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1. Introduction 
 
1.1 Government is proposing the introduction of the National Social Security Fund 

(NSSF), a partially funded defined-benefit arrangement that will pay pension, risk, 
and unemployment benefits. This technical paper1  assesses whether the NSSF will 
achieve its aims of increasing social security coverage, improving workers’ 
retirement incomes, and sharing risk across the workforce. The paper also measures 
the NSSF’s economic impact through its effect on savings, poverty levels and the 
fiscus. Finally, it examines the sustainability of the NSSF. 

 
1.2 The framework developed in this paper shows South Africa as it is today in terms of 

population, labour force, and income distribution and then projects how it is likely to 
develop over the next 70 years based on the results of a dynamic micro-simulation 
model. Next, the paper examines the interaction between the NSSF and the broader 
economy over this timeframe.  

 
1.3 The purpose of this exercise is to assess whether the NSSF will achieve the goals that 

underlie the reform proposals, and whether these proposals will have a positive 
impact on the broader economy. The paper focuses on the coverage of the NSSF, the 
reduction in poverty associated with social security, and the redistributional impact. 

 
1.4 In terms of sustainability, the paper examines the components of the mandatory fund  

– the retirement and risk ‘accounts’ – and charts the income and expenditure of each. 
It also calculates a long-term ratio of assets to liabilities for the NSSF to assess whether 
this ratio will fall below the minimum 25 per cent funding threshold. 

 
1.5 The results indicate that the social security system proposed by the IDTT will achieve 

many of Government’s aims for such a system. It will substantially improve coverage 
of social insurance, especially for low-income earners, and it will lead to a reduction 
in poverty and an increase in retirement incomes. Moreover, the modelling shows the 
NSSF will be sustainable for the duration of the 70-year study. 

 
1.6 But these conclusions should be treated with caution because of the number of 

assumptions that underpin the model, and because the IDTT has not yet finalised 
some key proposals. The modelling team also needs to test its results under a number 
of different scenarios. 

 
1.7 This paper is divided into six sections. Section Two outlines the development of key 

macroeconomic variables that will provide the context for the social security system 
over the next 70 years. Section Three outlines the NSSF as per the IDTT’s current 
proposals. Section Four catalogues the impact of this reform in the context of certain 
social priorities such as poverty-alleviation and improvements to workers’ income in 
retirement. Section Five discusses the sustainability of the fund and Section Six 
concludes. 

 

1 Research report in support of the discussion paper, Comprehensive Social Security in South Africa, prepared by 

the Inter-Departmental Task Team on Social Security and Retirement Reform (IDTT). This report was compiled by 

Alexander Pick based on analysis and modelling undertaken by Professor Charles Simkins on behalf of the IDTT. 

The underlying data, demographic and economic projections, social security parameters and financial projections 

are set out in an Excel file titled: IDTT Long term base model May 2012. 
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2. The South African context 
 
2.1 Demographics and labour-market dynamics determine the sustainability of a social 

security system. In basic terms, a certain portion of the population must be working 
at a given time in order to support those who are unable to do so. This section 
provides an overview of South Africa’s long-term demographic trends and projects 
the evolution of the labour-market over the same timeframe. 

 
2.2 This section also looks at the social assistance system, which provides direct income 

support to the poorest members of the population. In 2012, over 30 per cent of the 
population is eligible for social grants and more than half of all households contain at 
least one recipient. The NSSF will build on rather than subsume social grants, which 
will continue to play the principal role in poverty alleviation.  

 
Population 
 
2.3 As Figures 2.1 and 2.2 indicate, South Africa’s population is expanding and ageing. 

Towards the end of the timeframe under consideration, the population over the age 
of 65 is much larger than at the start, while the number of people over the age of 45 
accounts for 35 per cent of the total population in 2065, versus 20 per cent in 2011. 
The population aged younger than 15, on the other hand, is set to shrink over time. 

 
2.4 An important measure for a social security system is the dependency ratio. This is 

calculated by dividing the number of people who are too young or too old to work by 
the working age population that’s providing for them. For example, a dependency 
ratio of 0.5 means that two workers support every individual who is not of working 
age. Figure 2.3 shows two projected dependency ratios for South Africa. The first is 
calculated using the working-age population as a divisor; the second shows the 
number of people who are too young or too old to work divided by the employed 
population. The high rate of unemployment places a considerable burden on those 
who do work. 

 
Figure 2.1 – South African population breakdown over time 
 

Population by labour force status Population over 45 

  
Source: ASSA 2008 population model 
 
 
Figure 2.2 – South African population pyramids 
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2012 2065 

  
 
2.5 In the first case, the dependency ratio will be between 0.5 and 0.6 over the long term, 

which is relatively low by international standards. However, the second dependency 
ratio will be steady at above one for much of this timeframe, which is high by 
comparison with other countries. 

 
2.6 As a result of the country’s high disease burden, a relatively high proportion of 

workers will not reach retirement age. Figure 2.3 shows how the annual number of 
deaths prior to retirement age will increase sharply over the next two decades before 
stabilising. The proposed NSSF will provide a replacement income to the dependants 
of deceased workers. 

 
2.7 The new fund will also pay an income-related benefit to workers who become 

disabled. The rate of disability among the South African population is relatively high 
compared with other middle-income countries, again largely due to the disease 
burden. The benefits paid by the NSSF to the survivors of members who do not live to 
retirement or to members who become disabled are known as risk benefits.  

 
Figure 2.3 – Evolution of two dependency ratios over time 
 

Dependency ratio - 
Working-age population 

Dependency ratio - 
Employed population  

 
Source: ASSA 2008 population model 
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Table 2.1 – Projected life expectancy in South Africa 
 

 2012 2025 2040 2060 2080 

Male      
At    birth 55.4 57.3 59.6 61.3 62.6 
At age 20 39.6 40.9 42.4 43.7 44.7 
At age 65 11.9 11.9 12.6 12.9 13.2 

Female      
At    birth 61.9 62.0 64.9 66.8 68.0 
At age 20 45.9 45.4 47.5 48.9 49.9 
At age 65 15.8 16.1 16.9 17.5 18.0 

Source: ASSA 2008 population model 

 
2.8 Predicting the cost of risk benefits is difficult because of uncertainty surrounding 

HIV/AIDS. The latest survey by the Actuarial Society of South Africa (ASSA) showed 
that the prevalence of HIV/AIDS has fallen slightly in recent years, with 5.5 million 
sufferers in 2010 versus 5.8 million in 2003. There has also been a substantial decrease 
in the number of people who die as a result of the condition each year (from 257 000 
in 2005 to 194 000 in 2010) as a result of the Government’s antiretroviral programme, 
which has expanded rapidly. 

 
2.9 This uncertainty makes it difficult to predict how life expectancy will change over time. 

Costs associated with unforeseen improvements in longevity are the greatest 
problem facing many social security systems around the world. Table 2.1, which is 
based on ASSA’s latest demographic projections, shows only a gradual and relatively 
minor improvement in life expectancy. 

 
Employment 

2.10 South Africa’s labour market is characterised by high levels of unemployment and low 
levels of participation. In the first quarter of 2012, total employment (including the 
informal sector) stood at 13.4 million out of a working-age population of 32.8 million. 
This implies a participation rate of 41 per cent, far below the emerging-market 
average of 56 per cent. Figure 2.6 shows the composition of the workforce in 2010; 
the size of the informal sector is small given the lack of formal employment. 

 
Figure 2.4 – Deaths prior to retirement 
 

 
Source: IDTT modelling 

Figure 2.5 – Long-term projections for broad and narrow unemployment 
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Source: IDTT modelling 

 
2.11 South Africa uses two categories of unemployment: a narrow and broad measure. By 

the narrow definition, which includes only individuals actively looking for any kind of 
work, unemployment was at 25 per cent in the second quarter of 2012. By the broad 
measure, which includes discouraged work-seekers, unemployment stood at 38 per 
cent over the same period. The problem is especially severe for young workers and 
low-skilled workers, who comprise the bulk of unemployed. 

 
2.12 A high rate of unemployment has major implications for social security systems. In 

the South African context it means that a typical worker has a fragmented career 
during which they will not always be contributing to the NSSF but might be receiving 
unemployment benefits. As a result, there will be a large discrepancy between the 
number of people contributing to the NSSF at any given moment and the number of 
people who are entitled to benefits by dint of having contributed in the past. 

 
2.13 Irregular contributions also have implications for the adequacy of the retirement 

benefit provided by the NSSF, which will be calculated with reference to a worker’s 
length of contributions. Workers who do not contribute for a full career – at least 30 
years – will be more reliant on the non-contributory old age grant. 

 
2.14 As the economy grows over time, the number of jobs will increase. The model used in 

this paper assumes constant real GDP growth of three per cent and an elasticity of 
employment with respect to economic growth of 0.43, meaning that for every 
percentage point of real GDP growth, employment will increase by 0.43 per cent. This 
is consistent with South Africa’s experiences in the past. However, as Figure 2.5 
indicates, unemployment is expected to remain stubbornly high over the long term 
as new entrants to the labour market offset the positive impact of economic growth 
in creating new jobs. 

 
2.15 The employment projections assume the NSSF won’t affect the structure of the labour 

market. This assumption won’t hold true if the introduction of mandatory 
contributions to the NSSF disrupts either the supply of or demand for formal labour. 
Provision of a contribution subsidy for low-income workers is intended to mitigate 
adverse consequences resulting from the introduction of mandatory contributions. 

 
 
 
Figure 2.6 – The labour market and wages 
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Composition of the employed 
population by sector 

Distribution of male and female 
monthly wages in the private sector,  

 
Source: StatsSA, QLFS, 3rd quarter, 2010 

 
 

 

 
Wages 
 
2.16 Social security reform requires an accurate understanding not only of the size of the 

labour force but also of wage dynamics. Social security systems are financed by 
workers, who pay taxes and make social security contributions according to a fixed 
proportion of their income and who receive benefits that are linked to their income 
when they were working. The financial flows in and out of the NSSF will therefore be 
determined by the wages that are covered by the fund; a long-term costing of social 
security reform will not be possible without an understanding of these flows.  

 
2.17 An understanding of the wage distribution is important because social security 

arrangements are often targeted at a specific group. Contributions to the NSSF would 
have a floor and a ceiling that are linked to wages in the economy. People earning 
below this floor will not be obliged to contribute to the NSSF; those earning above the 
ceiling will only make contributions to the NSSF based on their salary up to that level. 

 
2.18 The adequacy of social security benefits is often assessed with reference to the 

median income – the wage at which exactly half the workforce is earning less and half, 
more. The right-hand panel of Figure 2.6 shows the income distribution by percentile 
across South Africa’s private-sector workforce in 2010, by men (red line) and women 
(green line) respectively. 

 
2.19 In 2010, the median income in the private sector was R33 835 while the median 

income in the public sector was R84 000. The mean incomes, which are skewed by 
the wages of the very top earners, were far higher, at R106 480 and R121 307 in the 
private and public sectors respectively. It is noteworthy that the tax threshold in 2010 
was R57 000. By these numbers, almost 70 per cent of private-sector workers earned 
below the tax threshold in that year. However, there are concerns that wages are 
underreported in the survey. 

 
 
 
Migration 
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2.20 Another area of uncertainty for long-term modelling is migration. Long-term 
population projections will be undermined by either a large emigration of South 
Africans or immigration by nationals of other countries. The model assumes a 
constant net inflow of migrants and attributes the immigrant workers with the same 
labour-market prospects and household profile as South Africans of the same age. 

 
Social assistance 
 
2.21 This study assumes that the social grants that exist today will remain in place over the 

next 70 years. It should be noted that the grants system has undergone significant 
changes in recent years, such as the extension of the child support grant to a child’s 
18th birthday and the equalisation of eligibility for the old age grant at age 60 for men 
and women; the system is likely to continue to evolve in response to the needs of the 
time as South Africa’s demographics and health profile change. 

 
Table 2.2 – Medium-term expenditure on social assistance 
 

 2008/09 2009/10 2010/11 2011/12 2012/13 2013/14 2014/15 

R million  Actual  
Revised 
estimate 

Projected 

Grants 70 715 79 260 87 493 96 703 104 888 113 207 121 982 

Administration 4 700 5 254 5 768 6 238 6 309 6 645 6 994 

Total 75 415 84 514 93 261 102 941 111 197 119 851 128 977 

GDP (R billion) 2 304 2 440 2 758 2 997 3 301 3 622 3 997 

Total - % of 
GDP 

3.3% 3.5 3.4 3.4 3.4 3.3 3.2 

Source: 2012 Budget Review, National Treasury 

 
2.22 Table 2.2 shows the medium-term budget projections for social assistance 

expenditure while the left-hand panel of Figure 2.7 shows expenditure on the four 
largest grants as a percentage of GDP. 

 
2.23 Table 2.3 shows the number of grant recipients. The number of people eligible for a 

grant exceeded 15 million in 2011. In the long-term, expenditure on the old age grant 
as a proportion of GDP can be shown to fall as the number of recipients increases 
slower than the economy grows. However, this reduction can be offset by increasing 
grants in line with a wage or standard of living index rather than a price index, as 
shown in the right-hand panel of Figure 2.7. Presently, increases in the value of grants 
are made on a discretionary basis to keep pace with prices. 

 
Table 2.3 – Social grant beneficiary numbers by type of grant 
 

Type of grant/ 
Recipients (‘000) 

2007/08 2008/09 2009/10 2010/11 2011/12 
2012/13 

Projected 

Old age 2 219 2 344 2 490 2 647 2 729 2 773 

War veterans 2 2 1 1 1 1 

Disability 1 413 1 372 1 299 1 233 1 265 1 192 

Foster care 443 476 489 554 613 671 

Care dependency 102 107 119 121 128 131 

Child support 8 196 8 765 9 381 10 336 10 977 11 301 

Total 12 375 13 066 13 779 14 892 15 713 16 069 

Source: 2012 Budget Review, National Treasury 

Figure 2.7 – Expenditure on the major grants as a percentage of GDP 
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Expenditure on the major grants as a 
percentage of GDP 

Cost of old age grant as a percentage 
of GDP for different real escalation 

rates 

  
 
2.24 The model measures the impact of grants on individuals rather than households. 

Grants are often distributed within households: such assistance provides income not 
only to the recipient but also to their dependants. These caveats notwithstanding, the 
long-term modelling of the grants within an overall system of social security produces 
important results. 

 
Poverty 

2.25 The model assesses the population aged 15 and older according to two poverty lines, 
in keeping with the approach adopted by the Presidency. A low poverty line is 
identified at R390 per month2 while a high line is stipulated at R600 per month. As 
shown by Figure 2.8, the percentage of the population classified as poor at both levels 
declines only slowly over time, due largely to the increase in employment. 

 
Figure 2.8 – Poverty as measured by Presidency’s two poverty lines 

 
Source: IDTT modelling 

 
2 Except where stated, all figures in this paper are in 2011 Rand. 
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3. The design of the NSSF 
 
3.1 This section explains the NSSF based on the proposals of the IDTT. Work to assess 

the maximum level of benefits payable is ongoing; the benefits identified below are 
the base proposals that are used in the graphs and tables that occur in later sections. 

 
Contributions 
 
3.2 The model is based on a payroll contribution worth 12 per cent of a worker’s income 

up to a ceiling aligned to that of the UIF (presently R149 736 per year). This 
contribution is likely to be divided between employers and employees. Only workers 
earning above R13 000 will be obliged to contribute, but those earning below this 
amount will be allowed to do so. A worker earning R13 001 will pay a 12 per cent 
contribution on her total income, rather than on the first Rand above the floor. 

 
3.3 The retirement and risk contributions are worth a nominal six per cent and four per 

cent of salary respectively and will be pooled in the same fund, so that money in the 
retirement ‘account’ can be used to supplement the risk ‘account’. This pooled fund 
will be partially funded, meaning that its long-term liabilities will exceed the assets it 
has accumulated at a given point in time. The unemployment component, based on a 
two per cent contribution as at present, is ring-fenced and will be run on a fully funded 
basis, consistent with existing financing arrangements. 

 
3.4 There is a contribution subsidy in the model. This is designed to incentivise 

participation among low earners and mitigate adverse consequences for the supply 
or demand of formal labour related to the introduction of mandatory contributions.  
The subsidy will be funded by the fiscus and is an important redistributive component 
of the NSSF. 

 
The tiers of the NSSF 
 
3.5 Tier One is the population earning less than R13 000 per year. It is impractical to 

mandate participation in the NSSF at this income level or below, so membership will 
be optional. The needs of these individuals are largely met by the social grants system. 

 
3.6 Tier Two - the NSSF - is the core of the mandatory system. It is a partially funded 

defined-benefit fund with a minimum 25 per cent reserve of assets to liabilities. 
Workers will contribute on income up to R150 000 per year. 

 
3.7 Workers earning below the tax threshold will combine their NSSF benefits for old age 

or disability with the grants provided by the social assistance system. They will also 
be encouraged to make supplementary contributions to occupational schemes. 
Workers earning above the tax threshold will be expected to contribute to 
supplementary pension and insurance arrangements. 
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Figure 3.1 – The tiers according to income level and social priority 
 

 
 
 
3.8 Supplementary retirement savings – made in addition to NSSF contributions by those 

earning R13 000 or higher – fall under Tier Three. Tier Three is a quasi-mandatory 
space: government will not oblige workers to save but they will be encouraged to do 
so by a system of automatic enrolment whereby employers are obliged to enrol 
employees either in an occupational fund or in a default supplementary pension fund. 
Supplementary savings in Tier Three will be tax-incentivized and there will be 
mandatory preservation. 

 
3.9 The rationale for favourable tax treatment falls away at higher income levels. Tier 

Three will therefore be capped at contributions of R250 000 per year. Tier Four covers 
voluntary savings for those contributing above R250 000 per year. It is not tax-
incentivised. Figure 3.1 shows the interaction of the different tiers. 

 
Retirement benefits 
 
3.10 At retirement, the NSSF will provide a pension payable until death. The size of the 

pension will be determined by a member’s average salary over the course of their 
career, the number of years that they contributed to the system, and an accrual rate. 

 
3.11 As modeled here, the NSSF pays a 0.6 per cent accrual for every year of contribution. 

The first pensions are paid ten years after the NSSF is introduced since it will not be 
worth workers contributing to the pension arrangement if they are close to 
retirement when the system is introduced. 
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Survivor benefit 
 
3.12 The size of the survivor benefit will depend on: 
 

▪ The contributor’s salary at the time of death (rather than their career-average 
earnings); 
 

▪ Whether the contributor was a parent/caregiver;  
 

▪ The number of children for whom they were responsible; and  
 

▪ Whether the caregiver had a spouse. 
 

3.13 For a prescribed period after a contributor’s death, their spouse will receive an annual 
income stream equating to at least 25 per cent of the contributor’s salary while each 
dependant child will receive an annual income stream worth 13 per cent or more of 
the contributor’s salary until they complete formal education. 

 
3.14 It has yet to be decided what will happen to a worker’s NSSF accumulations if they do 

not have any dependants. 
 
Disability benefit 
 
3.15 A member of the NSSF who becomes fully disabled will receive a benefit worth at least 

25 per cent of their salary at the time that they suffered the disability, regardless of 
their household structure. Workers who suffer a partial impairment are likely to 
receive a lower benefit that is calculated in proportion to their ability to work. 

 
3.16 If the disabled worker dies before retirement, their dependants will receive survivor 

benefits calculated according to the formula above. If the disabled worker reaches 
retirement, they will receive a pension that treats the years receiving the benefit as 
years of service. It is possible that the retirement income from the NSSF will be 
significantly lower than the disability benefit, as only the former is linked to years of 
contribution. 

 
3.17 A disabled worker who earns at or below the tax threshold will also be entitled to the 

disability grant, which will increase the income replacement ratio. Those earning 
above the tax threshold will need to contribute to additional insurance mechanisms 
in the same way as they contribute to supplementary savings arrangements for 
retirement. 

 
3.18 As happens in private sector insurance arrangements, it is possible that workers will 

have to contribute for a certain amount of time to the NSSF before they are eligible 
for disability benefits. This mechanism helps to counter fraudulent claims. 

  



Page | 14  

 

4. The impact of the NSSF 
 
4.1 This section assesses the impact of the proposed NSSF. In a long-term model, these 

effects are not easy to distinguish from other factors. In terms of income 
distribution, for example, an increase in employment over time will have a much 
greater effect than the NSSF, even though the new system is redistributive. 

 
4.2 Figure 4.1 shows the proportion of the adult population in the four tiers envisaged by 

the system according to their income from all sources (not just wages). By 2030 there 
is a shift from Tier One (where people are largely Government’s responsibility via the 
grants system) to Tier Two, where they are insuring themselves via the NSSF. This 
trend continues over time, so by 2070 Tier Two is shrinking as more workers move 
into Tier Three (those earning over a R150 000 ceiling). 

 
Figure 4.1 – Changes to income distribution – Percentage of adult population across tiers 
 

2012 2030 

  
2050 2070 

  
 
Coverage 
 
4.3 The left-hand chart of Figure 4.2 shows the NSSF achieving high levels of coverage in 

the adult population, with members of the workforce joining at a rapid pace after the 
system’s introduction. In this model workers are enrolled in the NSSF as soon as they 
take up formal employment, and are counted as members for life, even if they stop 
contributing at points. 

 
4.4 The right-hand chart of Figure 4.2 tells a different story. Although the membership 

rate grows quickly and eventually reaches 80 per cent of the adult population 
(including retirees), the number of contributors is always much smaller, never rising 
above 40 per cent of the workforce. This low contribution base relative to the size of 
the membership at a given point in time reflects the fragmented career of the 
majority of workers and shows how the system’s sustainability relies on a relatively 
small number of contributors. 
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Figure 4.2 – Membership and contributors 
 

Membership as percentage of 
adult population (including retirees) 

Contributors as percentage of working 
age population 

   

 
Income in retirement 
 
4.5 According to the International Labour Organization, social security systems should 

seek to provide retired workers who have worked a full career with an income in 
retirement worth a minimum of 40 per cent of their working income. In this context, 
‘income’ is defined as a worker’s average salary over the course of their career. 

 
4.6 The proposed social security reforms are designed to attain this benchmark 

replacement rate for retired workers who have worked a full career through a 
combination of the NSSF pension, the old age grant, and supplementary retirement 
savings, in a proportion determined by the worker’s level of income. Combining the 
old age grant and the NSSF pension to achieve a certain replacement ratio requires 
that the grant be increased in line with wages, since a worker’s career-average 
earnings will be valorised at retirement based on a wage index. If the grant increases 
with prices, its value relative to the earnings of present workers will fall over time. 

 
4.7 Assuming an accrual rate of 0.6 per cent and a career of 40 years, a worker earning 

below the NSSF ceiling will receive a guaranteed replacement ratio worth 24 per cent 
of their career-average earnings from the NSSF.  At its present level, the old age grant 
provides a replacement rate of 23 per cent at the tax threshold, so a worker whose 
career earnings averaged this amount will receive a combined replacement rate of 47 
per cent (relative to gross earnings). At higher income levels, workers will need to 
make supplementary savings to achieve the 40 per cent benchmark. 

 
4.8 Figure 4.3 shows how the composition of members’ retirement income changes 

according to their income level against a target replacement rate of 40 per cent. For 
illustrative purposes, the old age grant is shown as being available to everyone. Above 
the NSSF ceiling, the need for supplementary savings increases as the NSSF pension 
decreases in value relative to career-average earnings. 

 
4.9 These charts show the impact of a longer contribution history in a defined-benefit 

system: members who worked for 40 years rather than 30 years achieve a higher 
replacement rate from the NSSF. 
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Figure 4.3 – Achieving a minimum 40 per cent replacement income in retirement 
 

Retirement income – 30 year career Retirement income – 40 year career 

  
 
Poverty 
 
4.10 Linked directly to the aim of enhancing coverage of social insurance mechanisms is 

another goal of the social security system: to combat poverty. Figure 4.4 shows the 
potential for social security to reduce poverty, as measured by the high poverty line 
(an income of R600 per month). The left-hand panel shows the important role that 
social grants play in reducing poverty, immediately lowering the rate from 60 per cent 
to 50 per cent. This effect will increase over time as the population ages and more 
people become eligible for the old age grant. 

 
4.11 The right-hand panel then shows the poverty reduction associated with the NSSF after 

the grants have taken effect. At one point, the NSSF is lifting close to two million 
people each year above the poverty line, though it should be noted that some of these 
people already have access to occupational or private arrangements that contribute 
to poverty alleviation in the absence of the NSSF. The model also identifies the 
redistributive impact of social security by showing changes to the income gap each 
year. Ten years after the system is introduced, it is shown to reduce the income gap 
to the higher poverty line by R5 billion each year, albeit versus R32.7 billion for the 
grants system. 

 
Figure 4.4 – Reduction in poverty by social grants and the NSSF (high poverty line) 
 

Impact of grants on high poverty line Impact of NSSF on poverty after grants 
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Figure 4.5 – Implicit contribution rates 
 

 
 
Redistribution 
 
4.12 The design of the NSSF facilitates redistribution from the fortunate to the less 

fortunate in line with the principle of social solidarity. It does so through the risk 
benefits. There is no link between a member’s length of contributions and their 
eligibility for disability or survivor benefits; it is therefore possible for a member to 
receive benefits far in excess of their contributions. The balance is met by the pooled 
fund, which comprises both pension and risk contributions, meaning that risk benefits 
can also draw on retirement contributions.   

 
4.13 Figure 4.5 shows the implicit contribution rates of the pooled fund, calculated 

according to the quantum of the respective benefit payments. The implicit 
contribution rate indicates the redistribution between the pension and risk 
components. In contrast to the nominal six per cent – four per cent contributions to 
retirement and risk, expenditure on risk benefits represents the largest outlay until 
the end of the period under consideration, even after workers will have been able to 
contribute to the NSSF for a full career. 

 
The fiscal impact - how much will the reforms cost? 
 
4.14 The NSSF is designed to be self-funding. Benefit payments and administrative costs 

will be financed by workers’ contributions.   
 
4.15 Nonetheless, the proposed social security reforms will impose five direct costs on the 

fiscus: 
 

▪ A reduction in income tax due to the tax deductibility of contributions to the 
NSSF. Although pensions and other benefits will be taxable, it is often at a 
lower rate.  
 

▪ A reduction in value added tax (VAT) revenue caused by a drop-off in 
consumption associated with the introduction of mandatory contributions. 
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▪ The cost of the contribution subsidy, which will be funded by the fiscus and 
is thus another way in which the system is progressive and redistributive. 
 

▪ The cost of raising or eliminating the means test for social assistance.  
 

▪ The cost of the institutional reforms associated with a consolidated social 
security system. 

 
4.16 The impact on revenues from income tax and VAT requires is not likely to be 

significant, especially if the NSSF is implemented gradually. There might be an 
offsetting effect between the two taxes: the fall in income tax is likely to be offset by 
an increase in consumption associated with the large pay-outs of risk benefits during 
the system’s early years.  

 
4.17 It is not possible to cost the contribution subsidy or the changes to the means tests 

for social assistance, since the proposals have yet to be finalised. However, these costs 
could be significant, and need to be weighed against the needs of the lowest-income 
people who are intended to be the principal beneficiaries of social assistance and who 
might not earn enough to benefit from the NSSF. The institutional reforms are not 
expected to impose significant costs over the long term. 

 
4.18 Another impact of the NSSF that policymakers need to take into consideration is the 

fiscal constraint imposed by social security contributions, especially given that a 
payroll tax to fund National Health Insurance is also likely. This effect will become 
more severe if contributions are increased over time. 

 
Savings 
 
4.19 International experience shows that social security systems have an ambiguous effect 

on savings, with households often modifying their behaviour in response to changes 
in public arrangements. However, it is possible that an increase in national savings is 
possible during the early years of the system when the NSSF is not paying pensions. 
The effect will not be very great, though it might be reinforced by the proposed 
mandatory preservation of supplementary retirement savings. After this initial phase, 
any positive impact on savings might be offset by the large pay-outs of risk benefits; 
a net dissaving is possible over this period. 

 
4.20 It is possible that a higher level of saving associated with the introduction of the NSSF 

and mandatory preservation of retirement savings will lead to higher investment, 
which will in turn drive stronger economic growth. This impact is the subject of 
separate modelling work. Opting for a partially funded system will reduce the impact 
on savings and investment. 
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5. The sustainability of the NSSF 
 
5.1 This section assesses whether the NSSF will be sustainable by comparing revenues 

to the NSSF with the expenditure on different benefits over the 70-year timeframe. 
It then compares the assets of the NSSF against its liabilities in a given year with 
reference to the minimum 25 per cent ratio of assets to liabilities that represents 
the system’s financing constraint.  

 
5.2 It is important to note that these results are based on an instant transition to the 

NSSF, whereby all formal-sector workers – from the public and private sector – join 
the fund immediately upon its establishment. A gradual transition is far more likely, 
and it is not clear how existing public-sector arrangements will adapt to the NSSF. 
Alternative transition strategies have yet to be outlined by the IDTT and will have 
significant implications on benefit levels and long-term financing. Testing different 
scenarios is an important next-step in the modelling process. 

 
5.3 The charts in this section reflect the benefit levels outlined in Section 3. The 

unemployment insurance account is excluded from this assessment since 
contributions will not be pooled with the pension and risk contributions. 

 
Contributions 
 
5.4 Annual contributions by workers to the NSSF are relatively constant over time, at 

between 2.5 and 3 per cent of GDP. This implies that contributions will increase at the 
same pace that the economy grows due to increases in the employed population and 
in wages.  

 
The retirement fund 
 
5.5 Figure 5.1 shows pension payments made by the NSSF. After the initial 10-year period 

when no payments are made (because only people aged under 55 will join the NSSF 
when it is introduced), expenditure rises rapidly for the next 30 years, reaching almost 
1.4 per cent of GDP. 

 
5.6 In 2052, the first workers to have contributed to the NSSF for the duration of a full 40-

year career will retire, at which point expenditure levels off as a percentage of GDP as 
growth in pensions expenditure keeps pace with the rate of economic growth. At this 
stage, a system is said to have reached steady state. 

 
Figure 5.1 – The NSSF pension account 
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Figure 5.2 – Old age grant & NSSF pension as a percentage of GDP 
 

 
 
5.7 Figure 5.2 compares the annual pension payouts from the NSSF with the old age 

grant. The relative importance of the old age grant diminishes over time. If longevity 
has been underestimated, the NSSF’s pensions outlay and grant expenditure might be 
significantly larger; both costs will be borne by future tax payers. 

 
Risk benefits 
 
5.8 Figure 5.3 shows the two categories of risk benefit expenditure: surivor and disability 

benefits. There will be high demand for risk benefits for the duration of the 
timeframe, due primarily to South Africa’s disease burden. Where the nominal four 
per cent contributions are insufficient to meet this expenditure, the shortfall will be 
covered by transfers from the retirement account. 

 
Figure 5.3 – Disability and survivor benefits 
 

Survivor payments Disability payments 

  
 
 Combined cashflow 
 
5.9 Figure 5.4 shows the cashflow in the NSSF, based on contributions and expenditure in 

each  year. The cashflow is expected to turn negative in 2045, at a point when 
expenditure on risk benefits is peaking as a percentage of GDP and pensions payments 
are still rising. 

 
5.10 A negative cashflow does not mean that the NSSF is insolvent. Assets and the interest 

thereupon accrued during the early phase of the system are used to make up the 
difference between benefits and contributions. As demand for risk benefits falls and 
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pensions expenditure levels off, the cashflow is expected to turn positive towards the 
end of the timeframe under examination. 

 
Figure 5.4 – Combined cashflow in the NSSF 
 

 
 
Assets and liabilities 
 
5.11 The assets of the NSSF are the contributions in a given year, and the interest gained 

on these contributions when they exceed the benefits paid out. The liabilities 
represent the present value of the NSSF’s future liabilities at any point in time. 

 
5.12 Comparing the NSSF’s assets with its liabilities is a key measure of sustainability. 

Benefit levels will be fixed at a level that should prevent the ratio of assets to liabilities 
falling below 25 per cent but might have to be changed if they risk breaching this 
threshold. Figure 5.5 shows the ratio of assets to liabilities falling over time before 
stabilising at around 30 per cent. 

 
5.13 The initial accumulation of pension assets creates this reserve shown in Figure 5.5; 

the risk benefit account operates on an unfunded basis as a short-term insurance 
arrangement. The ratio of assets to liabilities falls over time as the nominal retirement 
contributions are used to fund the risk benefits and pension payments increase. 

 
Figure 5.5 – Assets versus liabilities across the NSSF 
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5.14 The danger is that an adverse shock might send the ratio of assets to liabilities below 
the target level, thereby jeopardising the NSSF’s ability to meet its commitments. This 
shock could be economic (a severe or prolonged recession, for example) or 
demographic (a higher disease burden than expected, or members enjoying longer 
life expectancy in retirement than forecast).  

 
5.15 Such shocks will require changes to the parameters that underpin the NSSF. 

Parameters that could be changed to rebalance the system include the contribution 
rate, benefit levels and the retirement age. It is preferable that these changes are 
made automatically, without having to undergo a political process. The longer it takes 
to make the required changes, the more the system violates the principle of inter-
generational fairness; present workers will have to contribute more to the NSSF to 
finance the benefits enjoyed by their predecessors. 

 
5.16 The modelling presented in this section represents a theoretical baseline set of 

benefits. Further work is required to test how the baseline run responds to different 
transition strategies, different benefit levels, changes in the assumptions that 
underlie the model or the shocks noted above. This process is known as scenario 
testing, and is a crucial next step in the modelling. 

 
Dependency rate 
 
5.17 Table 5.6, which shows the dependency ratio of the NSSF, underscores the 

importance of providing an affordable set of benefits. This ratio reflects the number 
of people who are contributing at a given moment in time and the number of 
beneficiaries. As the system matures, the dependency ratio for all beneficiaries rises 
above one, meaning that for every contributor to the NSSF, there is someone 
receiving benefits from it.  

 
5.18 Importantly, this chart does not reflect the number of people who are eligible for 

benefits but are not receiving them; such a ratio would be far higher, reflecting the 
importance of accurately predicting future claims on retirement, disability and 
survivor benefits. It also indicates the vulnerability of the NSSF to an adverse shock – 
a reduction in contributors because of, for example, a sharp rise in unemployment, 
will mean that there are many more people benefiting from the system than are 
contributing. The same would apply if people live longer in retirement than is 
projected at this stage. 

 
Figure 5.6 – Dependency ratio in the NSSF 
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6. Conclusion 
 
6.1 This paper models the impact of the NSSF across a 70-year timeframe. It shows that 

the new fund is sustainable under certain assumptions and that it achieves a 

number of its primary aims, such as significantly increasing coverage of social 

insurance, helping workers receive an adequate income in retirement, and 

alleviating poverty. It is also redistributive from high- to low-income workers 

through the contribution subsidy and the risk benefits. 

6.2 The NSSF is shown to be sustainable under a scenario of constant three per cent 

growth according to a theoretical set of benefits. Although the risk benefit ‘account’ 

runs at a deficit, the ratio of assets to liabilities within fund as a whole remains above 

its minimum reserve level due to transfers from the retirement ‘account’. This effect, 

underlined by the implicit contribution rates shown in Section Four, redistributes 

resources from higher- to lower-income earners because low-income earners tend to 

have greater need for risk benefits. 

6.3 The paper outlines the major costs associated with the NSSF, both in terms of the 

additional expenditure associated with the system (the contribution subsidy, 

expansion of social assistance and the institutional costs) and foregone revenue (via 

income tax deductions and lower VAT receipts associated with mandatory savings). 

Separate modelling work is needed to cost these impacts and to assess the economic 

benefits related to a higher savings rate, such as stronger GDP growth. 

6.4 It is possible that some of the proposals outlined in this paper will change before the 

NSSF is introduced. Key questions that require further research are the size of the 

accrual rate, the design of the risk benefits, the design of the contribution subsidy and 

the transitional arrangements associated with the introduction of NSSF.  

6.5 The model and the analytical techniques identified in this paper represent a 

framework by which policy options proposed by the IDTT can be assessed. This 

framework also shows how these proposals interact. For instance, a higher accrual 

rate will push up replacement ratios in retirement but reduce the amount of money 

available for transfer into the risk benefit account. 

6.6 This modelling work will only be complete when the design of the NSSF is finalised, 

and when these proposals have been subjected to rigorous sensitivity tests whereby 

the different assumptions that underpin the modelling are changed, different benefit 

levels are tested, and the model is subjected to shocks. 

6.7 Such work is essential to ensure that a sustainable system is established. This paper 

does not show the impact of proposing an unsustainable level of benefits, or not 

changing benefit levels in time when they are shown to be unsustainable. However, 

these costs can be extremely high and can have a disastrous effect on the incomes of 

future workers, the fiscal flexibility of future governments, and the prospects for the 

economy as a whole. 
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