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INTRODUCTION 
 
FEDUSA welcomes the opportunity to comment on the Pension Funds Amendment Bill (B30 – 
2020) and submit for the consideration of the Standing Committee on Finance the inputs and 
recommendations contained herein.  
 
FEDUSA further acknowledges the overall intent of the Bill, which seeks to allow pension fund 
members to obtain a loan, secured by a guarantee from a registered pension fund, to alleviate 
financial pressure during an emergency such as the Covid-19 epidemic.  

PURPOSE OF PENSION SAVINGS 
 
It is beneficial to recall the overall purpose of pension savings since divergence from this will have 
consequences for the income of workers in retirement. The goal of retirement savings plans is to be a 

supplement in financing retirement. Thus, funded pension savings plans help diversify the income for 
pensioners. This in turn alleviates pressure on government spending for pensioners especially when part of 
government pensions (and/or other retirement related payments) are means tested.1 

 

Hence, from a fiscal policy position there are at least two reasons to support pension funds pursuing 
the highest possible risk-adjusted returns. One is that part of the pension savings (in South Africa and 
in most other developed countries) are deferred taxes that will be paid as pension pay-out 
commences. Two, since part of payments to retirees are means tested against public old-age related 
benefits this entails that the higher the pay-out from funded pension plans the lower the public 
expenditures will be. Furthermore, there is a clear link between pension savings and the overall 
economy – although the specific transmission mechanisms and the strength of the relationship varies 
from country to country and by the type of assets (and geography) that pension funds invest in. 
However, in the simplest form increased savings leads to more investments that over time fuels 
economic growth and employment. 
 

In addition, following Bijlsma et al. (2018), larger pension savings lead to deeper capital markets, that 
can have a positive effect on economic growth for firms that rely on external finance. 
 

Finally, pension funds are key institutional investors, which represent the buy-side on the financial  
markets. Thus, pension funds are natural long-term investors, due to the general long maturities of 
their liabilities and long-term investors also contribute to financial stability. 
 

 
1 As is the case with e.g. the older person’s grant in South Africa: https://www.gov.za/services/social-benefits-retirement-and-old-age/old-age-pension. 

https://www.gov.za/services/social-benefits-retirement-and-old-age/old-age-pension
https://www.gov.za/services/social-benefits-retirement-and-old-age/old-age-pension
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Hence, for these reasons pension savings should generally (and with-in reason) be encouraged by 
policy-makers – not discouraged.  
 

SIZE AND COVERAGE 
 
 Current paying members is 7,64 million while 3,6 million are contributing to underwritten retirement 

savings. (combined those contributing is 11,2million but some double counting) 

 Another 953 478 people are receiving a private pension and dependants who still receive pension 
income number 158 866. (1,1 million combined) 

 About 100 000 are deferred pension accounts and another 4 million are at present deferred (stop 
paying for a reason but have assets in account). 

 Best estimate is that the 16,9 million accounts represent around 11-13 million actual people.  

 Nearly one in three South African adults (including pensioners) have some form of pension 
investment. Add dependants and it could be more than those presently formally employed. 

 Prescribed assets will directly impact at least 11 million people and with family members at least 
half SA population! 

Moreover, at the end of 2019 the total financial assets that South Africans had was R8,8 trillion. More 
than half (52,3%) of this was the interest in pension funds (R4,6 trillion) that South African workers and 
pensioners had. 

The result is that South Africa has one of the highest pension assets in the world.  

 SA has 0.68% of World Population and 0.8% of the world Pension population. 

 SA retirement assets make up 1.2% of world total!  

 SA GDP is only 0.5% of World GDP (about 0.6% of these 93 countries). 

 SA has twice its GDP weight in pension assets therefore as well as 50% more than the 
average per capita retirement assets in US dollars. 

 SA has one of the youngest populations in the world making this achievement even greater. 

  At 26.8 years SA is the 146th oldest country so most of the 93 countries with pension 
fund assets would be older than SA. 

 Compounding plays a major role in assets size and this factor is probably lower in SA 
than in other countries making the size of SA retirement assets.  
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In 2015 to 2017 South Africa had the 8th largest pension fund assets in the world as tracked by the 
OECD. SA may only be the 34th largest economy but in retirement funds it punches above its weight. 

Chart 1:  

20 largest pension assets in the world by country 2015. 

  Source: OECD 
 

Not only the number of workers and pensioners but many workers who have lost their work are 
invested in the pension assets of South Africa as they normally cannot take their investments out 
before age 55. 

PREMATURE ACCESS TO PENSION SAVINGS2 
 
As mentioned, the purpose of pension savings is to support the provision of retirement income. Like 
other funds, pension savings can only be spent once. Thus, if spent in the service of non-retirement 
purposes, savings will not be available at retirement, and workers will basically be “back at square 
one”. 
 
However, the economic crisis following Covid-19 have resulted in a debate on whether 
premature access to pension savings and/or contribution holidays could stand-in for 
inadequate social policy initiatives. 
 
The need for pre-retirement liquidity often arises, due to lack of short-term ‘emergency’ savings, 
indebtedness, or equivalent situations. This need may be exacerbated and often because of short 

 
2 As discussed in Section 4.3 Fall & Steenkamp (2020:20-21) identify early withdrawals from retirement funds (many workers liquidate their 
funds each time they change their job) in South Africa as the most important issue with private retirement funds. Furthermore, only about 4 in 10 
contribute to a pension plan in the first plan. Thus, the entirety of Section 4 should be read in this light. 
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comings in social security in non-pension areas - i.e. inadequate policies assisting individuals in 
bridging instances of for example unemployment or sickness. If household finances are not 
sufficiently robust, even short-term difficulties may put their financial well-being in retirement at risk. 
 
Nonetheless, accumulated pension savings dedicated to serve long term objectives can tempt all 
involved parties when confronted with short term needs. Individuals may want to spend their savings 
on here-and-now needs found to have a higher utility than a distant supplementary pension income in 
retirement. Authorities may look to pension savings to boost consumption in times of financial distress. 
For example, they may be tempted to simply pay out savings or they may move taxation of the saved 
funds forward in time to solve challenges of fiscal shortfall in the short run. Other examples may 
include policies seeking to activate pension savings in the service of other shorter-term political 
objectives – allowing individuals to tap into their pension savings in specific situations or for specific 
purposes. 
 
Arguably, the precariousness of policies allowing early access to pension savings is increasing. 
The key reason for this is the combined effects of low interest rates and rapidly increasing 
longevity. These two developments make pension an increasingly expensive commodity, 
which in turn has effects for the participants. As noted by Stewart et al. (2019:12) adequate 
income after retirement is already a concern even in pension systems including well-
designed and well-managed DC plans. Hence, when barely meeting their core objectives, it is 
unlikely that these plans can even be availed to meet secondary shorter-term purposes. 
 

Recommendations from OECD and World Bank 
 
 
Organisations such as the OECD (see OECD (2020)) and the World Bank (see Rutkowski and Mora 
(2020)) have discussed recommended responses regarding funded pensions in light of Covid-19. 
In their guidelines for policy-responses on retirement savings the OECD (2020:7) encourages 
pension funds to stay the course and avoid the materialisation of losses by selling assets 
during the market slump. Furthermore, the OECD reiterates that saving for retirement is for the 
long haul and that investment strategies and retirement portfolios are – or at least should be – 
designed to face markets ups and downs. 
 
Rutkowski and Mora (2020) warns against the temptation for countries with pension assets to borrow 
funds across programs and allow access to pension savings without tax penalties to cover short-term 
needs. 
 
It is obvious that access to retirement saving pots will lead to lower accumulated retirement 
savings and lower retirement income. But as underlined by OECD (2020:16) the impact is larger 
the closer the individual is to retirement. Therefore, the OECD (2020:17) find that access to 
retirement savings pots should be a measure of last recourse and based on individual specific 
exceptional circumstances (OECD 2020:18)). This is echoed by Rutkowski and Mora (2020) that 
underline that pensions are a poor substitute for unemployment insurance, and that any withdrawals 
must be limited, time-bound, and only for emergency needs – otherwise delivering adequate incomes 
in retirement will be difficult. 
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Rutkowski and Mora (2020) furthermore stress that any contribution holidays need to be done in 
combination with long-term reforms to make pension systems more robust and able to meet the 
needs of a growing elderly population. 
 

Experiences from Other Countries 
 
The use of early access to pension savings is generally marked by significant social patterns. Lower 
income participants face greater liquidity restraints, and they are financially more vulnerable. Lower 
income participants are more likely than other groups to use such options. Consequently, the pension 
effects of such policies will be mirrored in similar social disparities (Stewart et al. (2019)). 
 
Thus, many countries are focusing on reducing/preventing leakage from the retirement savings 
system prior to retirement. There are strong pension policy arguments to support this – i.e. 
adequacy concerns. Also, the public policy justification for doing so is typically strong, as the 
savings often enjoy favorable tax treatment – an element of quid pro quo. 
 
Pension leakage – i.e. withdrawals before retirement age for different types of outlays 
instead of being tied to providing retirement income – may undermine the pension 
objective. This is an issue of varying degree in e.g. Australia, New Zealand, Belgium, 
Switzerland, and the USA (as discussed in Mercer (2019)). 
 
Early access / payments from pension savings before the retirement age may be reviewed in relation to 
the nature of the savings arrangement in question. Rules are typically more liberal as regards voluntary 
personal pensions. Payments or surrender is typically allowed – albeit typically subject to a significant 
tax penalty (Stewart et al. (2019:5)). 
 
 
Access to mandatory pension savings prior to retirement is rare and when allowed very 
restricted. Furthermore, it requires a repayment of the withdrawn amount. The systems in Canada 
and Australia have instances that allow for some controlled access in clearly defined cases (disability 
or terminal illness, severe financial hardship as determined by the plan trustee etc.). There continue to 
be restrictions on the use of withdrawn funds even among these exceptions e.g. withdrawal of funds by 
the disabled are limited to disability-related home or vehicle modifications (Stewart et al. (2019:5)). 
Even though repayment is required it cannot be guaranteed. There is limited access to secure the full 
repayment, hence any repayment by individuals will be voluntary and, thus, less than full. 
 
Access to voluntary pension savings are still relatively rare but are observed in different forms: 
 
• Permanent withdrawal: Which allows access to funds without repayment obligations. 
 
• Loan and repayment: Where an individual borrow directly from his or her pension fund 

and is required to pay it back. 
 
• Pensions as collateral: Providing a third-party institution (bank, mortgage institution or 

equivalent) with a guarantee that the participants pension savings will secure a loan or 
part of a loan. 
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Early access to pension savings may sustain an imbalance between the financially sustainable and 
the preferred/desired level of short-term consumption. This has even led consumer interest groups to 
argue that giving participants access to pension savings in case of hardship – e.g. for mortgage 
arrears – would leave them open to pressure from lenders and creditors to meet arrears using their 
pension wealth. Pension savings can, thus, be depleted to such an extent that inadequate retirement 
incomes are provided. Furthermore, access to early withdrawals has effects on pension management 
as it increases surrender risk. Hence, potentially high volumes of withdrawals would force fund 
managers to increase portfolio liquidity. This in turn reduces opportunities to investment in long-term 
instruments, thereby reducing their ability to take advantage of illiquidity premiums and generate 
higher returns. 
 

CONCLUSION  
 
Overall, FEDUSA believes that pension savings cannot be looked upon as ‘a pot of gold’ that can be 
spend at will. That would undermine the confidence in the funded pension system.  
 
FEDUSA is of the opinion that giving pre-mature access to pension savings is not ideal, but this current 
concession must be made in light of the extreme hardship encountered by many South Africans during 
the 2020 lockdown. Households overall have experienced a considerable reduction in income security 
and disposable income, as a consequence.  
 
The activation and legislating of a special dispensation to allow partial access to pension funds by 
contributing members is therefore welcomed with caution. However, as FEDUSA remains a staunch 
supporter of preservation of funds, the allowable portion to access emanating from this special 
dispensation must not exceed 30% of that member’s share in the value of the fund. The current 
proposal of 75% is too large of a risk and burden on the value that can still then be accumulated by 
contributing members once economic conditions improve, subsequent to the withdrawal.  
  
In line with the limited withdrawal proposed, FEDUSA believes that this COVID 19 – specific 
determination must be tax free, as any notion of this emergency dispensation being subjected to tax, 
would further diminish what little relief can be extended to workers. The specific age of contributing 
members must also be taken into account, with absolute sensitivity, as the ravaging effects of the 
pandemic has eroded the actual values that would have ordinarily been paid out at retirement.     
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