
80.0%

70%

60.0%
40.0%

70%

60%
50%
30%

50%
30%

45.5%
36.4%

30%

50%

50%

40%

20%

20.0%
10%

10%

10%

10%

9.1%

2021

2019

2018

2017

2016

0%

0.0%
2 001 to 5 000

5 001 to 10 000

0%

2015

0%

0%

2014

0%
2013

10 001 or more

Changes in contribution levels and costs
Total contribution levels have remained fairly consistent year on year. This year, between 70% and 90%
of employers contribute between 5,1% and 12,5%. Since the inception of this study the total employer
contribution has averaged 9,1%, whereas the majority (60% to 90%) of employees contribute at a rate of
5% to 7,5%, with an average of 6,8%.
The percentage of members’ salary (as a proportion of PEAR) that goes towards the fund’s pure
administration cost, excluding asset management fees, consulting and risk costs, has decreased
significantly from 3,75% (2015) to 0,2% (2021), which seems less than the average of stand-alone
retirement funds (0,56%) in the core study.
3.75%

0.81%
0.20%
2021

0.36%
2018

2017

0.62%

2016

0.50%

20151

2013

Conversely, in those funds that express their administration costs as a fixed rate based on a member per
month, we have seen a significant increase from R26 (2013) to R45 (2021). This year, some of the funds
indicated this fee to be as high as between R70 and R84 per member per month.
This year we have also recorded the highest (90%) incidence of risk benefits being provided as part of
the fund or on an approved basis.
90%

90%
80%

80%
70%

70%

63.6%

50%

2021

2019

2018

2017
Approved: part of the fund

2016

2015

Unapproved: Seperate scheme

2014

2013
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We have also noted a 1% decrease in the percentage of salaries applied to the total cost of death
benefits/life cover under the fund between 2018 and 2021. This is in line with the industry’s call for cost
efficiencies, which ultimately lead to greater savings towards retirement funding.
2.68%

2.58%
2.25%
1.81%

1.75%

1.56%

1.25%
0.92%

2021

2019

2018

2017

2016

2015

2014

2013

The total cost of disability income benefits (PHI) has averaged 1,2% of salaries over the eight years.
1.44%

1.42%
1.25%

1.25%

1.13%

1.10%

2021

2019

1%

2018

2017

2016

2015

2014

1.05%

2013

Funds are almost equally split in respect of costs covered by the employer.
2021

2019

2017

2016

2015

2014

2013

10

10

0

10

11

10

10

Fixed contribution only (i.e. total cost
to company no additional costs)

50,0%

60,0%

40,0%

45,5%

60,0%

50,0%

50,0%

Fixed contribution plus the cost of
administration and the cost of risk
benefits

50,0%

30,0%

60,0%

54,5%

40,0%

30,0%

40,0%

Base: All Respondents

Death and disability benefits
We have noted a shift in the size of the lump sum payable at death on approved funds, with 2 in 3 funds
providing 3 or 4 times multiple of salary between 2015 and 2019. However, in 2021 we see these popular
multiples decrease to 1 in 3 and more members (40%) opting for flexible benefits. This is significantly up
from 10% in 2018.
The size of the lump sum payable upon disability on approved funds has decreased slightly from 3 times
annual salary in 2015 to a multiple of 2,6 times in 2021.

Multiple of salary on disability

2.75

2.75

2.7

2019

2018

2017

3

3

2016

2015

2.6

2021
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A trend we will continue to monitor relates to the size (replacement ratio) of the income benefit payable
upon disability, which was first introduced in this survey in 2019. This implies that more union-based funds
are providing lump-sum capital disability benefits.
2021

2019

10

10

75% - 79% of annual salary

10,0%

70,0%

85% - 89% of annual salary

10,0%

10,0%

Not sure

30,0%

0,0%

No benefit

50,0%

20,0%

82

78,25

10

10

100,0%

100,0%

Base: All who provide risk benefits

Mean
Table size

We tested the extent to which rewards programmes have penetrated the union-influenced retirement
funds. Only 1 out of 10 indicated that they had a benefit with one of the insurance providers. That
respondent was of the view that rewards in a retirement fund context in its current form have very little
value in the lives of members.

Retirement
All funds indicated that the trustee-endorsed annuity strategy was appropriate and effective for their
members and that they monitored outcomes and were satisfied with the utilisation. The majority (8 out
of 10) planned to review the annuity strategy on an annual basis. The funds’ trustee-endorsed annuity
strategy has a very low level of in-fund offering (30%) and external provider (10%) and the majority of
funds do not have a trustee-endorsed annuity strategy.

Investments
The investment strategy of an overwhelming majority of funds, between 50% and 80%, comprises
Trustees’ Choice, i.e. there is no choice for members.
2021

2019

2018

2017

2016

2015

2014

10

10

10

10

11

10

10

Trustees’ Choice, i.e. there is no
choice for members

70,0%

80,0%

50,0%

80,0%

54,5%

80,0%

80,0%

Default investment portfolio, plus
member choice

20,0%

20,0%

50,0%

0,0%

36,4%

10,0%

0,0%

Combination of the above for
different categories of members

10,0%

0,0%

0,0%

20,0%

9,1%

10,0%

10,0%

10

10

10

10

11

10

10

Base: All Respondents

Table Size

100,0% 100,0% 100,0% 100,0% 100,0% 100,0% 100,0%
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We asked whether the investment portfolio of the Trustees’ choice/Default comprised a Lifestage
strategy (with portfolio transitioning) or a single-portfolio investment. It was interesting to note that a
single-portfolio investment (70%) was more popular than a Lifestage strategy (30%).
In almost all instances the Trustees’ choice/Default is structured on a Multi-managed (90%) and Single
manager - balanced active (10%).
Asset managers’ performance is benchmarked against CPI.

Each Asset Manager has their own
benchmark equity

0.0%
10.0%

Combination of benchmarks

10.0%
0.0%

CPI-related
60.0%
50.0%

Indices / composite index
30.0%
0.0%

Indices / composite portfolio benchmark

30.0%

Industry survey / peer group

0.0%
0.0%
10.0%
2019

2021

We asked respondents to which extent their fund would invest in infrastructure investments as made
available by the proposed changes to Regulation 28. Close to half (40%) of the funds indicated that it
was a decision that would be taken by the investment manager. Regarding current investments in impact
investing, union funds responded that on average they currently have an exposure of 3,6% of total AUM.

Impact investing
50%

30%
20%

0%

1% - 10%

Not sure

Current exposure to ESG portfolios was slightly higher, averaging just under 10% of assets. Of the funds
with current investments in ESG portfolios, two indicated that they have more than 20% invested in ESG
portfolios.
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Special Topics
Changes in member behaviour
More than half (60%) of the respondents indicated that since the implementation of default regulations,
they have noticed an improvement in member behaviour with regard to preservation on withdrawal.
Just under half (40%) reported observing improvement in member behaviour with regard to
annuitisation at retirement. More members have also started to make use of retirement benefits
counselling where this is provided.
Half of the funds that reported a lack of improvement in member behaviour with regard to preservation
on withdrawal attributed it to members’ lack of understanding or knowledge of various options available
on exit. One in three members have cash-flow challenges and are therefore only interested in taking the
withdrawal benefit in cash.
Similarly, the lack of improvement in member behaviour with regard to annuitisation at retirement was
also attributed to members’ lack of understanding or knowledge of options available (40%), as well as
members wanting to have access to their retirement benefits in cash (40%).
The FSCA released the Smoothed Bonus Conduct Standard in October 2020, which sets out the
conditions that Smoothed Bonus portfolios need to comply with in order to form part of a retirement
fund’s default investment strategy. Half of the funds that offer Smoothed Bonus portfolios had received
information from their insurer regarding their compliance with this revised requirement. Some funds
(40%) believed that the enhanced disclosure required by the Conduct Standard made having a
Smoothed Bonus portfolio more attractive as an investment option.

Retirement Benefits Counselling
Retirement benefits counselling was first introduced in 2018. Not all stand-alone funds have provided
access to such facilities yet. Of those funds that are planning to implement this, 90% are of the opinion
that the fund administrator will be providing retirement benefits counselling. It is interesting that
written communication is still the preferred medium (70%) of delivery, with less than half (40%) stating
that technology solutions, e.g. WhatsApp, interactive videos and online portals will be used. Written
communication will be in the form of email or via the fund’s website, and newsletters are still considered
appropriate for retirement benefits counselling. Funds believe they can easily reach three quarters of
their membership with this medium.

Healthcare Integration
Almost half (40%) of the funds believe a holistic integrated health and financial wellness programme
delivers higher productivity and staff happiness, whereas 10% of employers integrate some programmes
but manage others independently. They have implemented a type of hybrid application to integrated
health and financial wellness. One in five funds believes its responsibility to employees’ health is limited to
the obligatory legal requirements.

Advice
Since 2013 about half of the funds have indicated that they have a formalised strategy for rendering
financial advice to active members. The majority (60%) of these funds refer members to the preferred
financial advisor made available by the fund or employer. One in five funds offers advisory services to
members by way of an advisor paid for or subsidised by the fund, i.e. a salaried advisor. For the balance
of the funds, financial advisory services are provided to members by way of an advisor charging a
negotiated special fee, i.e. a reduced advice fee.
Most (80%) funds provide advice mainly at retirement, followed closely by withdrawal and when
members join the fund. There is some concern about only 1 in 5 members receiving advice when he or
she elects to make an investment switch.
Those who don’t have a strategy simply indicated that the fund did not wish to take on the responsibility
or liability of enabling financial advice.

Impact of COVID-19
One of the impacts of COVID-19 was that a number of funds have reviewed their existing risk benefits
provision. The majority (90%) of funds have increased their group insurance. During this time only 1 in 5
experienced a rate increase, with 10% actually experiencing a slight decrease in the group insurance rate.
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Given the financial pressure experienced all round, it was not surprising that 70% of funds suspended
retirement fund contributions due to COVID-19 for an average of 5,4 months.
The biggest concern at this time was naturally the financial impact of the lockdown on members. The real
scare was the fact that some members endured multiple effects as reflected in the table below.
2021
Base: All Respondents

10

Retrenchments at the workplace

90,0%

Reduction in pay

90,0%

Reduction in annual increases

30,0%

Enforced sabbaticals without pay

60,0%

Liquidation of the employer

60,0%

No impact

10,0%
34

Table Size

340,0%

Most companies have had staff working remotely since the start of the pandemic. The risk of cyber
security has increased for at least 1 in 3 funds.

Regulations
There are a number of regulatory requirements with which funds have to comply.

Policyholder Protection Rules
Half of funds indicated that they are aware of the requirements of the Policyholder Protection Rules
(PPRs) when changing group risk cover between insurers. Naturally, the concern is about the half that are
not completely aware of the stringent requirements. The reason is probably because 90% of funds have
not changed insurers in the past 12 months. Most members across the board are communicated with by
the fund (70%) or the fund and insurer (30%).

T-Day
Most funds (80%) believed that T-Day will not impact the way the funds structure their group risk
benefits, e.g. moving from approved to unapproved benefits for lump-sum disability cover. All members
are able to view their respective vested and non-vested components online (10%) or via their member
statements (100%). About half of the funds communicated the impact of T-Day to members either via
the fund administrator (40%), Human Resources or Employee Benefits department (20%) or did not
provide communication to members at all (40%).
It seems that all the funds that communicated about the impact of T-Day had opted for email as their
communication medium.

Protection of Personal Information Act (POPIA)
Almost all funds (90%) were aware of the requirements of the Protection of Personal Information Act
(POPIA) on the fund and service providers, e.g. consultant, administrator, insurer etc. Most funds intended
to rely on consultants to monitor across providers and would require compliance reports in the Board
pack. Only 1 in 5 would actually employ specialist skills to deal with the requirements of POPIA.
While union fund experience tends to largely mirror that of other stand-alone funds, there are a few
notable differences, which have been highlighted in this report. The drive to ensure desired financial
retirement outcomes for all members lies at the heart of each fund regardless of differences in fund or
benefit structures. As a collective, each fund aims to attain the best possible retirement outcome in line
with the management board’s fiduciary responsibility.
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How much are
members saving
for retirement
Danie van Zyl
Head: Smoothed Bonus Centre
of Excellence
Sanlam Corporate Investments

Pensionable salary and retirement savings
For the majority of our South African retirement fund members,
their contribution to their retirement fund consists of two
components, namely an employer and employee contribution
based on their pensionable salary. The employer/employee
contribution distinction is mostly due to historical
differences in how the employer and employee contributions
were previously handled in calculating a member’s income
tax.
Most employers (56%) continue to operate on a total-costto-company basis. A smaller number of funds (34%) report
that the employer also pays the cost of administration and risk
benefits in addition to the employer contribution to the retirement
fund.
Pensionable salary is the income used by an employer to calculate a
member’s retirement fund contribution. This will typically include any fixed remuneration, such as salary
or wages, but may exclude variable amounts such as commission, bonuses or overtime. For ease of
comparison, all figures on the next page refer to pensionable salary (also known as PEAR).

Employer and employee contributions
The average employer contribution, as a percentage of salary, was 10.84% — the highest figure we
have seen since 2015. In this year’s survey, 6% of funds reported that the employer does not make any
contribution to retirement funding. In all likelihood these employers remunerate staff on a cost-tocompany basis and all contributions to a retirement are viewed as employee contributions.
The average employee contribution rate remained steady at 6.62% of salary (similar to the 6.63% in 2019).
Twelve per cent of funds indicated that their members do not make employee contributions to a retirement
fund, with all contributions deemed to be employer contributions. The total contribution towards
retirement funding for small funds (with fewer than 500 members) continues to exceed that of the very
large, mainly blue-collar, funds (with more than 10 000 members).
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Average over past
five years

All stand-alone
funds

Funds with more
than 10 000
members

Funds with fewer
than 500
members

All stand-alone
funds

Employer contributions

10.26%

9.67%

10.42%

10.37%

Employee contributions

6.31%

6.86%

6.77%

6.81%

Total retirement
contribution

16.57%

16.52%

17.20%

17.17%

The impact of COVID-19
The COVID-19 pandemic has not only impacted the lives and livelihoods of members, but for many also
their retirement provision. Twenty-seven per cent of funds indicated that they had suspended retirement
fund contributions during 2020 due to the financial impact of the virus. On average this was for 4,5 months,
although two funds indicated that they had suspended contributions for a year or more.

Administration costs
Most funds continue to express their administration expenses as a percentage of a member’s salary (49% of
funds), while a further 38% of funds, mainly those with more than 10 000 members, expressed this cost as a
fixed rand amount per member per month. Only 2% of funds expressed their administration expenses as a
percentage of the fund’s assets, which is more in line with the charging model in the retail savings market. A
further 11% of funds use a combination of the above.
A fixed-rand-per-member approach implies the lowest level of cross-subsidy between members, but this
is one instance where Sanlam believes cross-subsidisation may be preferred. The fixed-rand-per-member
costs weigh more heavily as a percentage reduction on small salaries and have a much smaller effect on
large salaries. Funds that use this method of cost recovery lose any administration expense cross-subsidy
between higher-paid and lower-paid workers.
For those funds deducting a percentage of salary for administration, the average deduction amounted to
0,55%, broadly in line with the result over the past three years, while the average fixed fee per member for
standard members amounted to R52.30 a month. Five funds indicated that they pay in excess of R90 per
member per month.
As in previous years, members of very large funds (more than 10 000 members) benefit from economies
of scale and pay a lower administration fee (0,4%) compared to members of smaller funds (fewer than
500 members) who pay on average 0.69%. Expressed as a fixed fee per member, this varies from R38.02 a
month for very large funds to R59.10 a month for smaller funds. The average deduction for administration
has continued to decrease for all funds over the past five years, benefiting retirement fund members.
Average over past three years

Deduction for
administration costs

Average over past
five years

All stand-alone
funds

Funds with more
than 10 000
members

Funds with fewer
than 500
members

All stand-alone
funds

0.56%

0.48%

0.72%

0.70%

Group risk costs
Forty-seven per cent of employers provide risk benefits (group life and disability cover) via their retirement
fund (so-called approved risk benefits), while 16% provide these benefits under a separate scheme
(unapproved benefits). The bulk of the remainder (36%) provides benefits both via the retirement fund and
separate scheme. The average deduction to cover the cost of life cover within the retirement funds was 1.51%.
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Infrastructure –
Investing with
purpose
Darryl Moodley
Head: Tailored Investments
Sanlam Corporate Investments

Humankind has been
very fortunate to have
lived through a period
of sustained economic
growth since the
Agricultural Revolution.
This economic progress
has allowed us to
make unprecedented
improvements in
consumption, health,
education, technology and
in addressing inequality
– although arguably with
varying levels of success.

At the same time, there’s been a rapid increase in our
population, from 2 billion in the 1930s to almost 8 billion in
2021, coupled with an increase in GDP by a factor of roughly
40 over this same period. This has invariably led us to
progressively push closer to the boundaries of planet Earth.
The material footprint of our production has increased by
an estimated 40 times as a result of the need to meet the
demands of the surging population size. Agricultural land
use has increased by 30%, and to provide energy for our
lifestyles our use of non-renewable and polluting natural
resources (such as coal, oil, gas) has increased by eight
times. This increase in consumption coupled with a similar
increase in input use has transformed the face of our planet
and has given rise to well-documented side-effects and new
challenges.
Reference is often made to the megatrends of our time,
including rapid urbanisation, demographic and social
change, shifting economic power, technological change,
and of course climate change. These are some of the trends
that continue to shape conversations globally. South Africa
in particular has been slow to address these trends. It is
this backdrop that has led asset managers, as custodians
of capital, to increasingly be pulled into debates on the
evolution of capitalism, the role of capital markets, and
addressing the social challenges or megatrends into the
future.

The struggle years
The 1980s are often referred to as the struggle years in South
Africa, and that they certainly were. Under the leadership of
the apartheid government at the time, South Africa moved
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firmly out of the ranks of the West and into the club of failing African economies — especially serious
was the collapse of the savings rate, ailing infrastructure and the skewed distribution of share ownership
on the JSE. For individuals, the 1980s was considered to be a lost decade as per capita incomes in 1990
were lower than in 1980 after falling in 6 out of 10 years.
And all of this when sanctions were imposed against South Africa and protectionist sentiments were
well entrenched in the industrial sector. There’s no doubt that we’ve made incredible progress as a nation
in many respects, particularly on the human rights front, but there is a perception that many of the
economic gains of the past 40 years are slowly being reversed.

GDP per Capita in SA

GDP per Capita (US$)

Lost decade
Lost decade

1970

1980

1990

2000

2010

2019

Source: World Bank

Infrastructure as an investment
There is no doubt that the biggest crisis South Africa currently faces is the economic fallout of COVID-19.
The pandemic has magnified many harsh realities in South Africa, namely those of poverty, high levels of
inequality and unemployment, and rapidly aging infrastructure. Inadequate infrastructure, in particular,
remains a major obstacle towards South Africa achieving its economic growth potential — and our
government has rightly identified meeting the demand for key infrastructure as a priority and potential
panacea to dealing with our wider societal problems.
But unlike investing in listed stocks or bonds, the amazing characteristic of infrastructure investments
is that you are building something tangible from scratch. At its very core, it’s about procuring land,
sourcing materials, hiring people who would likely have been unemployed, contracting various suppliers
in the value chain, professionals, architects, engineers, lawyers, and others. It really is the very essence of
creating economic activity and espousing confidence when you put up infrastructure assets. And once
these are up and running, it makes economic activity easier by reducing frictional costs. This is one of the
investment themes that generate not only good financial returns for investors but also improve society’s
productive capacity.

Continued Underinvestment
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Worryingly, it is estimated that South Africa will have a R1,7 trillion infrastructure funding shortfall over the
next 10 to 15 years over 276 different initiatives ranging from water, transport and energy to agriculture.
The need for infrastructure investment and development has not gone away. In fact, it is more apparent
than ever. Although backlogs continue to be a concern and a political priority, a more critical issue is
that of the condition of South Africa’s existing infrastructure assets, much of which are nearing, or have
reached, the end of their useful lives.
Our energy infrastructure is just one glaring example. Apart from the regular bouts of load-shedding
linked to productive capacity and energy availability, solving the decarbonisation challenge will be critical
for South Africa’s competitiveness in the global context. And this would require huge infrastructure
investments in South Africa — both public and private — to navigate that decarbonisation pathway.
There’s no doubt that being an emerging economy we expect to have more carbon headroom to grow
our economy, but according to the Paris Agreement we have just three decades to decarbonise the
global economy. And South Africa is currently the 12th-largest greenhouse gas emitter in the world, being
roughly double the world average in per capita terms. Locally, we boast being home to Sasol’s Secunda
complex, which is acknowledged to be the single largest point-source of greenhouse gases on the planet.
Our renewable energy independent power producer programme is, however, a step in the right direction. It
has been globally hailed as a massive success after already catalysing over R200 billion in investments. And
with more rounds of projects being approved, this is expected to add significant capacity to the sustainable
energy mix in South Africa. This further increases the number of bankable infrastructure opportunities
available to investors — something which has long been highlighted as a problem for this asset class.

Appropriateness for retirement funds
Now this infrastructure funding gap that I referred to presents a tremendous opportunity for long-term
investors — such as retirement funds — to step in to fill the void. Long-term infrastructure assets could
provide retirement funds with a perfect “long-term hedge’ as well as offer attractive risk-adjusted returns
if managed well.
But, from the perspective of asset managers, it is important to recognise that they are not the owners
of the assets being managed, they are merely stewards. Retirement funds and the underlying members
actually own the assets. Asset managers simply execute on their needs and their strategies. They inform
clients on ideas and clients give them permission to do things on their behalf.
While the asset management industry generally believes infrastructure investments can be leveraged
to catalyse economic growth in South Africa, it does appear to be a sentiment seemingly shared by the
respondents in our 2021 Benchmark survey. For example, stand alone retirement funds indicated they will
invest on average 6,6% of their fund assets into infrastructure, with participating employers of umbrella
funds indicating an allocation of around 4,7%. The obvious question is: Is this enough? Will the industry
find itself on the right side of history with this level of investment?

Investment in Infrastructure
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% of respondents
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15
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While this may appear to be a fairly small allocation to some, considering that retirement funds consist of
around R4,5 trillion in assets this translates into almost R300 billion in direct infrastructure investments,
which is fairly substantial but unfortunately still well short of plugging the R1,7 trillion funding gap.
However, the infrastructure investment opportunity does come with several complexities. The asset class
is largely illiquid and unlisted. The large quantum and long-term nature of contracts, with the government
often a central role player, make these investments complex to structure and with limited flexibility post
investment. And let’s not forget that government-linked projects in South Africa often have been fertile
breeding grounds for budding tenderpreneurs.
This means investment in infrastructure requires extreme levels of skill, due diligence and governance, but
can have significant rewards for investors due to the certainty and longevity of the cash flows produced
by the underlying assets, as well as the enhanced portfolio diversification.
What is worrying, however, is that the unit trust and ETF sectors of the market offer the illusion of
immediate liquidity when we invest in essentially long-duration, less liquid assets. I think we need to
impress on investors that when saving for retirement over their 40-year working journey, they’re not
saving for tomorrow. They’re saving for the long term — 20, 30, 40 years from now. And therefore, if they
want to treat their investments like an ATM with immediate liquidity, a bank account (or even a box under
their mattress) may be more appropriate. But within the retirement fund ecosystem, one needs to allow
one’s investment portfolio to work over the long run — and this really is the appeal of infrastructure given
its similar long-term characteristics.

Holistic long-term outcomes
Looking forward, how do we look further than continuing to dogmatically compare investment
performance of funds, their fees, and total expense ratios every quarter? In the past, as long as one
chose a high-performing fund, one was able to generate good financial outcomes. This is perhaps more
nuanced in today’s complex world, as one also needs to be purposeful.
In terms of retirement outcomes, it is well documented that less than 10% of South Africans retire
comfortably. Notwithstanding that this is in itself a shocking outcome from one of the largest retirement
fund systems in the world, this considers just financial outcomes — usually relative to some arbitrary
replacement ratio statistic. What about more holistic outcomes?
While having an adequate pot of assets at the end of the rainbow provides comfort, one also wants to
retire and be happy in a viable environment, as what’s the point of a retirement system if one is going to
retire in a place that is devoid of essential infrastructure? If the right steps are not taken soon, this could
potentially be the next pandemic waiting for us in the next 40 years.
So it’s no longer simply a discussion of investment returns versus people or society or the environment.
There’s now a greater richness to these discussions. And, in reality, profitability and purpose are two sides
of the same discussion.
It’s more a case of one hand washing the other as you can be financially profitable by doing all the good
things — infrastructure development, supporting the communities, and decarbonisation. Everyone has a
role to play in trying to address the deep misalignment in the global and South African economy, and it is
during times of crisis that people truly become aligned in their thinking.
So, as we consider our four decades of Benchmark research, it is important to also consider what the
next 40 years of research will tell us. What will we look back on as being the watershed moments? And
how do you ensure your investments and those of your clients are on the right side of history?
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The more things
change …
Avishal Seeth
CEO:
Sanlam Umbrella Solutions

This report reviews some
of the trends we’ve
observed in our industry
as a result of the 40 years
of Benchmark research.
Some of the authors
project the future based
on the trends and what the
world of work and humans
in general will require into
the future.

In earlier editions of the Benchmark research report I shared
my views from an advisory perspective. It allowed me to focus
exclusively on my experiences as an advisor and my own
views and perspectives as a result of interaction with clients.
That then gave me the ‘licence’ to tell service providers what
we as advisors, employers and members require.
In my new role as Head of Sanlam Umbrella Solutions, I need
to demonstrate that I have the ability to listen to my past self.
In the review I cover some of the major movements in the
industry to give you context as to where we are now. I reflect
on how my short experience on the ‘dark side’ or product
side has invigorated me to continue to champion the needs
of members.
In 1981, the major event of the year, namely the royal
wedding, had a global viewership of nearly 1 billion people,
which was unheard of! At the time, defined benefit funds
ruled the roost. The employer took on all the investment risk
and members were able to secure good outcomes by simply
remaining at the same employer for their entire working life,
which was quite a common occurrence in those days.
In 1985, iconic concerts took place – Live Aid. Around this
period, the move from defined benefit funds to defined
contribution funds started and continued into the 90s. The
first push for this move was from trade unions who wanted
simpler more transparent withdrawal benefits and access
to lump sums at retirement. The second push was driven by
employers who wanted reduced volatility on their balance
sheets and to remove the effect of this movement on their
income statement. This was the start of a move away from
the paternalistic nature of the employer.
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What employers and indeed the
industry as a whole (advisors and
product providers) clearly missed at
this point was the obvious transfer
of investment risk from the employer
to the member and what should
have been a significant education
and information exercise around this
specific point, and also that members
needed to start taking responsibility
for their retirement savings as well. In
our view, this was probably the start
of poorer outcomes at retirement for
members.
In fact, as recently as last month one of
the eminent journalists on retirement,
Bruce Cameron, pointed this out
again, which could be an indictment
on the industry in that, for 30 years,
we haven’t helped our members help
themselves.
Another step change occurred
in 1998 and has remained key for
many stakeholders to this day,
namely the requirement for member
representation on Boards of Trustees.
From that it became clear that many
boards were not adequately trained
to recognise the huge responsibility
they were taking on as trustees of a
retirement fund. Furthermore, they
simply weren’t adequately trained
to be able to make competent and
informed decisions regarding the
life savings of members of these
retirement funds. For this reason,
advisors and consultants began to
hold sway. There was great reliance on
the advice from consultants, which in
many cases continues today, but most
Boards have learnt to question the
advice they receive. This further adds
to the role of the Board in looking after
the needs of the member.
Post 2000 there has been a plethora
of step changes and mega events that
have molded the industry into what
it is now. It started in 2001 with the
surplus legislation, which was a further
push to the defined contribution
environment for many employers.
The wide-ranging bulking scandal of
the mid-2000s will forever be a scar
on the industry that is still remembered
quite vividly by many trustees and the
industry alike. The resultant increased
controls and governance measures
have benefited both the industry and
members.
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The next big move was that from stand-alone/private funds
to umbrella funds. If we look at the graph, it’s clear that the
level of consolidation is nothing short of phenomenal! Stats
from the FSCA last indicated around 1 500 active registered
funds, well down from the over 16 000 in the early 90s.
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The regulator has made his thoughts on this matter quite
clear. In 2018, Olano Makhubela announced that there should
be fewer than 200 active funds in South Africa. Just a few
weeks ago at the Pension Lawyers Association conference,
Ismail Momoniat from National Treasury stated that
consolidation must continue. This mass move to umbrella
funds has been due to many different reasons.

Cause for move to Umbrella
Costs
Governance requirements
Trustee personal liability
Employers focusing on their core business
Lack of expertise within employers

It’s now forty years later and what have we really managed
to achieve?
Consider someone who retired in 2020. Can you imagine
the stress and anxiety this person would have experienced?
How easy would it have been for this retiree to access
information? Would he have received any information telling
him not to withdraw his funds at end April 2020 and rather
wait a few months for the market to recover? Did we make
the effort to help this retiree make informed decisions?
When you consider our most recent retirees, do you think
that we as an industry have done enough? Do you feel
that maybe the great structures and governance we’ve
put in place haven’t been enough to help members help
themselves and achieve good retirement outcomes?

Looking ahead
What will the current millennials and Gen Z’s look like as the
retirees of the next 25 - 40 years?
Millennials are currently by far the largest proportion of the
working population. The oldest millennials are turning 40 this
year. These 40-year-olds are being referred to as geriatric
millennials by Gen Z.
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Recent media coverage on millennials
leads one to believe that they are the
“largest generational cohort of the
working population who controls the
least amount of wealth” and that they
are “the most educated generation but
now without employment or any real
savings”.
One would also be led to believe that
all odds are stacked against millennials
and they are struggling to generate
income for current living expenses, let
alone retirement savings.
In the South African context this may
be exacerbated by levels of youth
unemployment that are the highest
in history. According to Statistics SA,
youth unemployment currently stands
at over 60%. Without a job, how are
the future retirees even going to
contemplate retirement?

South Africa: Youth unemployment rate from 1999 to 2020
62.5%
59.95%
60%

Youth unemployment rate

57.5%

56.34%

55.97%
54.7%

55.7%
55%

53.79%

53.66%

52.62%

53.22%
52.5%

51.39%

51.35%

50.32%

50.53%
50%
47.61%
47.5%

45%
44.83%
42.5%
1990

2000

2001

2002 2003 2004 2005 2006 2007 2008 2009 2010

2011

2012

2013

2014

2015

2016

2017

2018

2019

2020

Source: World Bank ©Statsista
Additional Information: South Africa World Bank: ILO: 15-24 years

For a while now the concept of
retirement has been considered as
outdated as many retirees continue to
work well past retirement age. For the
youth of today (or rather our future
retirees), that isn’t even an option.
Retirement as a concept is outdated
for them because you can’t retire
if you aren’t even working. Still, the
sentiment expressed by industry and
media is that millennials don’t worry
about the future and couldn’t care

less about retirement. As an industry we have to debunk this
notion.
The issue is not so much that millennials don’t take
retirement planning seriously, but rather that there
are a multitude of other issues that require immediate
engagement and which would put thinking about retirement
lower on their list of priorities.
Many young people are burdened with supporting not only
themselves and their own families but also their parents,
grandparents and even siblings. The formula is quite simple
— the lower the proportion of the population employed, the
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more people who are reliant on those
who are employed, and in turn the
greater the burden on the employed.
As important as planning for your
retirement from a young age is, the
immediate need of supporting those
closest to you now ranks higher on
the list.
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The 2021 PWC Financial Wellness Survey revealed that as a
result of the pandemic, more than 70% of millennials have
experienced increased financial stress, with that number
reducing slightly for other generations. Overall, we can see
that everyone has experienced increased financial stress.

Employees struggle to meet monthly household
expenses

Reliance on family as a
strategy

30%

30%

70%

Find it difficult to meet
monthly expenses when
household income has
stayed the same over the
past year

Find it difficult to meet
monthly expenses when
household income
has decreased over the
past year

Source: PWC’s 10th annual Employee Financial Wellness Survey, PwC US, 2021
January 2021: Base of 1,600 full time employees

Eighty-seven per cent of employees surveyed said
they want help when it comes to their personal
finances!

“I know I did not save as
much as I can for retirement,
but I sent each of my kids
to varsity”, “I bought each
of my kids a home so that
they can start out their lives
without the hassle of getting
into debt.”, “My family is my
most important and valuable
asset.”

Employees are clearly struggling to meet monthly household
expenses – even those who have managed to maintain their
level of income over the past year.
The WTW Global Benefits Attitudes Survey indicates the
effect on employees’ mental health over the past year. There
has been a deterioration in mental/emotional health and two
out of five employees are looking for more flexible hybrid
work-from-home arrangements. Initial research indicates that
this could improve levels of productivity.

WTW Global Benefits Attitudes Survey

29%
Could this then be considered an
alternative strategy perhaps? Many
of us here are currently supporting
parents or siblings; do you think that
you can count on your children to look
after you financially in retirement?
We have a lot of information on our
future retirees. We know what is
stressing them and what the cause of
their not saving for retirement is. Many
future retirees have huge debt they
are struggling to service, resulting in
severe stress, which in turn leads to
health issues.

say their mental/emotional
health has deteriorated as
a result of the pandemic.

38%
who are working from
home today desire a
more flexible, mixed
onsite/work-from-home
experience in future

Steve Nyce, a senior economist at WTW, stated: ‘The
opportunity for employers to play a critical role in helping
employees improve their financial well-being and retirement
readiness remains great. Investing in tools and resources and
educating and encouraging employees to use them, can go
a long way towards reducing employee financial stress and
boosting healthy outcomes and worker productivity.’

70%
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It might be worthwhile to change the
word ‘employers’ in the above quote to
‘product providers’. Product providers
have the ability and opportunity to
also perform this role as well as, if not
better than, employers.
At Sanlam Corporate we have seen
an actual improvement in member
outcomes as a result of our free
proactive benefits counselling service.
We are also implementing nonfinancial and healthcare solutions as
part of the holistic value proposition.
Our Benchmark research this year
also showed that the majority of funds
believe in the benefits of having a
holistic integrated health and financial
wellness programme.
If we were to act in the way the data
tells us, we should with confidence
be able to say that ‘the more things
change … the better the holistic
outcomes for our members’.
As product providers, we have all this
information and data at our fingertips.
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So, the question we need to ask ourselves is whether we are
willing to actually take the data and human information into
account and provide solutions that work for members.
This graphic from our client experience and member focus
research is testament to our commitment to understanding
the needs of members as they evolve through their life cycle
with us.
The one advantage we have now that was not available
40 years ago is the availability of data. Not just data on
salary levels, contribution rates or choices at withdrawal,
but more personal and behavioural data. The actual human
nature of our members. This is the most powerful tool
we have at our disposal if we are going to do anything to
improve the outcomes of our members at retirement.
The winners over the next 40 years will be those who are
able to seamlessly integrate into the existing employee
value proposition or possibly be the entire employee value
proposition. Those who are able to analyse and act on the
data, like the Sanlam Benchmark, they have at their
fingertips and never be so arrogant as to think they know
best but rather continuously look for more data and
information to improve their offering to members. In this
way the umbrella platform must increasingly be built
to integrate and accommodate what is necessary to
empower members to be confident in all aspects
of their lives.

Photo credit: Visual Capitalist
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So, into the future, we commit to
continue to utilise the resources at
our disposal to educate and empower
members through the multiple
engagement platforms we have.
We have been entrusted with the
life savings of many people and they
count on us as employers, advisors
and product providers to make sure
that, as a team, we set them up for
success.
Therefore, our role is simple — enable
this success as far as possible, working
together with all stakeholders.
Ultimately, this industry would not exist
without our members and the more
we address the shortcomings inherent
in the retirement fund ecosystem, the
sooner we can start to improve the
financial outcomes and confidence of
all South Africans.
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Impact of
COVID-19 and
ensuring
sustainable
pricing in
Group Risk Michele Jennings
Managing Executive: Group Risk
Sanlam Corporate

Life insurers, like
everybody else, have had
a challenging year with
COVID-19, going through
the almost overnight
restructuring of the
business model to work
from home, economic
uncertainty, extremely
high claim levels and, just
as importantly, the critical
actions required to care
for and protect our own
employees.
COVID-19 has impacted everyone. In Sanlam, almost 1 200
of our colleagues have tested positive, 20 of whom have
succumbed to the virus, along with many more family
members and friends.
Our goal is to highlight that with these pressures our industry
has had no alternative other than to evolve to survive
because, and I admit it freely, like many other businesses
Sanlam Group Risk has struggled with profitability and
service delivery during the pandemic.
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By now most people are familiar with the South African Medical Research Council’s weekly mortality
statistics, which compare actual deaths with the projected mortality numbers. Below, we have the
national and Sanlam Group Risk experience in one graph with the expected deaths reflected in the
yellow line.

Weekly natural deaths for RSA vs Sanlam Group Risk
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Sanlam Group
Risk’s actual
weekly mortality
experience
continues to
follow the same
trend as
SA experience

SGR natural deaths (adjusted for late claims)

The national graph reflected by the dark blue line with the axis on the left, reflects the total South African
deaths. The pale blue line, with the axis on the right, reflects the Sanlam Group Risk total deaths (by date
of death) adjusted for claims Incurred But Not Reported (IBNR) for the same period.
In this graph it is evident that Sanlam’s mortality experience has mirrored that of South Africa, except
for the second wave where the insured population mortality was higher than that of the national trend.
According to ASISA, this is consistent across all the major insurers and is 400% greater than expected
mortality.
Between March 2020 and the first week of February 2021, South Africa recorded more than 137 000
excess deaths due to natural causes — substantially higher than the 44 500 confirmed COVID-19 deaths
reported by the Minister of Health.
Based on research, the South African Medical Research Council estimates that 85-95% of the excess
natural deaths are attributable to COVID-19, with the remaining excess deaths deemed attributable to
collateral causes, probably due to overwhelming the health services during surges in the pandemic.
The true purpose of an insurer is to deliver on the promise made to clients to support them in their time
of need. COVID-19 is a global crisis, and I am sure the intermediaries, brokers and consultants will all agree
that our clients have REALLY needed us during this pandemic.

The true purpose of an insurer
is to deliver on its promise to
support customers in their time of
need...
What do customers need?
How well did insurance companies meet
these needs?
Are we ready for the next crisis?

But what did they need? How well did insurers do in meeting these needs? And are insurers ready for the
next wave or crisis?
Guidewire commissioned research during COVID-19 to examine client perspectives on insurers, with the
objective to gain insight into how insurers can improve client relationships and enhance their products
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and services, and this aligned very closely with Sanlam Corporates own internal findings on what our
clients say they need.
With regard to service, the top qualities UK clients required were to pay claims quickly (at 40%), to keep
data safe, having the option to speak to a person, followed by low premiums, clear terminology and the
ability to communicate online.
The UK survey also highlighted that clients value other important non-service-related factors, including
innovating around products and processes while maintaining the highest levels of operational efficiency,
and availability.
With regard to the top service requirements for insurers to pay claims quickly, clearly South African
insurers stepped up and paid claims. Old Mutual reported that they had paid R1,9bn in death claims in
January and February of 2021, and MMI reported that they had paid R3,9bn, and Sanlam Life R3,8bn for
Q1 of 2021.
This graph below reflects the Sanlam Group Risk value of claims by date of death by month and year.
The COVID peaks are evident in the purple bars in July, August and December of 2020, in the region of
30-50% higher than the expected volumes for those periods. The yellow bar of January 2021 reflects an
astounding 300% of the expected values. Had we looked at this graph using the total number of claims
paid in this period, the January 2021 yellow bar would reflect a value at 250% of historical volumes.

Weekly natural deaths for RSA vs Sanlam Group Risk
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Many of the insurers have published their own experiences similar to this, reflecting a drastic increase
in both the volumes and values of claims during the COVID peaks. The increase in values has been
attributed to the increase in claims for members 45 years and older, who are usually the higher-income
earners.
The pandemic has resulted in all insurers processing unprecedented volumes, and as a result we have all
experienced operational challenges. So, as insurers, we certainly did pay claims, but we all acknowledge
that we didn’t always pay them quickly.
Therefore, given the start of the third wave and the threat of possible a 4th COVID wave, there are a few
actions we as an industry can, and need to take.
From an insurer perspective, our goal is sustainability for the long haul and not just one or two years
through COVID. Sanlam is once again in the fortunate position of being an insurer with one of the
highest levels of capital and reserves. Rest assured that with a Group Solvency Capital Requirement
ratio of 242% Sanlam Life has sufficient reserves and capital to pay claims through these next COVID
waves or the next crisis.
But to pay claims quickly, group insurers also need to make operational changes, which will require a
combination of adding resources and investing in digital, and although most are on this journey, we are at
varying stages and quality of doing so.
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Our Claims team provided guidance on the top few items they felt would reduce claim payment delays,
and I am sure these apply to other insurers too. Their response is included in the checklist on the right.

Insurer
Given the third
and possible
fourth wavewhat can be
done to pay
claims more
quickly?

Customer

Adequate capital /
reserves
Fast premium
processing
Cross-team support
Increased capacity
Invest in Digital
• Self service MBS
• Claim forms and
validations
• Robotics

Complete BI 1663
form
Complete claim form
Recently certified
Documents
Premiums paid up to
date and at correct
level TIMEOUSLY
Membership records
up to date
Updated beneficiary
nomination form
for approved vs
unapproved business

A noteworthy point is that as a result of the new Insurance Act of 2017, employers, insurers and
intermediaries can no longer under any circumstances apply their discretion in determining the correct
beneficiaries for unapproved business, which includes funeral business.
In the absence of a beneficiary nomination form for unapproved business, even a funeral benefit will be
paid to the member’s estate. Numerous articles have been published about corruption at the Master’s
offices, with a recent report in Business Day headlined “Legal fraternity up in arms over chaotic backlog
at Master’s Offices”. None of us want our clients to go through that, so it is critical that as in industry we
help to drive the updating of our own, our clients’ and our staff members’ beneficiary nomination forms.
I have provided my perspective on insurers’ delivery during the COVID-19 crisis, and I thought it
important to get an independent view, so I reflected on the recent report of the Ombudsman for Longterm Insurance. This report released late in May highlights poor service, communication and claims
declined as the main reasons for the complaints that reached their offices.
They noted that service-related complaints most likely increased due to remote working conditions,
resulting from difficulty in contacting and communicating with insurers. This led to complaints
particularly when claimants were desperate to have claims paid, e.g. under funeral policies.
Understandably some of the service complaints were attributable to the large volumes of claims and
queries submitted to insurers during the pandemic.
The Ombudsman’s report also noted that insurer relief packages were not all equally generous, resulting
in cover being reduced or lapsed, which is terribly unfortunate during a pandemic when cover is so
crucial.
I am once again proud to report that the Sanlam Life complaints that reached the Ombudsman
were proportionately very low, and the number of cases resolved wholly or partially in favour of the
complainant was the lowest of all the insurers.

2021 Benchmark Research on
POPIA impact of awareness on:
Employer 92%
Service providers 82%

56% Will rely on consultants to
monitor service providers
35% Will rely on reports in the
BOT pack

BENCHMARK SURVEY 2021 Insights

Clients have “keep my data safe” as a
very important service consideration,
which is something we too believe is
critically important, and now, especially
with so much being done online and with
the Protection of Personal Information
Act (POPIA) deadline looming, it is more
important than ever.
Our Benchmark research shows that
the awareness of the impact of POPIA
on service providers is 80 to 90% there,
although from some of the interactions I
have had so far I am not totally convinced
that employers or funds fully understand
their own roles as responsible parties
under POPIA.
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KEEP MY
DATA SAFE

Interestingly, in the Benchmark research,
56% of the respondents stated they
would rely on their consultants to monitor
the service provider’s compliance with POPIA. Perhaps they feel consultants are a little bored now
because the Policyholder Protection Rules and T-Day have passed.
Clients have also highlighted their need for human service consultants as well as online engagement
platforms. I suspect this is because members want access to online platforms for self-service capabilities,
but when they need technical, non-standard or escalated support, they want to talk to a person.
Looking purely at digital developments in Sanlam Group Risk, many of you will already be aware of
Sanlam Corporate’s best-in-industry retirement fund administration digital capabilities. Well, based on
your feedback, we are starting to introduce some of these initiatives into our business too. These new
digital touch points aim to speed up service delivery, such as the online portal for submitting death claims
and a fully digital, PPR-compliant member benefit statement.
Only 13% of Benchmark respondents said they rely on the insurer to deliver on PPR rule 11, which requires
the insurer to keep members informed of their insurance benefits.
So, to the respondents who said they will rely on their own communication departments or their own
retirement fund administrators to perform this function, please ensure you or your retirement fund
administrator is fully compliant with the PPR rules regarding member communication. We are performing
due diligences on the large retirement fund administrators.
Personal engagement is something we have focused on in Sanlam Corporate. The new digital solutions
are never at the expense of a human touch when it is needed. For example, we offer client solutions
specialists, call centre agents, client relationship managers, senior managers, and even our executives are
available to assist you when needed.
Reality Access for SGR (which is an integrated offering and not a separate paid-for loyalty benefit) is a
perfect example of where we strive for balance between human connection and digital interactions. We
found that the members who gave us permission to include them in the Reality Access service offering,
made extensive use of the personal benefits offered during the pandemic. Obviously, burial repatriation
usage was higher than normal, but we also saw an increase in legal aid, and we were pleased to see that
the Shoprite and Dis-Chem vouchers were in very high demand.
Our Benchmark research shows that the remuneration of two thirds of our members was negatively
impacted during COVID and the lockdown. It is not surprising that our client experience research
identified that members want more relevant value-added services and holistic integrated offerings. This,
together with COVID realities, really requires insurers to step up their product and process innovation.
Within Sanlam Corporate, we are pleased to have added IVY Online to our menu of Reality Access valueadded services. It will provide much-needed education and tutor support to children who are struggling
in this new pandemic environment.
Furthermore, we are also piloting virtual nurse and doctor consultations among some of our Umbrella
Fund clients. Virtual healthcare has surged during the pandemic, particularly benefiting low-income
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employees, with 40% of them more likely to say they received the care they needed when using virtual
care. So, rolling this out to our extremely broad base of clients would enable access to nurses, doctors
and scripts at minimal cost and without long queues or travelling times — really adding significant value
in our clients lives.
We also made some changes that were extremely meaningful to a few people, where, rather than using
existing policy conditions as a means to repudiate claims, we waived some conditions in policies to
enable claims to be paid. For example, as a result of COVID we sadly saw entire families dying within a
couple of days of each other, and instead of immediately ceasing cover for spouses or children when
the main member dies, we changed this to at least provide cover for the full month the premiums were
paid, and we also extended our Universal Educator Product to pay for home schooling, which was not
previously part of the product offering.
Although it was 4th on the list of priorities in the Guidewire research, the requirement for lower pricing is
obviously a big concern for insurers at this stage. On the one hand, members are under extreme financial
pressure, and on the other hand, it is not sustainable for insurers to continue to carry the extensive
burden of claims that far exceed the value of premiums they have received, as reflected by the yellow
claims line on this graph where it runs above the blue premium line.

Mortality: Claims vs net premiums

Group Risk Pricing
Goal is sustainability
Annually renewablepriced according to
future risk factors
Market pressures ensure
that excessive premiums
are not sustained
Insurer sustainability
requires price
adjustments when claims
are excessive

2013

2014

2015

2016

2017

2018

Recurring premium net of expenses

2019

2020

2021

Claims

Group risk insurance is annually renewable, and market forces and competitors ensure that insurers do
not generate excessive profits, and regulators and auditors ensure premiums are adequate for the future
sustainability of the insurer. In other words, the net premium and claims lines on this graph are driven by
market forces to be very close to each other.
In the past, approximately five years of years of experience and trends were used to project the next 12
months of experience; however, under the current circumstances with COVID, the past 12 months are the
closest proxy we have for projecting the next 12 months.
All the insurers are struggling with these projections; different industries have shown unexpected claims
experience, and our pricing basis has had to be adjusted regularly to accommodate this. However, the
good news is that as time progresses and we get through the waves and closer to the real deployment
of the vaccine, projected claims will decrease, and our models and basis will be updated. Therefore, once
experience improves, mortality rates will decrease again.
We also remain hopeful of improved economic recovery, as current projections do not bode well for the
future of PHI and its pricing. A lot of our time is spent doing research, analysis, and building models to try
to project the future impact of COVID and the economy on mortality and morbidity, and at this stage a
lot of the information is conflicting, so we continue to monitor it closely.
Well, for many COVID-19 has been “the unthinkable”, and as an insurer we are proud that we have been
able to provide support to so many during this crisis.
We thank our clients and stakeholders for being patient and understanding.
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Looking towards
the horizon
Barend le Grange
Head: Individual Member Support
Sanlam Corporate

In our world of risk and
uncertainty, we have
to consistently strive
to be trusted guides,
helping stakeholders to
navigate the retirement
industry and providing
practical advice needed
to empower members to
retire with confidence. It is
our obligation as financial
professionals to serve as
partners – and the right
partners at that – through
all the changes and
challenges members may
experience during their
working lives.

But if it is their good that we serve, how do we know and
measure whether we have provided the best service and
advice, as well as ensure that we have done so in a way
which engages members?

Delivery of advice
Our Benchmark research showed that the main
communication channel for 86% of stand-alone funds is
email. The second main communication channel, at 75%, is
through newsletters. However, these styles of engagement
are simply not as widely adopted as they used to be.
COVID-19 has had an astonishing impact on society and
the financial industry, including the acceleration in the
adoption of digital tools as a means of communication and
automation.
This opens up new possibilities that perhaps haven’t been
explored before. But if we are to provide the best advice
and ensure our members are aware of and heed that advice,
these are avenues that we must explore. The ways in which
the provision of advice will be affected by an ever-increasing
digitised world is not limited to engagement:
Parts of the traditional advice services will be moved
online to unlock efficiencies. A related issue that will need
to be addressed is the industry’s ability to creatively cater
for the many members without online access.
Parts of the advice process will be enabled through
self-service, especially those parts of the service that
comprise predominantly paperwork, as people get used
to engaging digitally.
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Finally, technology will enable
advisors to provide a wider
range of services and enhance
their existing services to provide
deeper insights.

Reviewing advice
How do we know if the advice we
provided was good advice? We can’t
go back to every single member to
track how well the advice that was
given, suited them. But there are
metrics that could be tracked, and
should be tracked.
As part of the Default Regulations,
all funds were advised on an annuity
strategy. Many funds, however, have
not reviewed their default strategies.
For a fund to review its strategy, it
has to monitor whether members are
actually using the annuities specified in
its strategy.
Twenty per cent of umbrella funds do
not monitor outcomes, which makes
reviewing the strategy impossible. On
top of that, of those that do monitor
outcomes, more than 20% plan on
only reviewing their strategy every
three years or longer, or even don’t
plan on ever doing so. Remember,
reviewing your annuity strategy
annually is required as part of the
Default Regulations. If you never
review your strategy as a fund, how
do you deliver value to members and
respond to evolving needs?
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When it comes to investment performance, are those who
advise on investment strategies getting the results they
seek? An interesting finding from our research showed that
when it comes to benchmarks used by stand-alone funds,
there is a four-way split between ‘Peer group’, ‘Indices’, ‘CPI’
and a ‘Combination of benchmarks’. So, it’s fair to expect
that consideration is given to how performance is measured.
Additionally, is the advice on investment vehicles sufficiently
considering pressing societal needs such as B-BBEE and
ESG? Or are funds cognitively deferring all investmentrelated risks to the asset consultants?
Every stakeholder in our industry either takes and/or gives
advice. I want to argue that much of the attention has been
given to the latter. Advice received is not interrogated and
scrutinised as much as it should be.
As someone giving advice, I need to ensure my value
proposition has been adequately articulated and
communicated to those I advise. Going forward, we must
ensure those advisors who are focused on what matters and
who are proactive enough to give feedback on the adequacy
of their advice, as opposed to merely paying lip service to or
avoiding feedback altogether, are going to come out in front.
It’s worth mentioning that things can go wrong even when
good advice has been given. But be it during uncertainty or
amidst a global pandemic, advisors must still give objective
results for interrogation, and justify and explain decisionmaking processes when things do go wrong.

Need for holistic advice
It is imperative that we as an industry do more and do better.
If we can agree that the ultimate beneficiary of our efforts is
the member, we can sharpen our focus. We can do a better
job of advising on the member’s needs from our place along
the retirement funding industry’s value chain. We also need
to recognise that individuals have holistic financial needs that
go beyond retirement and our industry. But that does not

Annuity Strategy Outcomes
Q6.1 Do you feel that the Trusteeendorsed annuity strategy was
appropriate and effective for your
members?

Q6.2 When do you plan on reviewing
your annuity strategy?

Yes, we monitor outcomes and are satisfied with
the utilisation

61.0%

No, we do not monitor outcomes

20.0%

No, we do monitor outcomes and are not
satisfied with utilisation
Annuities are not provided for in the rules of our
fund
Table Size

4.0%

Annually

58%

Every two years

19%

Longer than every two years

11%

Never
Not sure
Table Size

15.0%
100.0%

Umbrella Funds

10%
2%
100.0%
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mean we have no role to play in those
other spheres of their financial lives.
Funds can take specific steps to better
serve their members’ overall financial
well-being.
Our research indicates that 54% of
stand-alone funds have a formalised
financial advice strategy for active
members, while this number is 70% for
umbrella funds:

Does the fund have a formalised
strategy for rendering financial
advice to active members?

life events. So, even for funds that do provide advice, there is
still a lot of opportunity to better address members’ needs.
In 2014 we spoke about the ‘7 Habits of financially healthy
retirees’, where we pointed out that the lack of preservation
is one of the main factors leading to suboptimal retirement
outcomes for members. This is also one of the points the
regulator aims to address through the Default Regulations.
So, let’s unpack it a little bit, focusing specifically on
retirement:
Sanlam Corporate’s internal data indicates that retirement
benefits counselling is having a positive impact, as can be
seen in the lower proportion of members taking cash when
counselled, compared to those not being counselled:

Retirement benefits counselling outcomes

54.0%

Yes
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Impact of Retirement Benefit Counselling at retirement

70.0%

80%

Stand-alone funds

46.0%
30.0%

Umbrella Funds

This is a great step in the right
direction. But it does mean that 46%
of stand-alone funds do not have a
formalised financial advice strategy.
With the alternative being to leave
it to members to ‘speak to their
own financial advisor’, we are likely
excluding some of those members
from the advice they may need. And
more than likely, these are going to be
lower-income members who won’t
have their own advisors.
Where funds do have an advice
strategy, fees can be negotiated by
the fund or even subsidized by the
fund itself, as is the case in 48% of our
research sample. The main objection
to not having an advice strategy is
the additional responsibility or liability
it might place on the fund, which is
understandable. But with close to 20%
of funds saying that they ‘don’t know
where to find providers’, ‘it doesn’t
add sufficient value’ or that ‘the fund
has other priorities’, I’m questioning
whether the well-being of the member
is being prioritised here.
As funds, have we considered all the
ways in which different types of advice
can help members?
Of the funds that do provide advice,
around a half to two thirds do so when
a member joins or withdraws from a
fund. Only 25% to 35% of funds do so
for investment switches or at critical

70%
Percentage of members

No,
members are
advised to speak
to their own
financial advisor

60%
50%
40%
30%
20%
10%
0%

In-fund

Phased retiree

Retirement counselled

Out-of-fund

cash

Retirement not counselled

Moreover, 62% of funds indicate that they are reaching 90% 100% of their members. Looking at this in isolation, member
communication and positive engagement outcomes do not
seem to be an issue at all.
Forty-six per cent of funds indicated that they do not believe
member outcomes have improved at retirement. Why? Well,
the main reason can be broadly grouped in two categories:
1

Members are financially strained

2

Ineffective member communication and engagement.

Which brings us back to the method of communicating
and delivering counselling. Only 43% of funds leverage off
technological solutions to provide counselling and only 47%
have retirement benefits counsellors who contact members
proactively:

How will you provide Retirement Benefits
Counselling to your members?
Written communication

79%

Technology solutions, e.g. WhatsApp, Interactive Videos, Online Portals etc.

43%

LRetirement benefits counsellors who field calls from members

51%

Retirement benefits counsellors who proactively call members

47%

Specialist retirement benefits counsellors independent of administrator

26%

Standalone Funds
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What we’ve seen in practice during
2021 is that, excluding online
engagement, the majority of members
still prefer to engage telephonically.
This shifts when engaging proactively,
with a large part of the engagement
shifting to other engagement
channels, as you can see. In addition,
proactive engagement is 4 - 5 times
more effective than reactive strategies.
I actually suspect that face-to-face
engagement might be members’ first
choice, but this is probably not a costviable model for Retirement Benefits
Counselling.
So, will digital engagement take
over every single engagement
immediately? Most certainly not. But it
will undoubtedly play an increasingly
important role in our reaching more
members, doing so more efficiently
and meeting more of their needs.
Engagement is one part of the holistic
solution, with the other being the
solutions put forward. In considering
holistic member outcomes, there are
lots of opportunities and multiple
parties that could potentially fill
the needs gap, including product
providers, funds, financial advisors,
consultants and employers, just to
name a few.
What we can be sure of, is that the
gap will not be filled by one party,
but rather through partnerships that
enable us to leverage off each other’s
strengths.

Conclusion
I recently heard someone say that providing
financial advice is becoming more difficult as there
are fewer legislative and governance requirements.
And yes, less actuarial valuation work has to be
conducted to ensure funds are adequately funded.
I, however, want to argue that opportunities still
abound if we are going to take the members’ holistic
financial needs as our guiding principle. That’s
because while regulation just puts up guardrails
for helping those who don’t have the right focus,
the legislative or governance requirements were
not established simply as check boxes. It’s always
been about doing what’s right to ensure members
achieve the best possible financial outcomes.
The retirement funding industry is arguably one of
the best vehicles available to provide solutions to
the majority of people in South Africa, given our link
to a large proportion of the population. Moreover,
if used effectively, we have the ability to put costeffective advice and member-focused solutions
in place. Solutions that can be made available to
all members, to empower them with the financial
confidence to plan now and ensure they work
towards a more prosperous future.
The advice landscape has shifted dramatically in
recent years, and it will continue to shift. It is our
duty to keep abreast of those shifts, and to look
ahead for further changes that will impact our
industry so that we can best serve our members
and instil confidence not just in their financial
futures, but that, in us, they have found the best
partners.
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Smoothed
bonus portfolios
weather the
storm
Rhoderic Nel
Managing Executive: Investments
Sanlam Corporate

Smoothed bonus
portfolios weather the
storm
What a difference a year makes!
Although the world is still dealing with
the impact of the COVID-19 pandemic,
markets have to a large extent brushed
off the market downturn of March
2020 and delivered a robust recovery
in asset prices. Locally, South African
equities have achieved their best firstquarter performance since 2006. This
has led to all our corporate smoothed
bonus portfolios being fully funded
after the first quarter of 2021.
During October last year the
FSCA released the much-awaited
Smoothed Bonus Conduct Standard.
The regulatory authority believes
smoothed bonus policies are more
complex than normal balanced funds
and that they are sometimes poorly
understood by members defaulted
into them. The Conduct Standard
therefore aims to provide additional
security to members by requiring
much greater disclosure by insurers.
The Standard also reduces an insurer’s
discretion and flexibility in some cases.

What are smoothed bonus portfolios?
Smoothed bonus portfolios aim to protect a member’s
retirement nest egg while providing stable and predictable
investment returns. During strong growth, some of the
return earned is set aside to be used during periods with
low or negative market returns. In this way, portfolio returns
are smoothed by either releasing investment returns set
aside or by holding them back (depending on market
conditions). In certain scenarios, an insurer will even provide
additional funds to the portfolio if the underlying returns
are very negative. These portfolios also provide certain
guarantees when a member leaves his/her retirement fund
on retirement, for example.
This strategy is typically chosen by members approaching
retirement age or by more risk-averse members who do not
want to see their savings yo-yoing as markets go up and down.

Where does the Conduct Standard
fit in?
The Conduct Standard should be read in conjunction with
the Default Regulations issued in terms of the Pension Funds
Act during 2017, specifically Regulation 37, which deals
with default investment portfolios. This Regulation requires
retirement funds with a defined contribution category to
adopt a default investment option for members; this is a
trustee-endorsed option into which a member is defaulted
if he/she does not choose an investment portfolio for him-/
herself.
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The Default Regulations always
envisaged that further guidance would
be issued at a later stage, including
a Conduct Standard for smoothed
bonus portfolios as well as criteria
for using a living annuity as part of a
fund’s annuity strategy.
The Conduct Standard gives
retirement funds utilising a smoothed
bonus portfolio as part of their default
investment portfolio nine months to
comply with the Standard. Importantly,
the Conduct Standard also applies
to scenarios where a smoothed
bonus portfolio forms only a part of
the default investment strategy, for
example using these portfolios at the
end stage of a lifestage strategy.
Complying with the Conduct Standard
The Head of our Smoothed Bonus
Centre of Excellence, Danie van Zyl,
has been engaging with the regulator
regarding the Conduct Standard and
giving feedback via industry bodies
since 2017. Given the renewed focus
on default portfolios, we believe the
release of the final Smoothed Bonus
Conduct Standard was timeous and
relevant. The Standard will also level
the playing field to some extent by
ensuring all insurers provide benefits
and disclosure consistent with the
Standard.
From Sanlam’s side we did not
have to make specific changes to
our portfolios, but we have had to
enhance our disclosure in line with
the Standard. Clients can rest assured
that all our main smoothed bonus
portfolios that are used as default
investment options comply with the
Conduct Standard.
To this end, we have been hosting
webinars, circulating newsletters
and videoclips and engaging with
clients and consultants regarding the
Conduct Standard since the end of
last year.

All our retirement fund clients have also received the
following:
Updated policy wording
An Updated Principles and Practices of Financial
Management (PPFM) document
Certificate by our Head of Actuarial Function
An FAQ document detailing compliance per
requirement in the Smoothed Bonus Conduct
Standard.

At Sanlam we have been supportive of the aims of the
Conduct Standard and will ensure the relevant smoothed
bonus portfolios continue to comply with the Standard. We
also believe the Conduct Standard will give added comfort
to retirement fund members who invest in these portfolios.
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Satrix – A partner
for reforming the
retirement funds
industry
Helena Conradie
Chief Executive Officer
Satrix
and

David Gluckman
Chairman:
Sanlam Umbrella Fund

R7 Billion Evidence of Retirement Fund
Reform
The Sanlam Umbrella Fund represents Sanlam Corporate’s
practical response to reforming the retirement funds industry.
This is the way we can work every day towards improving
retirement outcomes for our close to 250 000 members.
The journey from the launch of the Sanlam Umbrella Fund
in early 2008 has seen us introducing many industry firsts
in order to achieve this vision. One of those firsts I am most
proud about is the partnership with Satrix and specifically
the Satrix Enhanced Tracker Balanced Fund. Not only have
we established the country’s leading passively managed global
balanced portfolio, but the Sanlam Umbrella Fund members
have also invested in excess of R7 billion in the portfolio. And the
portfolio has earned members a gross compound return of 11,6% per
annum over the 12 1/2 years since launch, i.e. a real return in excess of CPI
inflation + 6% after all costs – not too shabby!
As such, we decided to enter this specific industry first in the 2020 Institute of Retirement Funds Africa’s
Investment Practices awards competition. Although we just missed out on a winning entry, scoring 72,2%
and not the required 75%, it’s clear from the feedback received that the key reason was simply that the
awards are not designed to measure such a long-term initiative. I, on the other hand, believe that the
long-term vision and consistency shown stand to our credit. But you, the reader, can judge for yourself –
we include here our full competition entry.
I am very proud of the partnership with Satrix, and am encouraged that it will yield even greater benefits
for our members looking forward over the next decade or so.
David Gluckman
Chairman of the Board of Trustees
Sanlam Umbrella Fund

BENCHMARK SURVEY 2021 Insights

43

Satrix, with R130 billion assets under management, is the largest index investment manager in South
Africa.
But we don’t measure our achievements just in terms of assets under management, but rather the value
we can add to ordinary South Africans’ lives. Satrix aims to help them truly “own the market” – and that
implies our products must facilitate easy access, financial inclusion and confidence.
Industry awards are one affirmation of such success. Examples include Satrix winning no fewer than
10 awards at the Salta Awards 2021, including ‘The People’s Choice’ award, and being voted ‘Best Fund
House’ in the Larger Fund Range at the 2021 Morningstar Awards ahead of all of South Africa’s major
active asset managers.
The partnership with the Sanlam Umbrella Fund has been a major success since it started in 2008. I
believe this is only the beginning of this partnership, and look forward to the next decade with quiet
confidence about what can be achieved.
Helena Conradie
Chief Executive Officer
Satrix

IRFA BEST PRACTICES INDUSTRY AWARDS
Category - Investment Practices
Title of Entry: Reforming the Retirement Funds Industry Satrix Enhanced Tracker Balanced Fund
Sanlam Umbrella Fund Work Plan
Time Period of Project: Mid-2008 to End-2019

Business Need / Opportunity:
Sanlam established a commercial umbrella fund business in mid-2007 and launched the Sanlam Umbrella
Fund to the market in early 2008. As is evidenced from the September 2007 Insight article, the vision
from the outset was one of “leading the industry” and to “create value-for-money offerings for the
ultimate benefit of members”, and “cost effectiveness” would be a central pillar of this strategy.
In May 2008, independent actuary Rob Rusconi published a paper “Satrix 40 – A Straightforward &
Efficient Way to Invest in the Stock Market” that concluded “the evidence suggests that Satrix provides
cost efficiency significantly better than local alternatives and highly competitive by international
standards”.
The implications of this research were clear to the Sanlam Umbrella Fund. In order to achieve the
expressed vision, it would be essential to launch to the market a cost effective global balanced
Regulation 28 compliant investment portfolio and to make this investment option available to Sanlam
Umbrella Fund clients as soon as possible. This would be a first for the South African retirement funds
industry, and also a new offering in the wider passive management space where the focus had been on
pure equity mandates such as Satrix 40.
Given that Sanlam at that stage had a 50% shareholding in Satrix, it made sense to approach Satrix to
partner on this envisaged new offering.
This thinking and resultant discussions then paved the way for the launch of what was initially branded
the SIM Enhanced Tracker Balanced Fund (later rebranded as Satrix Enhanced Tracker Balanced Fund)
during September 2008 with the Sanlam Umbrella Fund being the very first investor (and David
Gluckman the Chair of the Sanlam Umbrella Fund Investment Committee being the first member to
invest in the portfolio).
Although other retirement funds have followed the Sanlam Umbrella Fund’s lead and also invested in this
portfolio, the Sanlam Umbrella Fund has been the dominant investor throughout the period since the
launch of the portfolio, and its holding represents more than 85% of the entire portfolio at end 2019.
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Stakeholders:
Sanlam Umbrella Fund represented by the Board of Trustees and its Investment Committee
Satrix as the investment manager
Sanlam Life as the investment is wrapped within a Sanlam life wrapper
Members of the Sanlam Umbrella Fund who are the underlying majority investors in the portfolio

Goals and Objectives:
To make available to Sanlam Umbrella Fund members, either on a member investment choice basis
or as part of default investment strategies, a cost effective global balanced Regulation 28 compliant
investment portfolio.
To ensure that the solution is well constructed and complies with best international guidelines, and that
the benchmark remains appropriate for members of a retirement fund, and that performance over the
long term is very close to the selected benchmark (i.e. minimal tracking error).
To ensure that take-up of the offering is substantial relative to competitor passive offerings and that
the portfolio does not become a mere “shop window” for marketing purposes but with very little client
money actually invested.
To help shape the direction of the retirement industry debate on charges, and to influence the retirement
reform direction in a manner beneficial to members. This is also why the Sanlam Umbrella Fund Board of
Trustees were willing to have member charges analysed in detail and presented to the Actuarial Society
of South Africa in 2011 and 2016.

Solution Overview:
The Work Sample includes as evidence the following documents updated to end December 2019:
Satrix Enhanced Tracker Balanced Fund Detailed Update
Satrix Enhanced Tracker Balanced Fund Summary Report
Satrix Enhanced Tracker Balanced Fund Fact Sheet
The Summary Report explains the solution as follows:
The portfolio is benchmarked to a strategic multi-asset class benchmark, where the benchmark is
rebalanced monthly back to its strategic weights.
The portfolio employs tactical asset allocation relative to the strategic weights within a +/-2% range.
The portfolio is managed within a tolerance level relative to the tactical asset allocation, with a view
to minimise turnover in the portfolio. Only once an internal tolerance level is breached in excess of
the tactical asset allocation, will a trade be generated. This will typically be off the back of cash flows
or extreme market movements.
When trades are necessary, a weight is targeted relative to the tactical asset allocation, to further
minimise turnover.
Cash is actively managed to generate excess returns relative to the STeFI Composite Index returns
within the multi-asset benchmark.
Within each asset class, the portfolio tracks its respective asset class benchmark index, either
through physical replication, synthetic replication, or a combination of the two. Synthetic replication
facilitates excess returns relative to the index by employing a portable alpha strategy with enhanced
cash returns.

Implementation and Challenges:
We faced a number of significant challenges around the time of launching the portfolio to the market:
The 2008 Global Financial Crisis hit at around the same time making clients, consultants and
members suspicious of new and untested investment offerings.
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Sanlam itself was unwilling to allocate shareholder seed capital required to start the portfolio given
the low margin from a shareholder perspective. Nonetheless it was deemed important to gain scale
in the portfolio so that economies of scale benefits could be achieved, and the solution thus could
become sustainable.
Clients and consultants at that point had a strong preference for active management strategies over
passively managed strategies, and the wider industry reform debates about cost control had not yet
gained headway.
Besides the Investment Committee Chair personally allocating retirement savings to start the portfolio,
scale was also achieved by over time allocating portions of 3 of the 5 trustee-approved default
investment strategies to the portfolio starting with the Sanlam Unity Strategy, and then the Volatility
Protection Strategy and finally by launching a Passive Investor Strategy. This helped bolster the scale of
the portfolio as employers can thus utilise the portfolio as part of their default investment strategies, and
not only on a member investment choice basis. Today more than 90% of the Sanlam Umbrella Fund’s
holdings in the portfolio are in respect of these 3 trustee-approved default investment strategies.
The challenge of getting wider industry acceptance of the investment philosophy was addressed by way
of the Sanlam Umbrella Fund leading the wider industry debate on charges and costs. For example, the
paper “A Critique of the Umbrella Fund Charging Structure” presented to the Actuarial Society of South
Africa in 2011, and subsequently significantly referenced in the 2013 National Treasury paper “Charges in
South African Retirement Funds”.
In a sense, the triumph of the strategy can be regarded as the defaults legislation promulgated in August
2017 that required all South African retirement funds to consider passive investment strategies as part of
their default investment strategy in terms of Regulation 37 as from 1 March 2019.

Measurement / Evaluation:
Various documents are included in the Work Sample that provide further details and information as
regards measurement / evaluation and we summarise some key measures as follows:
R5.332 billion invested in the portfolio at end December 2019 of which more than 85% represents
investments of members of the Sanlam Umbrella Fund.
Investment management fees on the portfolio commenced at 45 basis points upon launch in 2008,
and have over time reduced by 20% to 36 basis points currently.
The Sanlam Umbrella Fund’s current holding in the portfolio significantly outweighs holdings of
every other South African commercial umbrella funds in similar passively managed portfolios
including specialists in passive management (such as 10X and Sygnia) and the 3 largest commercial
umbrella funds measured by assets under management (being those sponsored by Old Mutual,
Alexander Forbes and Momentum Metropolitan).
10 year performance to end December 2019 at 11.02% per annum is very close to benchmark at
11.22% per annum and significantly ahead of the Global Large Manager Watch at 10.73% per annum
and CPI + 5% at 10.13% per annum.
Whilst past performance cannot be regarded as a predictor of future performance, the track record
indicates that the portfolio is very well constructed and net of costs might well add 0.5% to 1% per
annum to members’ returns which translates to a 10% to 20% improvement in member retirement
outcomes over a member’s full career.
Whilst the portfolio (unsurprisingly) remains a low margin product from a Sanlam shareholder
perspective, the impact of this industry leading offering on the growth of the Sanlam Umbrella Fund
offering should not be underestimated. The Sanlam Umbrella Fund was only launched to the market
in early 2008 shortly before the launch of this portfolio to members, and in less than 12 years has
grown to the and R45 billion assets under management.
In summary all the goals and objectives of the project were achieved, and measurable deliverables have
been shown for every goal and objective!
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Benchmark
2021:
Annuities
Karen Wentzel
Head: Annuities
Sanlam Corporate Investments

Five tips for retirement
planning in uncertain
times
The likelihood of not having
sufficient savings to retire
comfortably is mounting
for South Africans every
day, emphasising the need
to start planning today. I’ve
put together a checklist
of useful guidelines you
should consider when
making those important
retirement saving
decisions.

1

Knowledge is power.
Know your retirement options

An annuity is a financial product that pays you a regular
income at retirement. As a member of a pension or
provident fund or retirement annuity, once you elect to retire
you must use at least two thirds of your fund proceeds at
retirement to buy an annuity.

What is the difference between a living annuity and a
life annuity?
A living annuity allows you to select an annual income
drawdown of between 2,5% and 17,5% per year. The income
percentage can be changed annually on the anniversary
date. This gives you flexibility and the ability to draw a higher
income if needed. You also select the underlying portfolios of
your investments.
A life annuity offers much more security and guarantees you
a predetermined monthly income for the rest of your life.
This product is provided by a life insurance company, where
you hand over to the company your retirement savings as
a lump sum and they take on the obligation to pay you an
income for the rest of your life.

Intent vs reality
In a recent PhD study by Dr Jeannie de Villiers-Strijdom (US),
63% of respondents indicated an intent to annuitise into a
guaranteed life annuity, while the remaining 37% opted for a
living annuity. In reality, at retirement, only 4% of the sample
actually purchased a guaranteed life annuity. Twenty per
cent of respondents opted for a composite strategy and the
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rest of the sample purchased a living
annuity.
In South Africa, the average
replacement ratio is around 25%
to 30%, resulting in retirees simply
concluding that they cannot survive
on the starting pension offered by a
guaranteed annuity. For many people,
reaching retirement with insufficient
capital has meant the most attractive
option has been to place funds in
a living annuity in order to be able
to draw down sufficient income to
maintain their lifestyle.
As an industry, we are all acutely
aware of this, and as a company we
experience the same behavioural
patterns. However, what we haven’t
grasped well enough is the huge
responsibility we have as an industry
to make every effort to steer members
in the right direction and prevent them
from making the wrong long-term
decisions regarding their funds. The
industry needs to place more emphasis
on conversations with annuitants a few
years after their retirement rather than
simply concentrate on advice at the
point of retirement. That would be a
more efficient use of counselling and
advisory resources.

2

Don’t neglect your
paperwork

During the COVID-19 pandemic,
many people have had to face the
tragic losses of their loved ones. Save
yourself and your loved ones any
issues by having your policies, will and
personal documentation updated. Pay
attention to the following information
and inform your insurance company of
any changes:
Spouse/dependant details
(especially in the case of death
and divorce)
Banking details
Contact details
Understand exactly what benefits are
covered by your retirement policies.
It is also very important to keep your
spouse informed of retirement and
financial matters.

3
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Post-retirement medical
expenses

Old age increases the risk of medical problems and typically
results in increased healthcare and medical expenses. During
the first two waves of the COVID-19 pandemic, the elderly
was hit the hardest. Without planning and saving for your
medical costs, unforeseen expenses could result in a burden
too large to carry yourself. A suggested additional measure
to avoid leaking all your savings into medical care would be
to take out healthcare insurance.

4

Don’t touch your savings

When leaving a job, many people will cash in their retirement
savings and pay the tax penalty. Nobody really likes the idea
of putting money away for a rainy day in the distant future,
but withdrawing your savings two or three times as a young
employee means a large amount of your retirement savings
will be sacrificed. The same applies to people who have lost
their jobs during the pandemic. Spending and not preserving
retirement fund benefits is one of the biggest reasons for
inadequate retirement provision.

5

Failing to plan is planning to fail

The secret of having enough money to retire is not
necessarily putting away huge amounts of money during
your working life, but starting your retirement saving early
enough in your life. Compound interest is normally referred
to as the seventh wonder of the world. The real benefit of
compound interest is that as soon as you have invested your
earnings, you will start earning interest on that investment.
Make the most of the opportunity to maximise retirement
savings and other benefits, e.g. trauma, death cover and
education benefits offered by your employer.
Accept the things you cannot change, have the courage to
change the things you can, and may you have the wisdom
to know the difference.
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A trusted partner
for your group
insurance needs
Reinier van Gijsen
Sanlam Group Risk

The economic effects
of COVID-19 are well
documented. Numerous
recent news articles have
highlighted the state of the
economy, the contracting
GDP, business closure
and the risks to the poor.
According to Statistics
South Africa (SSA) the
GDP contracted by 7%
in 2020, unemployment
increased to 32,5% by
the 4th quarter and
liquidations increased
by 49% between March
2020 and March 2021.

This rise in liquidations only refers to formal liquidations and
excludes businesses that shut their doors without formal
liquidation proceedings, never to reopen again. In addition,
many businesses have had to cut salaries or furlough staff.
Despite this economic contraction the population has
continued to grow, meaning more people are dependent on
a smaller GDP. At the risk of stating the obvious, this means
the average economic well-being of South Africans has
worsened in the past year. We’ve also seen this in our
communities, where many more individuals are relying on a
single income or are often supporting additional family
members, e.g. parents, children and siblings. This has stretched
South Africans of nearly all income levels to, and in many
cases beyond, their limits. Very few remain financially
unimpacted, and probably even fewer remain unaffected
by the ever-rising human cost: the loss of family, friends and
colleagues.
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Some of these impacts were forecast
as early as March 2020 and the
aforementioned economic effects
formed the basis of most of the initial
insurance discussions. At the time,
there was general consensus that
these impacts would adversely
affect income disability (PHI), and
conversations were more centred
on the quantum of the expected
impacts than whether there would be
an impact. This expectation was
based on the well-documented link
between economic struggles and PHI
deterioration. While these concerns
remain a very real possibility, and a
threat in the immediately foreseeable
future, the focus initially was on the
immediate impact of life claims;
however, few predicted the devastating
mortality impact of the disease.
Not only has the disease caused a
staggering increase in deaths, but its
economic effects combined with this
tragic loss of life have also had
dramatic financial consequences.
What we have already seen is the
closure of numerous SMMEs as well as
some larger employers. The tourism
and hospitality industry has undoubtedly
been hardest hit, with recent figures
showing a drop in tourism in excess of
70%. This is an industry that previously
contributed 3% to South Africa’s GDP
and 4,5% to our total employment 2.
So, such a decline has had catastrophic
implications for many families. However,
it is not just tourism and hospitality.
Other industries that are significant
employers in our economy have also
been severely impacted, although not
to the same extent. For example,
Construction (-20,3%), Transport
(-14,8%), Manufacturing (-11,6%) and
Mining (-10,9%) all experienced
significant contractions.
Naturally, given their size and the
number of people employed in these
industries, they also play a big part
in the provision of group insurance
benefits. This is important because a
2019 ASISA True South study1 on the
insurance gap in South Africa found
that group insurance provides for
more than a third of all death cover
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and nearly two thirds of disability insurance to the earning
population in South Africa. However, deeper analysis shows
that viewing insurance benefits in this way hides the disparity
in access to insurance across incomes. Table 1 illustrates the
reliance of lower-income members on benefits provided via
their employers and funds.

Table 1: Insurance benefit access by income
Poorest
20%

2nd
3rd
4th
Richest
Quantile Quantile Quantile 20%

Retail
insurance

10%

12%

20%

35%

54%

Group
insurance

90%

88%

80%

65%

46%

Table derived from Tables 11 and 12 in the ASISA True South report

In fact, the table above shows that the bottom 60% of
income earners obtain between 80% and 90% of their
death and disability provision from the group insurance
arrangements, as opposed to less than 50% for the richest
20%. At the best of times this means there is likely to be an
insurance gap, with many people having inadequate cover
(a fact borne out in the aforementioned study). However,
the adverse economic impacts of COVID-19 combined with
the increasing financial burden on businesses and individuals
have seen this gap widen.
As can be expected, the mounting deaths and upward
pressures on disability have seen a general environment of
increases in premium rates throughout the group insurance
market, which has adverse implications for affordability.
The knock-on effect of this is further financial pressures
on a stretched working population or reduced benefits as
employers and members seek cheaper or less comprehensive
alternatives. Given the disparate reliance on group insurance,
the result is often that the members in most need of
protection – the poor who do not have other insurance in
place – find themselves without or with reduced cover at
the precise time they need it most. As a result, good advice
from qualified professionals has probably never been more
important to ensure the insurance needs of members are
appropriately balanced against their immediate, short-term
financial needs.
Lastly, the dreadful effects of the disease we have already
seen and the continued threats it poses also emphasise the
importance of insurance and especially the critical role of
group insurance given the social dynamics of South Africa.
To this end, it is important to partner with a reliable insurer
– one that honours its commitments. It does not help having insurance if you cannot rely on the insurer to honour its
promise and pay valid claims when they arise. While
Sanlam Group Risk too has not been spared the service
issues plaguing the industry in the wake of COVID-19 waves,
we are proud to confirm that – despite the challenges we

1. The South African insurance gap 2019, True South Actuaries and Consultants
https://www.asisa.org.za/media/vfqafllb/20191029_true-south-asisa-gap-study-2019-final.pdf
2. Economic Analysis, Tourism Satellite Account for South Africa, final 2016 and provisional 2017 and 2018
http://www.statssa.gov.za/publications/Report-04-05-07/Report-04-05-072018.pdf
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have experienced – we have consistently
fulfilled our promise to honour valid
claims, supported by an adequate
capital and reserve base. This was
again reflected in the newly published
2020 Annual Report of the Long-Term
Insurance Ombudsman where Sanlam
continued to outperform its peers
both in terms of number of complaints
as well as in favourable complaint
resolution.

for the repudiation of claims, we would use the opportunity
to update, modernise and refresh some policy conditions.
For example, COVID-19 is the first time we have seen entire
families die within a couple of weeks, or even days, of each
other. Typically, family funeral policy benefits cease when the
main member dies; however, given the dire circumstances,
we changed this to provide cover for the spouse or children
for at least the months the premiums were paid. Similarly, we
extended our Universal Educator Product to pay for home
schooling if the child is attending through an accredited
online home-schooling platform.

Despite all the challenges we have
faced together in the past 15 months,
we have proven to be resilient and
flexible. From a product perspective,
Sanlam Group Risk has done
everything it could to pay all valid
claims. It has also granted premium
leniency, made payment arrangements
and restructured benefits. We also
decided that rather than use certain
existing policy conditions as reasons

Despite all that has been done, we are keen to do even
more and the CEO of Sanlam Group Risk, Michele Jennings,
recently reaffirmed our commitment to service excellence by
sharing our investment in robotics (to support, among other
things, premium and claim processing), increasing our
up- and downstream support as well as improving the
capacity of our claims teams.
We look forward to finding new ways to innovate and
support our fellow South Africans to live with confidence
in the year ahead, no matter how turbulent the waters
(or COVID-waves) they need to navigate.
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Evolution of digital
technology and
its impact on
member
engagements
Tebogo Legodi
Digital Lead:
Sanlam Corporate

Technology is evolutionary in its nature and is built upon the evolution
that came before. Beginning in the 1950s, the Third Industrial Revolution
brought computing, personal computing and the internet, which is
known as the Digital Revolution.
Digital evolution has had a significant impact on
businesses, as it has enabled automation of business
operations, increasing operational efficiencies such
as the reduction of transaction costs, with
an impact on productivity. In turn, this has
transformed how clients experience products
and services, revolutionising almost every
aspect of our lives, including the high use of
mobile phones.
However, technological evolution in the
retirement industry has had a slow start in
comparison to other industries. For example,
the world’s first portable TV was released in
1981 and yet, in the same year, there was no
mention of the use of technology to engage
with members or administer retirement
funds. Innovation and evolution have been
disappointingly slow in the retirement industry
due to multiple factors, such as the retirement fund
industry’s lack of understanding of technology
coupled with low investment in technology and also
members’ digital literacy, and lack of digital drive by funds.
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Looking back over the past 40 years of research and industry trends regarding digital technology
and member engagements, this is how the industry has evolved:

Evolution of digital technology
The start of the Third Industrial Revolution (1969)
1981

No technology influence and understanding of how the digital
revolution would change the retirement industry or how the use of
internet would impact member journeys.

1998

The first time technology was seen as a future trend together with
the fact that modern technology would make the administration of
individual investments increasingly less expensive.

2004

2008

Almost 50% of funds provided a modeller or online calculator to
help members calculate their retirement needs. Twenty-nine per
cent of funds used a web facility to provide members with access to
information.
A growing trend in the number of funds using the internet to give
members access to information. Sixty per cent of fund members
obtained fund-related information directly by accessing the fund’s web
facility.

The start of the Fourth Industrial Revolution
2012

Emphasis on member communication given a lack of interest among
members, employers and intermediaries.

2014

The most popular method of distribution was electronic member
newsletters, followed by paper-based member newsletters.

2018

Millennials made up the biggest proportion of the working population
in South Africa and demanded a digital offering as an engagement
framework.

2019

Default regulations implemented, aimed at improving the retirement
outcomes of retirement fund members.

2020

Customised member digital offerings to help meet members’ needs.
Global COVID-19 pandemic accelerated digital transformation and
member engagements.

2021

Today’s digital member experience is vastly different from what it was
40 years ago. Lower costs to access technology has weighed heavily
on our ability to connect with members. There are currently more
touch points to connect with members, and members have a greater
interest in understanding benefits. Because of their experiences with
outside industries such as banking, eCommerce stores, e-hailing
services, and communication channels such as Facebook, Twitter,
YouTube, etc., expectations are higher. As retirement industry we have
to meet members’ demands.
On the other hand, engagement models are been refined as members
are more demanding and technologically savvy. The pandemic has
accelerated a trend that was already developing, coupled with a
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need for education and advice. Fears of losing their jobs due to the
pandemic and its economic fallout have had an impact on working
people, requiring appropriate steps to be taken to evaluate and
reassess what’s important and to plan better for their long-term
finances.
We have also seen a shift towards a member-first approach and
experienced an exponential digital growth in the past five years. This
trend will continue. We are moving away from transactional functions
and more towards experience, emotional and purposeful employee
wellness offerings. Members are not only presented with information
but now also want flexibility regarding engagement platforms. There
is an increasing demand for advice-led opportunities in the hope that
digital technology will drive the engagements and push a better digital
ecosystem that will ultimately influence their behaviour for better
outcomes.
As a result, delivering engagement platforms for members will lead
to an increased trust in the platforms and funds, improved financial
confidence in their retirement outcomes, personalised products and
services using nudges and artificial intelligence to facilitate decision
making and ultimately reduce costs through automated processes.

2022

and beyond focusing on outcomes
Technology is diverse and not a singular perspective and it changes
rapidly. However, the change is not only in technology but it is also
about changing the culture and processes within an organisation
and a fund. To continuously evolve as an industry we have to reinvent
how we engage with members. We are entering a golden age that
requires cutting-edge platforms, technologies and service models.
Embracing the coming change will enable us to differentiate, innovate
and transform the retirement experience for members, employers and
intermediaries alike.
As digital self-service demand increases, one-on-one services will
drastically decrease, allowing for advice-led opportunities and
intermediaries focusing on more complex issues. This will add value
and improve outcomes for members. It is the advent of cutting-edge
digital platforms, enhanced client experience, artificial intelligence
and large-scale data and data-driven analysis that will lead the next
evolution.
Digital engagement platforms will become increasingly interactive
with optimised personalised content, allowing analytics to anticipate
needs, which will ultimately influence member behaviour. Blockchain
technology and artificial intelligence (machine learning) are emerging
technological trends that could enable the retirement industry to
develop such techniques. Some financial institutions, especially in the
retail sector, are already experimenting with some of the technologies.
In line with data and the use of data, the other evolution emerging is
driven by legislation. For example, there is a push for open finance,
which is a framework aimed at empowering members by giving them
the right to choose with whom they wish to share their financial data.
Member education regarding the benefit of open finance in the scope
of interaction is not only with the incumbent financial institution but
it is also linked to other parties, and that could involve third-party
integration. Ultimately, members will require a unique experience,
tailored to the next phase of their financial journey, which will put them
in control of their holistic financial wellness.
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Retirement Funds
and Advisors –
oil and water?

Dominic Sides
Sanlam Corporate Investments

The advent of the
default regulations
has created new
demands and imposed
new challenges on
traditional participants
in the employee
benefits sector,
affecting traditional
product and service
providers, trustees and
employers.

Extract from a media statement by National Treasury on
December 2016:
“National Treasury re-emphasises, through these default
regulations, that fund boards have the responsibility to
protect the interests and investments of pension fund
members during and post accumulation stages.”
Retirement funds were set up to service members as a group
rather than as individuals, but the default regulations have turned
this on its head with the introduction of benefit counselling and
product options for members post exit from a fund.
The implications of focusing on the fund member as an individual,
with unique needs and circumstances, rather than as part of
a group, are considerable. One of the emerging implications
is the establishment of individual advice as a key contributor
assisting retirement funds to meet their now extended fiduciary
responsibilities to members.
Looking back, the world of individual advice and retirement funds
have not always mixed easily, let alone collaborated. Possible
reasons include:
the inherent product conflict between retirement fund
benefits and individual life and savings products used by
advisors, and through which they have been remunerated;
the fact that the majority of fund members are not viable
clients for many advisors, which can lead to service gaps or
conflicts of interest; and
the higher cost structure of retail services and solutions
compared to the equivalent retirement fund alternative. This
was the subject of one of the initial technical discussion papers
prior to the default regulations released back in July 2013.
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Here is an extract from the explanatory
memo for the Draft default regulations
released in July 2015:
“Currently workers benefit from a
strong support structure provided
by the retirement system while they
are employed, which is effectively
withdrawn for the vast majority of
these workers after they retire. At
retirement the workers are then
left to the retail market, where they
must bear the risks of retirement on
their own, including the risks of poor
financial advice, poor decisions and
high charges.”
What should trustees and employers
make of this?
When trustees and employers consider
the potential role of individual advice
in retirement funds going forward, it
is helpful to have some understanding
of the world of the advisor, how it
has changed, and how it is likely to
continue changing.

Technology
Like in most industries, technology
continues to be both an enabler
and a disruptor affecting advisors
directly and indirectly through
broader changes in the industry.
Consumers now have access to market
information (and, unfortunately,
disinformation) and the ability to
manage their own financial affairs
through digital platforms that would
have seemed impossible before the
arrival of the internet-connected
smartphone in 2001.
New digitally enabled products,
services and providers have emerged
regularly over the past couple of
decades. Examples include “roboadvice”, which is online investment
platforms that help individuals develop
an investment strategy and match it
with a portfolio, options for individuals
to buy life insurance and short-term
insurance online, and firms that make
investing in equities easy.

Regulations
As in the case of employee benefits,
regulatory burdens and cost of
regulatory risks continue to rise,
and new regulations shape the
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development of the industry. In the past few decades, the
Long-Term Insurance Act of 1998, the Financial Intelligence
Centre Act (FICA) of 2001, the Financial Advisory and
Intermediary Services (FAIS) Act of 2002, the Retail
Distribution Review (RDR) with discussions starting in
2014 and phased implementation in 2018, and now the
Protection of Personal Information Act (POPIA), have all had
a significant impact on advisors.
RDR especially is having and will continue to have a
significant impact on how advisors operate and structure
their businesses, and will bring about changes to how
advisors are remunerated. The purpose of RDR is to ensure
that financial products are distributed in a way that supports
Treating Customers Fairly (TCF) outcomes and to:
support delivery of suitable products and advice;
allow customers to make informed decisions;
enhance professionalism;
promote fair competition; and
promote sustainable business models.
RDR has already been implemented in the UK, so we have
the benefit of observing the results there.
Worth mentioning on the positive side is the increased
professionalism in the industry, and increasing recognition
of the value of quality advice. On the downside, RDR is
likely to negatively influence the advice gap, i.e. the gap
between those with access to affordable financial advice and
those without. People falling in this gap would benefit from
financial advice and include, among others, the following:
Those willing to pay for advice but think it is too
expensive
People who want advice but can’t afford it at all or can’t
access free services
People who don’t know where or how to get advice.

Professionalism
Regulations, reputational and compliance risks, as well as
competition in a well-developed economic sector, have
supported the continuing professionalism of advisors. This
is evidenced by the increasing number of advisors obtaining
further qualifications and changing their business models
in order to build sustainable professional practices, with
high standards of governance, policies and procedures, risk
management and succession planning.

So, can advisors work constructively
with retirement funds?
Quote from an experienced advisor:
“Not only are people making very poor emotional investment
decisions because of politics, the state of SA’s economy,
potential prescribed assets, fear of what is written about
in the general media, and chasing unrealistic returns due
to desperation, but members leaving a fund are now also
faced with numerous investment options upon resignation,
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retrenchment or retirement. This
can all be rather daunting, especially
for someone with no financial
background. Added to this, members
will so often follow the advice of a
colleague or manager at work, simply
because they respect this person’s
opinion – but sadly, the individual
(while meaning well), has totally
different needs and circumstances to
the person he or she is trying to help.”
Individual advice from someone
suitably qualified and acting in the
best interests of the client will clearly
help members navigate the many
pitfalls and improve their outcomes.
This supports the aims and objectives
of the default regulations. The
challenge is to find a way for this to
work that is complementary to and
supportive of a retirement fund, and is
at the same time a sustainable service
for an advisory firm to offer.
Generally speaking, businesses will
innovate and invest to meet identified
needs or demands, provided there
is sufficient economic return on the
investment made and the risks taken.
The need for quality financial advice
for members of retirement finds, in
the accumulation phase, at exit and
thereafter, is evident.
Advice solutions that work successfully
with retirement funds in the future will
have to find innovative solutions to
the obstacles and challenges currently
faced, which include:
Retirement funds and choice: In
an environment where by virtue
of employment, membership of
a fund and associated benefits
are compulsory, member
advice requirements are not the
same as in the traditional retail
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environment in which all decisions are fundamentally
voluntary.
The advice gap: relevant advice that is both accessible
and affordable
Sustainability: In the retirement fund environment advice
must stand as a service on its own. The question is how
it should be funded, especially where there is no product
sale.
The product toolkit: The retirement fund benefit
structure provides a significant portion of the essential
life and savings products required by individuals
throughout their lifecycle. Advice solutions must work
with these benefits rather than compete with them.
Fund demographics: Members of a retirement fund
typically span all demographics relating to income and
financial needs. Advice solutions must cater seamlessly
to the full spectrum.
Financial literacy and financial inclusion: Low levels of
financial literacy are a substantial barrier for many fund
members to overcome. In the OECD/INFE International
Survey of Adult Financial Literacy Competencies of
2016, South Africa ranked lowest of 30 countries.
Collaboration: Advisors must work with multiple
stakeholders in the fund ecosystem, compared to
traditional retail with just an advisor and client. Managing
and structuring an institutional relationship may require
new skills from advice firms.

Prediction for the future
Technology will continue to disrupt, but also enable
better access and lower costs. Individual advice
will increasingly be recognised as a professional
service of value to retirement funds and their
members. Regulation and competition will drive
the development of new, sustainable business
models suitable for retirement funds.
Through this process, advice solutions that will be
integrated into the retirement fund ecosystem and
improve member outcomes will emerge.
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Umbrella Funds
Research and
overview
Ana Siwiak
Head: Product Development
Sanlam Umbrella Solutions

This is the twelfth year a
separate study has been
conducted on umbrella
funds and the history
provides for a meaningful
analysis of the emerging
trends. Once again, we
surveyed 100 employers
who participated in
umbrella funds. It is
important to realise
that there is an inherent
survivorship bias when
employers are identified to
participate from one year
to the next.

This is especially relevant this year with the devastating impact
COVID-19 has had on so many businesses across industries.
From this year’s sample it seems Manufacturing and
Transport/Logistics where among the sectors hardest hit.

Executive Summary
Contributions
Provisioning for retirement funding has remained at levels
similar to those of 2019. Operating costs have decreased
slightly.

Investments
Most employers still offer investment choice, but there is a
growing number of employers who offer choice depending
on category of membership.
Lifestage models remain the most popular Trustee choice/
Default portfolios. The multi-managed structure was the
most used structure of these defaults.

Insured benefits
Most participating employers provided risk benefits as
part of the umbrella fund package and the benefit multiple
remained relatively constant for these employers.
Advice for members
Most employers have a formalised strategy in place for
rendering financial advice to members. The main reason
some employers did not was that the fund did not wish to
take on the responsibility or liability of enabling financial
advice
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Retirement
From the responses in 2021 it seems that In-fund annuities, as opposed to externally provided annuities,
are used by most.

Special topics
The special topics covered this year were the Default Regulations, Impact of COVID-19, Policyholder
Protection Rules (PPRs), T-Day and the Protection of Personal Information Act (PoPIA).

Understanding the participating employers surveyed
They operated mainly in one of the following business sectors: Manufacturing 20% (2019: 27%),
Wholesale and retail 15% (2019: 15%), Agriculture, forestry or fishing 11% (2019: 9%), Professional or
business services 7% (2019: 3%).
It is worth noting the changes in participation from certain business sectors, which might be indicative
of the impact COVID-19 had has on them. These sectors include Manufacturing and Transport/Logistics,
which decreased from 27% to 20% and 10% to 5% respectively. An intuitive guess would be that
Hospitality should also feature among these sectors. However, the sample data shows that this is not
the case and the reason is that not many employers in this industry make use of umbrella funds for their
employees’ retirement savings, or at least not enough to be a representative sample of the sector as a
whole.
The average membership was 594 (2018: 533), with 52 (2018: 59) of the participating employers having a
membership of between 20 and 300. The remaining 48 employers had more than 300 members.
The average value invested in an umbrella fund by a participating employer was R256 million (2018: R200
million), with 37 (2018: 41) employers having less that R50 million invested.

Contributions
2021

2019

2018

2017

2016

2015

2014

2013

Employee contributions

6,3%

7%

5,5%

7,3%

7,1%

6,4%

5,6%

5,6%

Employer contributions

9,4%

9%

8,4%

10%

9,5%

8,8%

8,5%

8,1%

Total Contributions

15,7%

16%

13,9%

17,30%

16,60%

15,20%

14,10%

13,70%

Death benefit premiums

(1,2%)

(1,3%)

(1,5%)

(1,3%)

(1,3%)

(1,3%)

(1,6%)

(1,6%)

Disability benefit premiums

(1,1%)

(1%)

(1,1%)

(1,1%)

(1,1%)

(1,2%)

(1,2%)

(0,9%)

Operating costs

(0,6%)

(0,7%)

(0,6%)

(0,7%)

(0,7%)

(0,8%)

(0,8%)

(0,8%)

Total provision for retirement

12,8%

13%

10,7%

14,2%

13,5%

11,9%

10,5%

10,4%

The cost of the pure administration fee of the sub-fund is expressed as a % of salary for 74% (2019: 65%)
and as a cost per member per month for 16% (2019: 28%).
Overall, as the umbrella fund industry achieves economies of scale, the model seems to be working well
for consumers.
It is worth noting that since 2015 there has been a gradual shift away from employers paying
contributions plus costs, which have decreased from 60% in 2015 to the current 35%. This implies that
more costs are being borne by the members as participating employers try to manage their expenses.
This has a direct impact of members’ retirement savings.

Investments
The majority of employers surveyed, 52, offered member investment choice. This figure decreased over
the past year from 70 in 2019. However, another strategy came through quite strongly this year where an
employer’s investment strategy is dependent on the category of membership. This means that a member
who is classified under one category would not have investment choice, but another member, from
the same employer but from a different category, would have member investment choice. This type of
strategy has grown from 3 employers in 2019 to 20 in 2021.
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When asked to describe the investment portfolio of the Trustee choice/Default portfolios, by far the most
described it as a Lifestage strategy (67%) as opposed to a single managed portfolio (33%). The most
popular structures of these defaults were Multi-managed (60%), Guaranteed/smoothed bonus (20%)
and single manager – balanced active (12%).
Asset manager performance benchmarks moved from CPI-related 38% (2019: 49%) towards an
industry survey/peer group 33% (2019: 25%) type of benchmark. The indices type of benchmark shifted
completely from composite indices 0% (2019: 20%) to composite portfolio benchmarks 16% (2019: 0%).

Lifestage Investment Strategies
There is still some uncertainty for 18% (25% in 2019 and 26% in 2018) of respondents about whether their
lifestage model was explicitly aligned with their post-retirement annuity strategy. This uncertainty may
indicate that education is still needed regarding the role of a lifestage model and how it fits in with a
post-retirement annuity strategy. However, the significant improvement in certainty since 2018 indicates
that the industry is making some inroads regarding the education of employers in this regard.
Allocations that best describes the portfolio in the final year before retirement

2021

2019

2018

Conservative risk (<40% equity)

42%

53%

51%

Cash (100%)

31%

38%

28%

Moderate risk (40%-65% equity)

15%

6%

9%

Bonds (100%) (there is a capital guarantee)

12%

17%

4,3%

Smooth bonus

11%

11%

13%

Eighty-four per cent (2019: 85%) of the employers indicated that members receive advice when they
switch into the last/final phase of the lifestage model before retirement.

Trending topics
With the proposed changes to Regulation 28, which would make infrastructure investments available,
employers were asked to what extent their fund would invest in these types of investments. Many (32%)
were not sure but most (43%) indicated that they were invested in a pooled portfolio and by implication
the portfolio manager(s) would make that decision.
When asked about exposure to impact investment type portfolios, 63% were not sure but 23% indicated
that there was no such exposure.
ESG type portfolios also carried a lot of uncertainty, with 66% not sure if they have exposure, but 25%
indicated that they have some exposure to these type portfolios.

Insured Benefits
Most participating employers (69%) provided risk benefits as part of the umbrella fund package (2019:
66%), and 18% (2019: 21%) provided risk benefits by way of a separate scheme. Some (13%) (2019: 12%)
provided risk benefits as a combination of the umbrella fund package and a separate scheme.
The table below shows the average annual salary multiples payable for risk benefits:
Benefit

2021

2019

2018

3

3,1

3

Unapproved Death Benefit

3,5

3,1

3,5

Lump-sum Disability Benefit

2,3

2,8

76,3%

77,5%

Approved Death Benefit

Income Disability Benefit (replacement ratio)
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Rewards
When employers were asked if any rewards were offered to their employees, 79% (2019: 57.6%) indicated
that no rewards programme were offered. Ten per cent (2019:38.4%) offered Vitality by Discovery and
5% (2019: 8.1%) offered Multiply by Momentum.
Seventy-five per cent of the respondents believed rewards programmes added little to no value in the
lives of members.

Advice for Members
A significant portion (70%) of participating employers had a formalised strategy in place for rendering
financial advice to members. When asked to describe this strategy, 54% (2019: 67%) indicated that
they referred members to preferred financial advisors and 41% (2019: 24%) indicated that they offered
advisory services to members by way of a salaried advisor provided by the fund.
The employers who do not have an advice strategy for active members sited, as the most popular (73%)
reason, that the fund does not wish to take on the responsibility or liability of enabling financial advice.
Events when advice is provided are listed in the table below:
Event

2021

Retirement

77%

On request

76%

When new members join the fund (to assist members in selecting a suitable portfolio)

67%

At withdrawal (when the member needs to decide whether to preserve or withdraw)

56%

When switching investment portfolios

36%

At life events (marriage, divorce, etc.)

24%

Retirement
The Default Regulations came into effect on 1 March 2019. One of the requirements is that every fund
must have in place a default annuity strategy to ensure members are able to convert their retirement
savings into an income that is efficient, transparent and cost effective.
Sixty-one respondents felt that the trustee-endorsed annuity strategy was appropriate and effective for
their members. Twenty did not monitor the outcomes.
Seventy-seven per cent of the respondents that have a trustee-endorsed annuity strategy reviewed it at
least biennially.
The table below describes what the fund’s trustee-endorsed annuity strategy comprises for employers
who have a trustee-endorsed annuity strategy.
Annuity

Respondents

In Fund

External Annuity
provider

2021

2021

2019

2021

2019

Combination of different annuities

37

24,7%

13,6%

18,8%

6,8%

Living annuity

16

14,1%

43,2%

4,7%

18,2%

Guaranteed annuity (level or increasing at a fixed percentage)

9

8,2%

6,8%

2,4%

6,8%

With-profit annuity

6

3,5%

6,8%

3,5%

4,5%

Inflation-linked annuity

5

2,4%

11,4%

3,5%

2,3%

From the responses in 2021 it seems that In-fund annuities, as opposed to externally provided ones, are
used by most.
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SPECIAL TOPICS

Default Regulations
The Financial Sector Conduct Authority (FSCA) released the Smooth Bonus Conduct Standard in
October 2020, which sets out the conditions that smoothed bonus portfolios need to comply with in
order to form part of a retirement fund’s default investment strategy. Of the 55 employers who use a
smoothed bonus portfolio, only 31 received information from their insurer regarding how their
smoothed bonus portfolios comply with the Standard.
When asked whether the enhanced disclosure, required by the Conduct Standard, made having a
smoothed bonus portfolio more attractive as an investment option, 49% believed not, 22% believed
it did and 29% were not sure.

Retirement Benefit Counselling
Retirement benefit counselling would be provided via the following (multiple selections per
respondent are possible):
Written communication								63%
Technological solutions, e.g. WhatsApp, Interactive Videos, Online Portals, etc.

29%

Retirement benefits counsellors who field calls from members 			

35%

Retirement benefits counsellors who proactively contact members 		

45%

Specialist retirement benefits counsellors independent of administrator		

30%

The most popular means of communication was email, 82%, and member sessions (face-to-face
or via MS Teams/Zoom), which were used by 67%. On average, respondents indicated that 93% of
members are being reached.

Healthcare integration
Employee productivity can be addressed holistically through various health and financial wellness
initiatives. Strategies utilised by employers included:
holistic integrated health and financial wellness programmes
wellness/health programmes independent of each other.

Impact of COVID-19
Most (97%) employers have made no changes to group insurance cover. Most respondents’ insurers
(88%) have kept the group risk rates unchanged.
Fifty-nine employers managed to continue without suspending their contributions. However, 41
employers had to suspend retirement fund contributions for an average of five months.
For most respondents, their members were financially impacted by one or more of the following:
Reduction in annual increases		

47%

Reduction in pay				45%
Retrenchments at the workplace		

31%

Cyber security has increased for 41% as a result of staff working remotely and the most popular response
to this threat was the upgrading of security software to detect viruses and hacking attempts.

Policyholder Protection Rules (PPRs)
Half of the respondents (51%) were not aware of the strict requirements of the Policyholder Protection
Rules (PPRs) when changing group risk cover between insurers and only 5% had switched group risk
cover between insurers in the past 12 months.
In the majority of cases (71%), employers communicated the relevant information regarding group risk
benefits on behalf of the insurer to members.
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T-Day
Sixty-four employers indicated that T-Day would not impact the way they structure their group risk
benefits, e.g. moving from approved to unapproved for lump-sum disability cover.
Respondents’ members are able to view their respective vested and non-vested components online
(80%) or via their member statements (66%).
Communication regarding the impact of T-Day to members was done using either communication
provided by the umbrella fund provider (45) or own HR/EB department (26). Twenty-nine employers
did not provide any communication to members on the impact of T-Day

Protection of Personal Information Act (PoPIA)
Ninety-two employers were aware of the requirements the Protection of Personal Information Act
(POPIA) imposed on them and on their service providers (83%).
Compliance would be monitored by:
relying on the consultant to monitor across providers

56%

requiring a compliance report in the board pack		

35%

employer specialist skills					16%
The rest of the respondents were not sure yet.
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The changing
role of the
independent
principal officer
and trustee
Kobus Hanekom
Principal Officer:
Sanlam Umbrella Fund

With the introduction of
the Twin Peaks regulatory
regime, the authorities
made it clear that their
oversight function will
become more intrusive
and more invasive. At
the Pension Lawyers
Conference in May 2021,
National Treasury deputy
director-general Ismail
Momoniat once again
emphasised the objective
to consolidate and reduce
the number of retirement
funds, possibly to below 50.

Commercial umbrella funds, the main beneficiaries of the
consolidation process, were allowed to grow organically and
were never properly identified in legislation, but for minor
exceptions. That, Mr Momoniat said, would be corrected
and much more attention would be given to the appropriate
governance structures of these funds.
While the first draft of the Conduct of Financial Institutions
(COFI) Bill was not particularly articulate in this regard, the
2nd draft introduced the following new definitions:
Umbrella fund as well as the sub-funds within umbrella
funds: The Bill also provides that the assets and liabilities
corresponding to members employed by a participating
employer must be held separately in each sub-fund.
Commercial fund – established by a licensed financial
institution to provide financial products or financial
services to the retirement fund or its members.
Occupational fund – established by a principal employer
and others for their employees.

The COFI Bill for the first time recognises
the role and function of the sponsor of a
commercial fund. Commercial funds include
commercial umbrella funds, preservation
funds, retirement annuity funds, unclaimed
benefit funds and beneficiary funds.
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Section 6 of the Bill makes it very
clear that even though a commercial
sponsor is not required to be licensed
in terms of this Act, the Authority
may prescribe conduct standards
regulating and imposing requirements
on commercial sponsors of
commercially sponsored funds. In
addition, section 28(3) provides that
the oversight arrangements may vary
depending on the nature, size, scale
or complexity of the conduct risks
or business model of, and activities
performed by, the financial institution.
We must therefore expect increased
activity in the development and
roll-out of practice standards aimed
specifically at commercial funds.

The professionalisation
of the board of
commercial funds
Requiring commercial funds to
perform at a higher governance level is
not new.

In the past two years
the authorities singled
out commercial funds
and required that half
of the trustees on the
board as well as the
principal officer (PO)
be independent of the
sponsor.

This new strategy was not well
advertised and it did not allow the
industry any significant lead time
to prepare for this requirement.
The Financial Sector Conduct
Authority (FSCA) at first anchored
its interpretation that the PO must
be independent of the sponsor or a
service provider in the not so clear
wording of issued Directive 8, but has
since included the requirement in the
revised section 8 of the Pension (soon
to be renamed Retirement) Funds Act.
The requirement that half the trustees
on the board of a commercial fund
must be independent of the sponsor
was introduced in terms of FSCA
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Guidance Note 4 of 2020. Commercial funds may apply for
an exemption from the requirement that members have the
right to elect 50% of the members of the board. In terms of
the Guidance Note, funds that apply for a section 7B(1)(b)
exemption may be required to ensure that at least fifty per
cent of the members of the board are independent.

The qualifications required by board
members and the PO
In an industry where member representation on the boards
of retirement funds is so well entrenched and so politically
important, any significant “experience or qualification”
criteria for trustees would represent a barrier to participation.
The FSCA has therefore agreed on the online Trustee
Training Toolkit as the minimum educational requirement. It
is a great choice as it is accessible online, is free to use and
allows the participant to study the training material and sit
for the assignment as many times as it takes.
What is concerning is that the need and encouragement for
additional and ongoing trustee training seem to have taken a
backseat at the moment.
The fund officers over whom the FSCA has greater authority
and control are the independent principal officer and the
independent trustees. The role the FSCA would like the PO
to play is now clearly spelt out in amendments to section 8
of the Retirement Funds Act, introduced by the second draft
of the COFI Bill. The experience, qualifications and fit and
proper requirements of independent trustees have not yet
been spelt out.
Batseta, the industry qualification authority, has developed
a professional qualification for both principal officers and
independent trustees and we suspect it is only a matter of
time before these qualifications will become a minimum
requirement for these positions.

The role the FSCA would like the PO
to play
As mentioned above, the Authority specified the roll
and function of the PO in the amended section 8 of the
Retirement Funds Act. They want to be able to rely on the
independent PO, as a fiduciary, to monitor the governance
and compliance of the fund and report to and engage with
the board on any shortcomings on an ongoing basis.

While the board is in no way relieved of its
management function and still takes all the
decisions, the PO becomes the first line of
defence in the FSCA’s governance strategy.
Should anything go wrong, the FSCA will
therefore be able to interrogate both the fund
and the PO.
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A question posed by many is, what if the
board does not yield to the guidance of
the PO? What is the PO required to do
to ensure compliance – or does his or
her responsibility stop there?
In order to see the entire picture, the
duties of the independent PO have
to be read together with the existing
duty to blow the whistle. The potential
effectiveness of this arrangement
could be likened to a scorpion’s
pincers and the poisonous tail. On the
one hand, the PO is properly qualified,
has the required experience, is required
by law to keep a close watch on the
governance and compliance of the
fund and is accountable to the FSCA.
The poisonous tail, on the other hand,
is the disclosure requirement the PO
(along with the trustees, administrator,
auditor and valuator) has in the form
of a whistle-blowing duty.
“6(b) on becoming aware of any
matter relating to the affairs of
the pension fund which, in the
opinion of the principal officer, may
prejudice the fund or its members,
inform the registrar thereof in
writing.”
The whistle-blowing duty of the
PO, however, is much wider than for
trustees and time will tell how actively
the FSCA will manage and enforce this
requirement. To date we have not seen
activity in respect of this clause. If POs
are actually fined and penalised where
no special disclosures were made, it
could place the board and the PO in a
very precarious position.

How is this proposed
new independent PO
regime different?
The fact that the PO is
a fiduciary with defined
duties and is accountable
to the FSCA adds layers
of complexity that did not
exist before.
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Even though the changes may not seem like much, and
may not require any significant adjustments, the role the
independent PO is required to play is very different from the
one performed by the POs of the past.
In the independent PO regime, the PO’s reputation, career
and financial livelihood are very clearly placed between the
cut and thrust of activity of the fund and the extent to which
it maintains a clear governance and compliance report card
from the FSCA.

How is the proposed new independent
trustee regime different?
The independent trustees are in much the same situation.
They are fund fiduciaries and can be held accountable for
any losses in their personal capacities. In addition, this new
breed of independent trustees is industry professionals who
earn a commensurate fee. Commercial funds therefore prefer
trustees with the appropriate experience and qualifications.
Batseta is in the process of launching a remuneration survey
to track the salaries and qualifications of these industry
professionals.
What these independent trustees have in common with
the independent PO is the sheer weight of the statutory
responsibilities they carry. Many commercial funds are on
the FSCA list of top 100 funds and it is not uncommon
for such funds to have R50 billion to R100 billion assets
under management. The risks associated with such mega
commercial funds are so huge that the risks these industry
professionals are required to assume are no longer in
balance. A more effective solution may well have to be
found, possibly in the form of a corporate trusteeship.
Commercial umbrella funds will continue to have a
pioneering role to play in the consolidated industry
envisaged by Mr Momoniat, with fewer than 50 registered
retirement funds. The demands that will be placed on the
management and governance structures of
these mega funds will be equally
significant and will have to
be revisited. It is clear
that the new breed
of independent
principal officers
and trustees will
have to have
the appropriate
experience,
training and
business
acumen
required to
meet these
ambitious
demands.
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Advice to Boards
and Employers
in an Evolving
World
Elrina Wessels
Head: Technical and Compliance
Simeka

Remarkably, with the
promulgation of the
Pension Funds Act in
1956, South Africa became
the first country to have
a comprehensive act to
regulate retirement funds.
Globally it was deemed to
be one of the most detailed
regulatory tools at a time
when other countries
still relied on trust and
income tax laws to govern
retirement funds. In 1959
the local retirement industry
had a modest membership
of 675 404 and assets of
R656 billion.

Fast forward to today, the Financial Sector Conduct
Authority (FSCA) 2019/2020 Report indicates the total
membership to be 17,5 million with assets totalling R4,5
trillion. In fact, the South African retirement fund system is
ranked in the 2021 WTW Global Pensions Report as one of
the largest in the world (top 22).
This raises the question as to why one of “the largest
retirement fund systems in the world” does not translate into
adequate savings for members at retirement, as it is well
known that only a small percentage of people can afford to
retire today and we are still faced with the difficult reality
that 75% of our elderly population’s main source of income is
the old-age grant. Where did the system fail them? Or is it a
case of members not taking ownership of their destinies?
According to Homer, “A page in history is worth a pound of
logic”, and I am a firm believer that to know one’s past is to
understand one’s present. What are the learnings from the
past and how can we use them to achieve better outcomes
for our members?
When considering the question regarding poor retirement
outcomes, the answer that comes to mind immediately is
lack of preservation. I was therefore quite astounded to find
that preservation of benefits (along with the role of state
pensions/social grants based on a means test) was already
heavily debated in the early 80s. Many papers were written
on the topic, and all the signs of trouble to come given the
ageing population and resultant increased pressure on the
state were already there: “It is estimated that the number
of elderly people in South Africa will double between
the year 1980 and the turn of the century and will nearly
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quadruple by 2020. … These trends
have far-reaching implications for
state expenditure on the provision for
the aged in South Africa.” – Dr Valerie
Moller, Senior Research Fellow, Centre
for Applied Social Sciences, University
of Natal (1986).
In June 1980 a Committee of
Inquiry appointed by Government
recommended that, based on a
specific formula (remember defined
benefit funds were prevalent),
accrued rights be preserved either
within the fund, or by transferring
them to another fund or special
savings account upon resignation.
Unfortunately, the Preservation of
Pensions Bill was not welcomed with
open arms, specifically by workers
who saw this as being denied access
to their benefits.
Today the proof is in the pudding and
one cannot help but wonder, had the
Bill been promulgated, how different
the retirement outcomes would have
been for members who started their
career in the 1980s, as many are
expected to reach age 65 by 2025.
Back in the 80s the political scene
was turbulent, and the stage was set
for the creation of provident funds,
as members and unions demanded
to have access to their entire savings,
not only upon withdrawal but also at
retirement. At that point in time, a valid
argument was that after retirement
members would move back to rural
areas where it would be difficult
to access their monthly pension
payments.
We also started seeing a dramatic
shift in the 1980/90s from defined
benefit (DB) to defined contribution
(DC) funds. DC funds were initially
popularised by the unions in the 1980s,
given job/financial security concerns,
the control employers had over
retirement funds and the fact that DC
funds were less complex and easier to
understand by members. In the 1990s,
however, the conversions to DC funds
were driven by employers, who started
seeing the benefits of conversion
on their own balance sheets from a
liability perspective.
The conversion wave in South Africa
was the fastest in the world, faster
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than regulatory change, which meant that boards (and the
employer) depended greatly on consultants and actuaries to
guide them through the process.
From 1998 onwards a vast number of regulatory
requirements were imposed on pension funds, such as equal
provision for employer-appointed and member-elected
boards (1998), the surplus legislation (2000), and Default
Regulations (2019), just to highlight a few. This year alone we
have had the implementation of the Protection of Personal
Information Act (POPIA), and the Conduct of Financial
Institutions (COFI) Bill, which is expected to have a farreaching impact on the retirement industry, is awaited.
Looking ahead, we see the following areas as being key:

Member Education:
When considering the past learnings, with
preservation being optional, and the creation
of DC funds, where members ultimately took
up the risk of possible poor retirement outcomes, we have
to admit we simply did not do enough to educate our
members. With umbrella funds reaching substantial sizes
in membership, it is unreasonable to expect the trustees
of umbrella funds to reach every member. Participating
employers and consultants will have to play an active role in
member education.
Leon Trotsky said, “Old age is the most unexpected of all
things that happen to a man.”
It is frankly difficult for younger members to associate with
the distant idea of retirement.
Research on saving behaviour has shown that if the idea of
attaining a reasonable retirement income is remote, little
effort will be made; however, if the approach to saving is
concrete and the target seems attainable, then people are
motivated to achieve it.
Instead of just providing members with net replacement
ratios (NRR) and a projected lump-sum value at retirement
(with which younger members cannot associate), should
we not set achievable targets for every two or five years
of a member’s working career, with the ultimate aim to
have smaller goals that build up to a reasonable NRR at
retirement? This would get members more engaged and
create the positive impression that they are working towards
a bigger goal and achieving something as they progress, and
hopefully result in taking ownership.
Technology and gamification can easily be used for this
purpose, or even just casting the net wider when it comes to
retirement counselling and by pro-actively engaging younger
members in discussions and actual retirement planning.
Interestingly, with COVID-19, certain countries such as the
USA and Australia allowed members to access up to a
certain percentage or amount of their retirement benefits. It
was found that members who had a “target date account”
(i.e. had a specific targeted pension amount they saved for)
did not access their pensions as they fully understood the
impact it would have on their retirement outcome.
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Consolidation of
Funds:
The consolidation of
funds is expected to
continue at a fast pace given the
commitment from the Regulator
and Treasury to substantially reduce
the number of stand-alone funds.
According to the latest FSCA report,
there are currently 1 528 (vs 11 102 in
1980) active funds, which is still well
above the targeted number.
The shift towards umbrella funds
highlights the importance of advice
and education to be focused on
members. We expect that there will be
an organic shift from advice to board
of trustees, to more direct advice to
members of umbrella funds.

Governance:
This will become more
onerous, and funds
should allow for a proper
governance budget. The COFI Bill will
have far-reaching implications.

Transformation:
Boards will be expected
to actively drive
transformation.

Investments:
Boards will have to
carefully scrutinise
their approach to
Environmental, Social and Governance
(ESG) and impact investing, given
the socio-economic circumstances
and burning issues such as climate
change. A high level of compliance
will no longer be acceptable, and
active ownership will be required.
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When making investment decisions, boards must consider
any factor that may impact sustainability from an ESG
perspective, and it must be reflected in the Investment
Policy Statement of the fund. It will be expected of boards
to actively engage with asset managers. In many instances,
the argument of impact on returns is raised when it comes
to ESG factors, but high returns will have no meaning if
the world people are expected to retire in is in shambles.
We must be willing to ask the difficult questions regarding
impact, infrastructure, and sustainability, and whether the
company we invest in is adding value to society. Advisors to
participating employers must empower them to ask the right
questions to the trustees of an umbrella scheme.

Retirement structures:
There are many learnings from other
countries when it comes to the structure of
retirement funds. In the UK and now also the
US, a distinction is made between short- and long-term
investments, where a member may access his short-term
account. In Europe, certain funds apply a smoothing
approach to the collective DC, thereby safeguarding the
members who are due to retire at the bottom of the market,
and in Asia we see a return to a form of hybrid DB/DC funds
to provide DC members with some form of guaranteed
minimum outcome.
Locally, on the topic of preservation, government and Nedlac
is in conversation regarding early access of retirement
benefits. Although one is sympathetic to the need for access
to funds in challenging financial circumstances, the long term
implications must also be measured. Ideally if early access to
retirement funds is allowed, it must be balanced with some
form of compulsory preservation.
In conclusion, funds will face many challenges from a
governance and compliance perspective going forward, and
it is important to ensure you are partnered with the right
consultancy house who has the necessary skills and technical
support to provide guidance in navigating these turbulent
waters.
Member education is more crucial than ever, both from the
perspective of a board of trustees as well as a participating
employer in an umbrella fund. Let’s make the changes now
to achieve a better outcome for all our members, especially
the generation that is due to retire in the next 40 years.
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