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1 Introduction

.........................................................................................................................................................................................

In providing an outline of pension arrangements in Africa, this chapter is particu-

larly concerned with justice. Justice is the traditional criterion for evaluating the

performance of governing structures, and this book is intended to describe the

theoretical frameworks used to understand the structure and performance of

retirement systems. For our purposes, justice can be evaluated by determining

whether the policy concerned strives, in a procedurally just manner, to reconcile

Wve sometimes conXicting objectives: equality, liberty, eYciency, provision for

people’s basic needs, and recognition of their deserts. The main issues raised in

this chapter are those where policy appears to fail in achieving these objectives.

Perhaps the thorniest African issues are those of compulsion and governance.

Compulsory contributions are an aVront to liberty, but are justiWed on the ground

that they provide for basic needs that people would otherwise not provide for

themselves, and on the ground of desert, in that people should pay for beneWts that

the state would otherwise have to provide. Compulsion is also more eYcient in that

voluntary contributions invariably attract signiWcant marketing costs. In the informal

sector however, compulsion is enormously expensive and creates further inequality by

acting as an additional tax on the Wnancial and administrative resources of the poor.

On the issue of governance, many would agree with Barbone and Sanchez (1999)

that it is the ‘Wrst order of business’ for retirement reform in Sub-Sahara particu-

larly. The ineYciency and corruption of many government structures are clearly

unjust. A speciWc issue in pension arrangements is actuarial fairness that requires

the accruing value of future beneWts to be closely related to contributions—real or
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notional. This is a question of desert, and departures ought to be justiWed as a

contribution to greater equality, or as the provision of basic needs. In Africa, this is

a particular problem with civil service schemes.

The chapter is organized as follows. The next section provides some background on

the economies of Africa, a short discussion on the causes of poverty, and a description

of the informal sector. This is followed by a relatively detailed description of the South

African pension system. Apart from the author’s familiarity with South Africa, its

subsistence and informal sectors have much in common with the rest of Africa, while

both its public and private sectors provide a number of models for potential develop-

ment. Its policy-makers and entrepreneurs have a growing inXuence on other African

countries, particularly in southern Africa. Section 4 extends the description to other

African countries. A Wnal section also raises some research questions.

2 Background

.........................................................................................................................................................................................

2.1 African Economies

Africa makes up almost a quarter of the world’s land surface, one-eighth of its

people, but only 4 percent of its economy even on a purchasing power parity (PPP)

basis.1 For purposes of this chapter, we can divide it into three. South Africa has a

diversiWed modern economy and accounts for some quarter of total economic

output, with the balance divided more or less equally between the Wve Mediterra-

nean countries (including Morocco) and the rest of the continent. In terms of per

capita income, on a purchasing power parity basis, South Africa is a medium low

income country standing at something under $10,000; the North African countries

stand at half of this, while the other Sub-Saharan countries average one-tenth.

All African economies are relatively small and concentrated—often dependent

on a single commodity. The implication is that all are volatile, and subject to

periodic bouts of currency Xuctuations and high inXation, except where there are

tight foreign exchange controls. This provides one explanation for extensive gov-

ernment intervention in the economy, with its consequential restrictions on private

activity and risk of corruption. Economic instability is also invariably linked to

political volatility.

These economic and political risks undermine the security that might be oVered by a

pension system. It is often not possible to Wnd local investments to provide suYcient

diversiWcation. Those that are available will not provide security in times of political

and economic uncertainty.
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2.2 Poverty

Of the various explanations for poverty, Sachs et al. (2001) oVer little hope in that

they suggest that geography is a major cause. The tropics, which include most of

the world’s poverty and very few prosperous nations, are debilitating environ-

ments. In addition, Africa is served by relatively few harbours and navigable rivers,

signiWcantly increasing the cost of transport and trade.

Other analyses relate to institutions and culture, which are not immutable. In

economically fragile societies with poorly understood informal institutions, ap-

parently sensible reforms can be counterproductive. Institutional obstacles to

development have been highlighted recently by De Soto (2000), in particular that

most property cannot be sold, so tying people to their existing land rights and

preventing land from being used as capital. He also describes the multiple bureau-

cratic obstacles to business development in all poorer countries, which often goes

hand in hand with corruption. On these points, it can be noted that unmarketable

land rights do function as retirement assets and alternatives will need to be found if

they can be sold. As already noted, the imposition of formal social security

contributions contributes to the bureaucratic burden on enterprise.

Of those who focus on cultural and political issues, Landes (1998) mentions

openness to science and trade, trust within society, open government, and the value

placed on hard work. These are also issues covered by Powelson (1994), who

emphasizes the beneWts of a diVusion of power in society, both as a counter to

corruption and a source of personal responsibility and motivation. The South

African experience described later shows that private retirement funds with demo-

cratically elected trustees can contribute to such diVusion.

Somavia (2003), Director General of the International Labor OYce (ILO),

surveys the immediate causes of poverty: malnutrition and illiteracy, lack of access

to markets and capital, and corruption. He calls for the transfer of resources to the

poor, debt relief, and the extension of a developed legal and institutional frame-

work. The need for a system of social security to break the life-cycle of poverty is a

major goal of the ILO.

2.3 The Informal Sector

Somavia looks at various elements of the informal economy, which accounts for

the overwhelming proportion of employment in Africa, and its interaction with

poverty. The informal economy can be deWned as that beyond state control:

untaxed, unregulated, and not using formal legal or accounting systems. It includes

subsistence farmers, micro-scale traders and manufacturers, and many domestic

workers.
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The disadvantages of the informal economy are obvious. EYciency is

low as the division of labor is much more diYcult and economies of scale

impossible. Access to credit and insurance is limited by the absence of records

and formal dispute resolution mechanisms. The latter is also associated with

violence. Literacy is of less value, and is therefore encouraged less in the young,

which also means that skills are less likely to be passed on. The smaller tax base

limits the ability of governments to develop infrastructure and provide social

services.

The informal sector, by deWnition, precludes formal pension arrange-

ments. Outside formal organizations, wage-related contributions cannot be col-

lected; money cannot be securely invested, and structured payouts cannot be

managed. While formal systems have clear advantages over informal arrange-

ments, it is not clear that the ILO and other agencies understand the signiWcant

demands they place on participants. If the demands cannot be met, the costs

and the disruption of attempting to create formal systems may outweigh the

advantages.

There are also unstable smaller employers on the fringe of the informal sector.

Yakoboski et al. (2001) report the results of their US research which suggests

that these employers, and their employees, are reluctant to contribute to formal

pension arrangements because of their uncertain future, and the expense

of contributing on behalf of lower income individuals. It may be better to

use persuasion rather than compulsion to bring them into formal pension

schemes.

3 South Africa

.........................................................................................................................................................................................

3.1 The First Pillar

The Wrst pillar consists of a Xat pension, subsidies to old-age homes, and other

support to the needy living alone or with their families. The state’s resources are

inadequate from many perspectives, but it would seem that the positive social

impact does justify the costs.

The main beneWt is a monthly old-age pension paid out of general revenue,

subject to a means test, to men above the age of 65 and women over 60. Recipients

must be South African citizens resident in South Africa. The amount, R740 (R3 is

approximately U$1 using PPP) monthly for the 2005 Wscal year, although low

by OECD standards, is a generous 45 percent of GDP per capita.
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3.1.1 Administration

The Mothers and Fathers Report (2001) contains the following comments that give

a Xavour of the African setting.

The predominant method of pension receipt, namely queuing on particular days at

a speciWed pay-point, and the problems associated with this over-shadowed all other

problems faced by the elderly . . . Security at pay-points is a great concern of pensioners,

particularly when they have to return home after dark . . . The length of time spent in

the queue, lack of shelter, seating, insuYcient and Wlthy toilets and lack of water at pay

points are problems across the country. Even where there are halls, pensioners are not

necessarily allowed into them . . .

People continue to arrive very early and to sleep at pay-points. No preference is given to the

very frail who have to wait in line along with everyone else . . . Many pensioners experience

rough and insulting treatment by staV at pay-points . . .

Money lenders are active at pay points, take IDs (identity documents) . . . and harass

pensioners. Hawkers and liquor vendors also cause problems . . . A large number of burial

societies, largely unregistered, try to recruit pensioners. . . . Security oYcers accept bribes to

let people jump the queues. There are also allegations that pensioners are short-changed by

oYcials . . . . . . Pensioners in hospital have to make their way to pay-points on pension day

or face the prospect of losing their pension. Some have died in the queue.

Perhaps the most diYcult administration issue arises from the bureaucratic need for

rules to determine whether the pensioners are still alive. It seems that such rules often

become unreasonable. The South African courts (prompted by non-government

organization-funded lawyers) are suYciently reliable to provide some protection,

and have recently found certain pension administration to be unjustiWable. One

practice that has been outlawed is stopping payment unilaterally in an attempt to

counter fraud, and refusing to make back-payments in an attempt to save money.

3.1.2 Means Tests

An income test phases out the pension at a rate of 50 percent of other income.2

Married couples with a combined income over R3,384 do not qualify for any state

pension. Those with assets (excluding their homes) of more than R266,000 also do

not qualify.3

Lund (1993) reports that the mechanism is widely misunderstood and incon-

sistently applied. This should not be surprising. The diYculties of auditing income

are immense. Apart from those who are obviously cheating, one just has to think of

determining income from casual jobs and the renting of rooms, and of irregular

interest, pensions, and transfer payments, let alone translating income in kind from

subsistence farming.4 The means test is not, and probably cannot be, enforced.

Unenforceable policy is bad policy.

If this were not enough, it is also ineYcient. The distribution of income and

the failure to implement the test mean that the pension is paid to almost 85 percent

of old-age pensioners. The Smith Committee (1995) estimated that the costs
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of abolishing the test would be some R1.5 billion of which two-thirds could

be recovered through the tax system. This is entirely dwarfed by tax concessions

to retirement funds that are justiWed by the putative savings created by the

means tests. The test also oVends vertical equity in that the maximum rate of

tax levied on high incomes is currently set at 42 percent while poorer pensioners

lose 50 percent of the state old age pension for every rand of private income.

Willmore (2001) expresses surprise that it has not been abolished. International

agencies suggesting the introduction of means tests may well do more harm

than good.

3.1.3 Non-citizens

Rules to determine the beneWts to be enjoyed by immigrants require some balance

between equality, need, desert, and aVordability. This is of particular concern in

South Africa where the state old-age pension is signiWcantly larger than anything

oVered by its immediate neighbors. As in many similar situations, the rules

governing the acquisition of citizenship can be contested at times.

3.1.4 Social Impact

The Smith Committee (1995) records that the amount payable to whites was some

eight times that payable to blacks in the mid-1960s, but subsequent reforms led to

Wnal equalization in 1993. Even before equalization, social pensions provided an

important source of income, particularly in poor rural areas. Ardington and Lund’s

(1994) study in Kwazulu Natal found that the pension income made up more than

half the income of a third of rural households. Not only does the pension relieve

poverty among the elderly, it turns old people into economic assets rather than

liabilities to their families, and it seemed unlikely to create incentives that might

distort the labor market or fertility behavior. Case (2001) conWrmed that families

with the pension, if it was shared within the family, enjoyed measurably better

nutrition and health.

Bertrand et al. (2003) introduce an element of skepticism with their Wndings

that labor market participation of working-age adults in extended families is

lower in families with the pension, declining from an already low 24 percent to

21 percent. The eVect was largely explained by the participation rates of older men.

From one perspective, this is a matter for concern as the pension appears to make

subsistence more palatable and to reduce the incentives to move into the formal

sector. On the other hand, facilitating digniWed early retirement to a rural area can

be defended as providing openings for younger workers. The negative labor market

incentives do however need to be made clear as they undermine the arguments

currently made in South Africa by supporters of a basic monthly income grant

for all.
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3.1.5 Institutions for the Aged

As in the developed world, long-term care is becoming an increasing problem. It

is widely accepted that it is desirable for people to remain outside formal institu-

tions for as long as possible, but increasing numbers will inevitably require

admittance. Many who require admittance are unlikely to be able to aVord the

R4,000 monthly cost.5 The costs in OECD countries of frail care are much higher.

Rappaport (2001) reports them as being as much as $6,000 monthly in the United

States. South African costs are lower mainly because the wages of caregivers are

lower.

Involvement by government or private charities in these homes is inevitable.

Old-age homes for whites were previously given generous subsidies by the Depart-

ment of Social Development, but these have been signiWcantly reduced in the last

decade, so undermining the viability of many organizations. Subsidies can be

justiWed to support particularly needy individuals, but whites are disproportion-

ately represented amongst those in frail care not least because of their longer life

expectancy and smaller families. Subsidies that largely beneWt whites are diYcult to

justify politically so soon after the removal of apartheid.

The Mothers and Fathers Report also gives a graphic description of these

institutions:

. . . some homes are dirty and pervaded by a strong smell of urine. The quality and quantity

of food is often below standard . . . In some homes residents don’t have their own clothing,

laundry is not marked and face-cloths and toothbrushes are shared . . . Many residents seem

to spend their days seated in rows around a room or along a veranda—waiting for the next

meal.

. . . StaV are generally low-paid and untrained and few qualiWed nurses are employed to care

for elderly residents . . .

The high level of theft in homes could be described as endemic and nobody seems to take

responsibility for addressing it. Some homes have been targeted by criminal elements . . .

3.1.6 Other Social Services

The alternative, ‘care in the community’, may be little better however, as the report

continues:

(this) has become increasingly diYcult for many old people due to the absence of com-

munity services in most areas, inadequate housing and unaVordable service charges . . . -

Many elderly persons are being abused by their children and grandchildren . . . Elderly

people living alone are dying from malnutrition and neglect . . . OYcial agencies do not

make home visits to elderly people . . . A meals on wheels service is run by one national

organization but it reaches fewer than 10,000 elderly persons . . . Specialist geriatric clinics

and nurses have been totally phased out. Clinic staV tend to say home care is ‘not our

business’. Equipment banks and lending depots for wheel-chairs and other aids are not

supported by clinics and hospitals and tend to run out of stock . . .
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3.2 The South African Private Sector

The private sector consists of employer or occupationally based schemes and

voluntary products largely sold by commercial life insurers which provide for

top-ups, the needs of the self-employed, and perhaps some of those informally

employed. The Financial Services Board (FSB) (2003) shows that group retirement

funds for which they were able to provide statistics have almost 9 million members

(but over 1 million are retired and there are a number of duplications). Contribu-

tions amounted to R60 billion. To these occupational scheme contributions,

another R8 billion in contributions to annuity products with life insurers can be

added. A large proportion of the R27 billion of regular premium life assurance is

also written as endowment policies intended to mature at retirement. Total assets

amount to over R900 billion, and appear to account for some half (or more) of the

country’s total assets.

3.2.1 Coverage in the Organized Formal Sector

The term ‘organized formal sector’ is used here to describe businesses registered for

tax purposes. These businesses usually belong to one or other labor or employer

federation, while self-employed people are likely to be organized in professional

associations. While noting that the statistics are invariably unreliable, the South

African Institute of Race Relations Survey (2000: 356) reports estimates that this

sector accounted for some 75 percent of remunerated employment in 1996.

Those employed in this sector are invariably covered by private pension arrange-

ments, whether as part of their employment contract or voluntarily. The actual

extent of retirement fund coverage is debatable. Some surveys—such as AMPS6—

suggest that only 50 percent of employed people are contributing to a retirement

fund. This does not however reconcile with the level of contributions to retirement

funds reported to the Financial Services Board, which amount to almost 20 percent

of personal remuneration. The 9 million active members reported would exceed

the number of formal jobs. The latter Wgures tend to corroborate the Smith

Committee estimates that some 80 percent of formally employed workers are

covered by retirement funds. The AMPS survey recipients may have misunder-

stood the questions asked. Evidence from around the world, such as from Ferris

(2000) and Glass (2001), is that the average person Wnds the design of retirement

arrangements too complicated to understand.

3.2.2 Explaining the High Coverage

The South African second pillar is more eYcient and has a greater coverage

than that of Chile despite not being compulsory. The unusually wide coverage

of the organized formal sector can be explained by a number of factors. Not least
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of these is the absence of an earnings-related state scheme. Of the other factors,

and the one with perhaps most signiWcance outside South Africa, is the focus

on group schemes. These have signiWcant advantages over arrangements where

individuals have more choice. Relatively generous tax concessions are only

available to group schemes where employees have no choice but to join. Such

compulsion is an infringement of freedom, but the beneWts appear to outweigh this

loss.

Foremost of the beneWts, and now widely recognized, are cheaper administration

and minimal marketing costs. Almost all the information required for administra-

tion can be obtained from the employer’s personnel records. The contributions are

collected in one monthly amount from the employer. Large superannuation funds

are also able to negotiate lower investment management fees. The costs of selling

group schemes are proportionately much lower than selling to individuals. Keep-

ing charges low can make a diVerence of 20 percent or more to Wnal pension

payouts. Compulsory group schemes also routinely oVer life, disability, and health

cover without medical questions. Those in poor health who might not be oVered

cover at all under an individual contract are thus able to obtain signiWcant cover at

ordinary rates. This generates further cost savings.

The contribution that group schemes can make to industrial democracy is not

often considered. Members can participate in the election and monitoring of

trustees, who in turn are able to vote the shares owned by the fund. This is not

possible with individual retirement contracts. The South African focus on group

schemes arises partly from its early start, with the Pension Funds Act (1956)

providing focused regulation. There is a widespread perception amongst employers

that oVering retirement beneWts helps retain staV, while trade unions have seen the

intrinsic beneWts and the opportunities to use the funds as a focus for organization.

This has facilitated a number of industry-wide determinations, in terms of the

Labor Relations Act, requiring employers to contribute to an industry fund or set

up a company-speciWc fund. The marketing eVort of life insurance companies has

often been directed at the employers because of the life companies’ inXuence as

major shareholders. This, in turn, has arisen because of their management of

retirement fund moneys.

3.2.3 The Informal Sector

The income over which contributions to retirement or insurance funds become

economical is debatable. Participants in the South African industry suggest that

monthly administrative costs are unlikely to be kept at below R30, while distribu-

tion costs (marketing in the private sector, and enforcement in the public sector)

may double this. The costs for someone earning even R1,500 monthly (twice the

monthly pension) and contributing 15 percent of their income for retirement

would be at least 3 percent of income (and 15 percent of contributions).
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Requiring people who earn much below these levels to contribute to retirement

savings is equivalent to an additional tax. The South African experience makes this

clear. Legislative reforms in the early 1990s freed micro-lenders from the con-

straints of the Usury Act and led to an explosion of loans at interest rates that

vary from 20 percent per annum to 80 percent per annum or more. The statistics

suggest that most employed South Africans have such loans. While the morality of

such rates is debatable, they reXect the shortage of funds in the low income and

informal sector. At the same time, retirement funds earn net returns of some 10

percent per annum. Requiring poor people to borrow at 50 percent and invest at 10

percent is clearly exploitative.

Most people employed in this sector rely on government disability and old-age

grants for insurance and retirement cover. The current level of these grants is

suYciently high relative to the earnings of the majority of recipients for them

not to need further savings. Funding these beneWts through consumption taxes is

much more eYcient and contributes more to equality than collecting contribu-

tions. James (1999) also makes many of these points, suggesting that they may be

applicable outside South Africa. She also points out that universal pensions

provide support for women who have not been active labor market participants

and who gain nothing from contribution-based systems.

Compulsory contributions appear to me to be only in the interest of people

employed in the formal Wnancial sector, and here I would include policy-makers

and government regulators. Their narrow focus on the formal sector and their self-

interest appear to combine to blind them to the cruelty of compulsory require-

ments.

3.2.4 BeneWt Coverage

In spite of these high levels of coverage, which have been all but universal for the

white population for 40 years, over a third of the white population still draws the

means-tested old-age pension, with women being disproportionately represented.

Two interrelated reasons can be identiWed. The Wrst is the lack of preservation of

beneWts on changing employers. The second is that elderly widows suVer because

their husbands have spent their withdrawal and lump-sum retirement beneWts.

This is an international problem—as described in Auerbach and KotlikoV (1991) in

a US study. It is an injustice that deserves urgent consideration in the reform of

family law.

3.2.5 Types of Fund

The earliest South African funds were deWned contribution (DC) in that they were

funded by endowment policies. They were replaced by deWned beneWt (DB) funds

during the 1960s because of the greater predictability of the beneWt in DB funds.
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A swing back to DC provident funds (that provided lump sums and not pensions)

began in the early 1980s largely in response to pressure from black trade unions.

Black South Africans were Wrst allowed to join trade unions in 1979, and in the early

1980s organized a series of strikes over plans by the government to limit pre-

retirement withdrawals. As in many countries, trade unions continue to be in-

volved in fund administration.

Kerrigan (1991) describes the unions’ objectives: fairer withdrawal beneWts, lump

sums on retirement, greater inXuence on investment policy and the power to elect

trustees. The DC funds did away with the complicated cross-subsidies of DB, and

the lump sums oVered greater ease in avoiding the means test that at that stage

reduced the state pension by 100 percent of other income.

Employers encouraged the shift to DC beneWts. First, they were reluctant to

permit newly elected trustees to make decisions that could lead to investment

losses. Second, they were not averse to reducing the investment risks inherent in

DB design, and toward the end of the 1980s, they saw that AIDS threatened a

signiWcant increase in the cost of insurance beneWts. The swing gained momentum

when the high returns on equity investment were seen to lead to better beneWts for

members.

3.3 Regulation

The standard regulatory structure is based on the Pension Funds Act, which sets

up the Registrar of Pensions. The Financial Services Board Act (1990) sets up the

FSB, whose chief executive oYcer assumes the functions of the Registrar. Funds

regulated by the FSB are subject to proper governance procedures. They must have

a set of rules, a board of management of which 50 percent are elected by the

members,7 report regularly to members, and produce audited accounts and actu-

arial valuations (if they are self-administered). The board of management or

trustees owe their primary Wduciary duties, which derive from the common law,

to members.

A South African innovation is the Pension Funds Adjudicator, set up to ‘dispose

of complaints . . . in a procedurally fair, economical and expeditious manner’.8 The

intention was to empower members who could not use expensive legal procedures

to establish their rights. The Wrst adjudicator was Xooded with complaints, not

least because of his personal energy and ability to address critical issues in legally

creative ways if necessary. Some of the complaints were resolved by mediation, but

hundreds have required written rulings.9 In shifting the balance of power toward

members, it seems that the innovation has been resoundingly successful. While few

will agree with all his determinations, the oYce and the approach deserve consid-

eration and perhaps imitation in other countries.
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The Pension Funds Act has always provided protection to DB members to

ensure that the funds are fully funded. Withdrawal beneWts were however consid-

erably less than the actuarial reserve, so penalizing early leavers, and inXation was

often allowed to erode the real value of pensions signiWcantly. Members transfer-

ring to DC funds also suVered losses. Employers taking contribution holidays

beneWted from the surpluses thus generated. In a relatively high inXationary

environment, these Xaws in beneWt design accelerated the move to DC. Unpreced-

ented legislation in 2001 requires funds to use their surpluses (where they exist) to

go back to 1980 and compensate pensioners and those who have withdrawn.

3.4 Government Employees’ Schemes

South African government sector employees are generally covered by DB schemes.

There is one for central government employees, others for local government, and

various para-statal organizations. Unusually, these are actuarially valued and fully

funded, although the assets of the DB funds are largely held in government stock.

During the 1980s, however, the funds were removed from actuarial oversight and

quickly reduced to half their previous funding levels. The reasons partly arose from

the inXationary erosion of Wxed interest assets, but also from excessive beneWts,

particularly the notorious ‘buyback’ provisions that gave enormous discounts to

senior members of the funds. Wassenaar’s (1989) exposé which led to the reimpos-

ition of proper controls reports that this bounty was limited to about 45,000 more

senior public servants. He estimated the cost at R5 billion in 1986 terms, but the

total deWcits required perhaps ten times that number in additional contributions

(and tax concessions) before they were extinguished in the mid-1990s. Another

abuse of the system was to artiWcially inXate Wnal salaries by promotions just before

retirement—as the rules based the pension on the last day’s salary.

4 Other African Countries

.........................................................................................................................................................................................

Many of the South African issues have parallels in other African countries. Detailed

information on the beneWts available is however not as readily available. One source

is ‘Trends in Social Security’ published by the International Social Security Associ-

ation (ISSA) and available on their website to members. It gives some indication of

the nature of retirement arrangements in diVerent countries by reporting on planned

changes. Barbone and Sanchez (1999) give some helpful tables.
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4.1 Civil Service Schemes

Separate DB schemes for the civil service are the norm internationally.

They are frequently overly generous: the problem is not limited to developing

countries such as South Africa and Brazil, with the Actuary (2004: 14) reporting

unfunded liabilities in the United Kingdom of over half that country’s GNP. BeneWts

for the military are often particularly favorable with very young retirement

ages. In poor African countries, the pensions of government employees do not

have to be particularly generous to absorb a large proportion of the state’s resources.

ISSA data report retirement ages for civil servants that are being raised to 60

in some countries, and that the contributions required for the Egyptian

scheme amount to some 30 percent of remuneration. Both suggest generous scheme

beneWts.

This is not to object to DB arrangements per se, but accruing beneWts should be

clearly deWned and bear a reasonable relationship to current income. Actuarial

management is necessary for this, but insuYcient to prevent abuse. Reform is par-

ticularly diYcult as those in the government departments responsible for drafting

legislation are frequently the main beneWciaries. They are well placed to defeat the

intentions of any reforms—not least by last-minute surreptitious insertions.

4.2 National Schemes

Most African countries have set up national schemes for all those of working age,

that, as discussed, necessarily exclude those employed in the informal sector. In some

cases, this is recognized in the regulations of the scheme. In other cases the informal

sector is legally included, in which case the law is often an empty letter or

another source of confusion and corruption. Coverage is higher in North Africa

where it is reported to exceed 80 percent of the workforce in Tunisia and Egypt, but

Barbone and Sanchez show most countries have coverage of less that 10 percent. This

may, of course, represent a high proportion of the formal sector outside of government

employment.

4.2.1 Provident Funds

A number of ex-British colonies, as elsewhere in the world, introduced national

provident funds around the time of independence. These initially provided

lump sums at retirement and some ancillary insurance beneWts in return for

contributions from private sector employees. Lump sums rather than pensions

are particularly attractive to members who do not have access to the banking
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system in retirement. This is the case for much of Africa, where pensioners

in rural areas can be charged exorbitant fees by local shopkeepers to cash

cheques—if they arrive at all in an unreliable post. Lump sums can be used to

upgrade housing and purchase cattle, traditionally the source of wealth in Sub-

Sahara.

A number of African provident funds failed because of inadequate investment

returns that reduced payouts to trivial amounts in some cases. Governments

make it diYcult to make international investments, and there are not enough

local opportunities. The funds thus proved vulnerable to all the problems listed

in Section 2.1 above: political interference, economic volatility, and inXation.

Mounbaga (1995) illustrates from Cameroon. Some of the African funds

are now being converted into national pension schemes. Nigeria is an exception

having just chosen to follow the Chilean model. The diVerent inXuences of the

ILO and the World Bank have presumably contributed to this diVerence of

approach.

4.2.2 Earnings-Related Schemes

The ex-French colonies introduced national earnings-related pension schemes for

private sector employees. These protect the members from direct investment losses,

folding the problem into general government Wnances, which are thereby placed

under further pressure.

One apparent exception, which is described by Chaabane (2002) and receives

favorable mention by van Ginneken (2003), is that of Tunisia. Imaginative and

energetic action appears to have been successful in extending coverage to the self-

employed and informal sector. Chaabane does not however report on the eYciency

of the approach taken and the exercise is too recent, and the government too

authoritarian, to be conWdent of ongoing success. Chourouk (2003), in a rather

confusing paper, suggests that the Tunisian and other North African schemes are

facing Wnancial diYculties.

4.2.3 Non-contributory Schemes

Willmore (2001) describes the four countries he says have universal systems. Three

(Mauritius, Botswana, and Namibia) are in Africa and have been inXuenced by the

South African experience. He reports that the schemes are popular in New Zealand

and Mauritius where they have been established for some time, without being too

expensive (4 percent and 2 percent of GDP respectively). In spite of the adminis-

trative diYculties mentioned in section 3.1.1 above and acknowledged by Willmore,

universal pension schemes are probably the most cost-eVective way of getting

money to poor and rural areas.

Clark and Munnel / The Handbook of Pensions 41-Clark-chap41 Page Proof page 829 16.12.2005 6:41am

pensions in africa 829



4.3 Other Arrangements

4.3.1 Large Private Sector Employers

The employees of multinational companies are invariably covered by pension

funds as part of the companies’ worldwide human resources policies. These

funds do not always oVer the same protection to locals as to expatriates. In some

cases, there is discrimination in eligibility for membership; in others diVerent

practices on withdrawal.

In Anglophone countries with a less extensive Wrst pillar, particularly Kenya and

Zimbabwe, larger local companies also have corporate schemes. As in South Africa,

both employers and employees appear to have encouraged the move to DC

arrangements—in spite of investment restrictions on international investments.

Members have not however beneWted from all the legislation of the type mentioned

in Section 3.3 above.

Anecdotal evidence is that the mortality experience of group schemes does not

reXect the increases expected from AIDS deaths because local employees return to

their rural homes to die, and so do not claim their entitlements. The author’s

experience of South African funds makes this credible: large numbers of retirement

fund beneWciaries do not claim. Illiteracy plays a role, as does the cultural reluc-

tance of men to let their wives know of potential life cover beneWts.

4.3.2 Voluntary Arrangements

Van Ginneken (2003), from the ILO, suggests the development of voluntary special

schemes to give the self-employed access to pension beneWts. He envisages com-

munity-based non-proWt organizations, such as some of those involved in micro-

Wnancing, either oVering pensions or acting as agents for large formal institutions.

Burial and rotating credit societies provide other examples that clearly Xourish in

Africa. He suggests that they should be subsidized in order to remain attractive to

all members—because they are not actuarially fair.

There are a number of models that have historically provided this type of beneWt.

‘Industrial’ life insurance involves the weekly collection of premiums and pays out

lump sums. At its peak in the United Kingdom, more than half the households

contributed. It also had some success in South Africa. It has however been phased

out, largely because it is impossible to give decent value for money. The costs of

collection invariably make up more than 30 percent of the premiums.

Friendly societies provide an alternative, community-based, and therefore

cheaper, model that goes back to the European Middle Ages, and has proved itself

in a number of social and economic environments. The British version pays disability

beneWts predominantly, which—if there is no retirement age—is precisely what is

required for poorer communities where voluntary retirement is a luxury.
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Subsidies to voluntary schemes are likely to be abused, and are regressive in that

only the wealthier members of society are likely to be able to save. James (1999)

warns speciWcally against them. The Wrst step rather is to remove obstacles to the

formation of voluntary arrangements in the form of inappropriate regulations.

Subsequent work is to provide Wnancial and technical advice, and appropriate

consumer protections. The need for the latter may not always be evident. Informal

arrangements are eVectively beyond the reach of formal law and can be unreliable.

The detailed interviews with a number of burial society members, reported in

Thomson and Posel (2002), illustrate the great diYculty of building trust and

enforcing agreements in informal arrangements.

4.3.3 The Extended Family

Kaseke (1999) writes of the extended African family and its role in the provision of

Wnancial and social support to the aged and other needy members. The large

families that have characterized the rapid population growth of the last cen-

tury—and which thereby can be called ‘traditional’—do provide a level of Wnancial

security through the sharing of risk. Certainly, his view that many children provide

security in old age appears to be held widely. The sharing also appears to go beyond

the extended family to village communities.

Pensioners too old to work do receive support from their families, but Peil (1992)

shows that many do not seem to have contact with adult children. Somavia (2003)

reports that more than 40 percent of Africans over 64 are still obliged to work.

AIDS has greatly aggravated this problem, which is often made worse by the need

to care for orphaned grandchildren. If it can be aVorded, even a small old-age grant

seems desirable.

4.4 Investments

Nineteen African countries have local stock exchanges,10 although most are small.

Plans to rationalize some of them will not only improve liquidity and eYciency,

but will also provide potentially more diversity for retirement fund investments.

Real diversiWcation will require investment in economies removed geographically,

as both economic and political risks can be concentrated regionally. Except in

South Africa, the capitalization of these is too small to absorb more than a fraction

of funded pension liabilities.

Insulation from political risk would mean that the retirement funds themselves

would have to be outside the control of their national government. Anything less

would be of limited value, but it is not entirely clear whether governments can be

persuaded to lose control of such a large pool of assets.
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4.5 Governance

In suggesting reforms that will aid governance, Barbone and Sanchez (1999)

advocate simpliWcation of institutions, reducing the role of government, and

formalizing the management of the national schemes. This should go along with

a reduction in regressive subsidies in particular, and with increased competition.

SimpliWcation clearly contributes to eYciency, but illiteracy should not be con-

fused with the inability to cope with complexity.

Few would disagree on the need to address the accompanying and more

diYcult issue of corruption, which might well serve as a heading for this section.

Addressing corruption will be easier in simpler systems where accoun-

tability is easier to enforce and power is diVused from government to private

but accountable institutions. Diop (2003) lauds reforms in Senegal, which have

created a more autonomous management of the social security system, and appear

to oVer greater stability as well as improvements in service. The way in

which South African unions have both used pensions as an organizing force and

contributed to pension fund democracy provides an interesting model of power

diVusion

Given their resources and temptations, it is doubtful whether the public sector in

most Sub-Saharan countries has the capacity to administer even simple national

retirement funds. If it is accepted that the overwhelming majority of the population

in the informal sector would be better oV without compulsory schemes, then there

is a strong argument for their abolition. The energies of the state would be better

directed toward providing a low level of universal cover and the protection of

members in voluntary private sector arrangements. The South African experience

shows that these can cover a high proportion of the formal sector.

5 Conclusion

.........................................................................................................................................................................................

5.1 Research Questions

We know surprisingly little about the actual and potential eVects of pensions and

social security beneWts on the lives of people, especially those living in the Third

World. What are the costs of levying contributions on informal sector workers? Are

means tests more eVective than suggested here in targeting the poor and amelior-

ating their deprivation? How do families react to unexpected losses of income and

of pension beneWts? In order to answer these questions, I believe one has to have
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panel data as suggested in Asher (2001). Cross-sectional studies record the mem-

ories and impressions of those interviewed, which are often unreliable.

Research also has a role in exposing and addressing corrupt practices. Careful

analyses of institutional structures and the interests that they serve is a necessary

Wrst step to reform. Three South African examples can be provided. Wassenaar’s

(1989) book provided much of the impetus for the subsequent withdrawal

of the over-generous state beneWts. The recording and publicity given to adminis-

trative corruption over many years have clearly brought some measure of relief

to state pensioners. The success of the pensions fund adjudicator has depended

partly on adequate research, and on the development of the legal protections

available.

The role of retirement funds in the development of local capital markets also

requires some exploration. This relates to the management of the investments of

national schemes and to exchange controls and other pressures placed on private

funds to invest locally. Africa would not appear to provide many role models but

experience elsewhere may prove helpful.

5.2 Policy Lessons

Justice means, inter alia, defending the powerless against the powerful. In Africa,

the poor and powerless are to be found mainly in the informal sector. Pension

arrangements for them need careful consideration; a number of commentators

have come to the conclusion that a universal non-contributory pension is the

solution.

African civil services are particularly powerful, and need to be constrained.

Actuarial management of their own pension schemes may help to reduce their

ability to extract excessive beneWts from this source. Limiting their involvement in

national schemes and encouraging second pillar group arrangements may help

develop countervailing powers.

The interests of women also need consideration. Non-contributory schemes

provide more equitably for those who have not worked in the formal sector. Family

law reform is particularly necessary to protect married women whose husbands

consume more than a fair share of lump-sum beneWts.

Finally, it should be said that addressing these issues from outside the continent

is fraught with dangers. Injustices provoke indignation, and foreigners might do

best to support the indignant who have been wronged by providing the fruits of

research and technical if not material support. As the New International Version has

it: ‘speak up for those who cannot speak for themselves’. . . Particular examples

worth considering are the eVorts of the trade unions, the Pensions Fund Adjudi-

cator, and the private support for Court actions in South Africa.
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Notes

1. The statistics in this section are taken from the Nationmaster.com website.

2. The formula for the means tests are set out in the South African Government Gazette

18771 of 31 March 1998.

3. The asset test has not been phased in since changes published in the Government Gazette

22852 of 23 November 2001.

4. The author has some experience attempting to quantify earnings for tort claims. On

one occasion he was able to gather evidence that the in-kind income was ten times

higher than that initially claimed.

5. Personal communication from Peter Asher, board of The Association for the Aged,

Durban.

6. The All Media and Product Survey conducted by the South African Advertising

Research Foundation—private communication.

7. Section 7A of the Pension Funds Act (1956), in force since 15 December 1998.

8. Section 30D.

9. Some 162 are recorded in 2001 on the website: http://www.fsb.co.za/pfa/deter2001.htm

10. Found, October 2004, at http://allafrica.com/businesssol;
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