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In particular, unnecessary complexity, inefficiency and a lack of transparency all interact to produce 
sub-optimal retirement outcomes. If we’re going to succeed in moving more members to achieve 
better outcomes, then we need to candidly and collectively address the obstacles. 

Sources of the Obstacles
Charging models

Many papers have been written to describe the complex charging models that exist within the 
retirement funding space. The various types of fees expressed in different forms across multiple 
providers result in consumers being unable to understand how much they are actually paying for 
services. At worst, there are fees that are not transparently disclosed by providers, leading to an even 
greater lack of understanding. As an example, the types of fees being charged include administration, 
performance, net-priced asset management, hedge funds, transaction costs, risk administration, 
guarantees, switching, investment platforms, etc.

Processes

The processes that we subject members to have unanticipated consequences, such as introducing 
layers of extra effort that add to the inertia that exists for many stakeholders.

The effort involved in the Section 14 transfer process acts as a significant barrier to employers and their 
consultants when transferring between umbrella funds, regardless of whether better alternatives exist. 
The recent requirement to obtain tax directives for each member further exacerbates the challenge of 
enabling employers to choose their umbrella fund provider. 

FICA also acts as additional barriers for consumers to invest. An average employee changing jobs 
who does not have a large enough fund credit saved has very little economic incentive for a financial 
advisor. Similarly, joining a preservation fund can be unnecessarily complex due to the documentation 
involved. A more attractive and easier alternative might therefore be for the members to cash in their 
retirement fund benefit. 

Distrust

There may be distrust permeating across the retirement savings industry. Advisors and consultants 
may distrust service and product providers, often based on historic conflicts. Similarly, consumers too 
may distrust advisors based on poor experiences received in the past. There is a definite distrust of 
government’s ability to manage the savings of the nation. This was evidenced by the recent incorrect 
perception of the impact of the Taxation Laws Amendment Bill where some workers withdrew their 
retirement savings in an effort to protect their funds from being nationalized. Unfortunately, much of 
the distrust is grounded in the reality that consumers have been let down at some point and are wary 
to re-engage with a system that has disenfranchised them. That being said, distrust may be grounded 
in unjustified perceptions and needs to be addressed to enable greater degrees of financial inclusion.
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Regulation

Often, the response to a breakdown in the trust relationship is increased regulation. This is certainly 
true of today, where we are experiencing wave upon wave of regulation. And while the intentions may 
be noble, the unanticipated consequences include increased cost of compliance, reduced competition 
and increased barriers to entry. An entire sub-industry has been developed to provide services relating 
to compliance with regulation, adding additional upward cost pressures in an environment where 
there is a fixation on reducing charges. 

Regulatory uncertainty adds further complexity, reduces transparency and creates inefficiency as it 
becomes very difficult to plan for the future on a business or professional level. It is critical that any new 
regulation aligns well with the intensions of the Pensions Funds Act as well as the needs of retirement 
fund members.

When the forums for consultation have vested interests at play that are not necessarily aligned with 
those of the members it places the entire retirement fund system at risk.

Taxation

Taxation is complex by its nature and navigating the intricacies of funding within a tax efficient 
environment without specialist expertise is very challenging. The tax efficiency of retirement funding 
may not be fully appreciated as a result of the complexity of the system, which may lead to adverse 
behaviours.

Lack of independence

Agents of providers who only have a singular view, knowing only the product set of a given company, 
tend not to test the market or provide reasonable comparisons between potential providers. This 
leads to a strong status quo bias resulting in inefficient structures over time as clients are effectively 
locked into arrangements that may become progressively outdated. Ultimately, members bear the 
consequences of a fund within a sub-optimal context.

Product complexity

Many products are complex by design to provide perceived differentiation to the industry. Often, 
comparisons are difficult due to the various charging models at play as well as the incomparable ‘bells 
and whistles’ that integrate within the products. Members end up paying for features that they do not 
understand and may never utilize. Industry jargon adds to the product complexity as individuals are 
systematically excluded from engaging due to the code-words that we use in unsuccessful attempts 
to educate and communicate.

How do poor outcomes arise?
The interaction of the above factors results in increased costs (both monetary and non-monetary), 
reduced engagement and poorer outcomes as stakeholders throughout the retirement funding value 
chain are influenced.

Members disengage and follow the path of least resistance, which often leads to poor decision making, 
such as opting for a low contribution rate. This in turn may compound the negative impact on their 
retirement outcomes. Members feel overwhelmed, powerless and anxiety – a cocktail of emotions that 
can blind even the most rational investor and lead to bad decisions.

Consultants have to expend time and energy on navigating the maze for their clients in order to 
provide valid, accurate and complete advice that they are responsible and accountable for. This time 
and energy could be better used elsewhere in the quest to improve retirement outcomes – which 
would be possible if greater transparency and standardization existed. The current complexity creates 
an environment where many consultants feel disenfranchised and alienated.  Their value-add is being 
questioned and many consultants believe that the platforms to have their views heard are lacking.

Funds themselves are faced with the risks of complexity and tend to favour the status quo, that is, 
if something is not irreparably broken, leave it as it is. The focus is on governance, compliance and 
managing red tape rather than having better member outcomes. In an uncertain environment, humans 
tend to narrow their focus to what has worked in the past, which may not be as appropriate into the 
future..

What is changing?
The retirement funding landscape has been changing and there are several major developments that 
address the challenges of complexity, lack of transparency and inefficiency.
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The Power of Defaults

A carefully selected mix of defaults can help the majority of members to cut through the complexity 
of retirement funding. A single correct decision in the right ecosystem of defaults can set the member 
up for better outcomes. Such an ecosystem would consist of an appropriate default contribution 
rate, investment strategy, preservation fund, risk framework and annuitisation.  More than 50% of 
consultants believe that defaults will enable members to save in a more efficient manner, result in 
increased preservation and that defaults will enable members to have incomes for life.  The distrust 
mentioned above is still evident within the context of defaults as the majority of consultants are wary 
of providers who inappropriately channel funds towards their own capabilities. A common sentiment 
is that costs of defaults must be low and that investment portfolios should not be limited to those of 
the administrator.

Umbrella funds have already taken the lead with providers already introducing an integrated ecosystem 
of defaults as far back as 2015.

The rise and rise of umbrella funds

Employers have overwhelmingly begun the transition to umbrella funds, resulting in this being the fastest 
growing segment of the retirement funding industry. The ease of administration, lower costs and far less 
intense time requirements are the most commonly cited reasons for standalone funds to consider converting 
to umbrella funds. The umbrella fund model makes allowance for professionalised trustees who are able to 
focus on improving financial outcomes as governance and compliance requirements are satisfied within 
a scaled environment. This should release capacity for the employer and the consultant to focus on more  
value-adding components of the retirement funding system, such as communication and education.

Commercial umbrella funds have also taken the lead in driving innovation within the retirement funding 
arena due to competitive pressures. While stakeholders in standalone funds seem content to adopt a 
‘wait and see’ approach, we find that the main umbrella funds and some of the newer entrants have 
taken the lead in implementing an ecosystem of defaults and benefit counselling. We believe that 
market forces will stimulate the umbrella product to evolve at a faster rate than the standalone fund 
model.

Technology

As the shift towards engaging members accelerates, member empowerment tools are becoming more 
available. From basic capabilities like short text messages (sms’s) through to sophisticated Fintech platforms 
that provide counselling, technology is being used to enhance members’ experience of retirement funding. 

Technology has been the key driver of efficiencies within the industry by providing scalable platforms 
and reducing costs. The key issue here is that investing in new technology can be initially expensive 
with benefits that are only borne out over time. Providers typically need to do so on a regular basis 
to stay ahead of the curve and small players struggle to keep up with the pace due to high costs.

Generational shifts

The majority of the workforce have never heard of a Defined Benefits arrangement as these were 
phased out before they began working. Their attitude is geared towards – ‘What’s in it for me’ and 
rightfully so. Retirement is not a priority and we have to become more relevant to this part of our client 
base as they are becoming progressively more vulnerable. The language that we use, the emphasis 
that we take, the platforms used to communicate need to change with the times if we want to be 
and remain relevant. This generation is less tolerant of inefficiency and has grown up in a world of 
instant access to information. Many have never seen an encyclopedia because they have encyclopedic 
knowledge at their fingertips. Their need for a different style of engagement has resulted in various 
funds adopting communication strategies aimed at this emerging set of employees.

What still needs to change?
While progress has been made on a number of fronts, there are still areas where greater simplicity, 
transparency and efficiency can be practically applied.

Standardised risk policies

Group risk is effectively termed life assurance, and rebroked regularly with the freedom to 
switch between insurers. However, policy wording and certain conditions (such as exclusions,  
pre-exclusions, etc) differ between the various providers. Switching between insurers may carry risk 
as members may be prejudiced by the additional cost switching can incur. Typically, consultants would 
manage this for their clients by comparing policies and negotiating terms, which change over time. 
The proposed Policyholder Protection Rules also attempt to protect against this risk by requiring 
the CEO of the receiving company to provide written assurance in the replacement policy advice
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record that the consultant has taken reasonable steps to satisfy themselves that the replacement policy 
was more suitable to the policyholder’s needs than the policy that was replaced. Unless amended, 
this could arguably reduce the ability of consultants to switch insurers due to pricing differences. 
Differences in policy conditions may be difficult to replicate by the receiving insurer.

The possible solution to these issues is to have a standardized risk policy between insurers so that 
switching is easier to enable and to mitigate advice risk. While this may seem impractical given 
the respective commercial interests at play, we must note that 66% of funds and employers want 
standardized risk policies and that the vast majority of consultants interviewed believe in going this 
route. Complexity can be reduced and insurance will be easier to understand and communicate. 
Competition is still possible as insurers would still be able to differentiate by pricing, underwriting 
standards and processes, claims processes and repudiation rates. Comparing insurers on this basis 
would result in greater transparency. Like can now be compared with like without the noise created 
by bells and whistles.

Transparent charging structures

EEffective Annual Charging (EAC) was recently introduced in the retail space and will soon become 
a reality within the umbrella fund context. While there have already been valid criticisms of the 
measure, it does serve to address many issues. Our contention is that EAC, or an equivalent, needs 
to be introduced across the retirement funding value chain to enhance transparency and enable 
pricing decisions to be made with greater insight. Areas such as freestanding administration, asset 
management, fees attached to member level investment choice and annuities can be addressed. The 
consultants interviewed unanimously believed that charging structures were not transparent and 
more than 80% were in favour of introducing standard charging structures to reduce the scope of 
certain providers to shift fees. A common concern was that investment fees, in particular, were highly 
opaque and most were in favour of standardized investment fee structures being applied to portfolios.
Financial inclusion via the employer

The majority of employers indicated that they attempt to provide employee value propositions 
that serve the personal needs of employees holistically.  These needs include financial inclusion, as 
almost 75% believe that their employee value propositions would be enhanced by providing access to 
financial services via the employer. Importantly, financial inclusion can be achieved via the framework 
of the employer by implementing interventions relating to financial literacy, budgeting practices, debt 
management, retirement planning and access to advice. Consultants believe that employees are 
the clients of the future and that a greater emphasis will be placed on serving their financial needs  
via their employer. 

Investigative journalism in financial services

The financial press has a critical role to play in enhancing transparency within financial services 
by investigating and highlighting poor practices. Journalists have unearthed a number of political 
scandals in South Africa and a similar appetite needs to be displayed within the retirement funding 
space where there are longstanding rumours of corrupt practices. Such role players need to be called 
to account for their actions, especially given the socio-economic context within which such conflicted 
decisions are made. Our industry needs to function efficiently and we believe financial journalists can 
support this drive.

Conclusion

Stakeholders can address a number of practical issues immediately in order to 
take steps towards a simpler, more transparent and efficient funding mechanism. 
These would include:

• Implementing a system of defaults that is simple, efficient and transparent

• Choosing partners that have the best technological enablers of better 
outcomes

• Finding and engaging excellent consultants

• Lobbying for standardized risk, and

• Using EAC where appropriate.


