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Introduction

A Critical Inflection Point

The Landscape Today Historical Role Broader Potential

DC funds dominate South African Actuaries traditionally focused on Investment consulting / ALM, risk
retirement provision, yet adequate Pension Funds Act compliance and management, benefit design,
retirement outcomes remain valuation certificates—a narrow governance, holistic financial
elusive for most members scope wellness expertise

The profession must evolve beyond compliance to become architects
of retirement adequacy.
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The shift from DB to DC
The Great Risk Transfer: Enablers but...

| did some financial planning and it
looks like | can retire at 97 and live

Defined Benefit Era Defined Contribution Reality comfortably for eleven minutes
e Promised certainty to members  Flexibility and "ownership” promised g4

 Employers carried longevity risk e Allrisks transferred to members

* Investment risk managed collectively * Individual investment responsibility

e Surplus smoothing protected benefits * Market volatility fully exposed

In South Africaq, this shift was framed as empowerment but

delivered risk transfer without adequate member support systems.
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Challenges in DC funds

Portability Promise -
Unintended Leakages
Marketed as freedom,
the portability promise
often led to devastating
cash-outs and
significant benefit
leakages when
members changed jobs,
depleting their
refirement savings
prematurely.

Risk Tra nfer
Disguised -
Hidden Burdens

Employers quietly
offloaded critical
longevity, investment,
and inflation risks onto
unsuspecting members,
who often bore the full
brunt of market volatility
and lifespan uncertainty.

/

.

Ownership lllusion -
Lack of Guidance

For many financially
illiterate members, the
concept of "ownership"
became a dangerous
exposure, as they lacked
the adequate guidance
and support needed to
navigate complex
investment decisions.

Annvuity Confusion -
Mismatched Needs

Complex products like
with-profit and living
annuities were poorly

understood by members,
often leading to choices
that were mismatched to
their actual retirement
needs and goals.
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Challenges in DC funds

Misaligned Default Solutions

Default investment strategies,
such as lifestage or smoothed
balanced options, are often
applied. This 'one-size-fits-all’
approach fails to account for
members' diverse needs and
varying levels of financial
understanding, leading to
suboptimal retirement strategies.
Based on “average” member
experience, but members do not

Kresemble the average member?/

Disconnected
communication focus

Communication often prioritises
fund credit values and investment

liability targets. This narrow focus
frequently results in inadequate

only becoming apparent at
too late. We overestimate

understanding — do people
K understand %'s?

performance, completely excluding

retirement funding, with the shortfall

retirement when corrective action is

/

il
g™ —

Discrepancy in salary
definitions

-

The inconsistency between actual

salary and a typically lower

'‘oensionable salary' creates a false
sense of security for members. This
discrepancy can lead individuals to
overestimate their tfrue savings levels

and future retirement provisions,

masking the actual inadequacy of

their funding.
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Challenges in DC funds

While Defined Contribution (DC) funds were promoted as empowering members with flexibiliiy and conirol,
the reality often delivered a Slg nificant transfer of risk without the necessary support or understanding.

The Promise: Autonomy & The Readlity: Undue Complexity & The Outcome: Inadequate
Flexibility Risk Retirement & wrong decisions
Members were told they had full control The burden of investment choice, Without robust support systems, this shift
over their investments and retirement longevity risk, and market volatility was inadvertently led to sub-optimal outcomes
planning. shifted entirely onto individuals, most and a lack of preparedness for retirement
without adequate financial literacy or for many, exacerbated by inappropriate

guidance. decisions.



Member Education Crisis

Despite Regulation 28 and default regulations, financial literacy remains
inadequate for complex DC decisions. DO NOT DO POT!!I

Trustee awareness

Trustees often possess limited awareness and understanding of the infricacies
of modern DC challenges.

General lack of insight into the adequacy of members savings and the extent
to which members are on track to meet critical targets.

Post-Retirement Vacuum

Members face critical annuity choices with minimal guidance at their most
vulnerable moment.

Default Annuities

The complexity of default annuity options often leaves members struggling to
make choices aligned with their long-term financial goals, despite regulatory
intentions.

Actuarial analysis of default providers is lacking — e.g. credit risk and solvency
assessments of default providers is scarce.

Preservation Gap

Widespread leakages at job changes systematically undermine retirement
adequacy across the system.

Structural Issues

-
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Inadequate Contributions S'I'rU C'l'U rc|| I.SSUGS

A significant majority of members contribute less than 15% of their salary
towards retirement, a rate demonstrably insufficient for maintaining pre-
retirement living standards.

Two-pot system

Whilst there are benefits to the two-pot system, such as access and
preservation, it is unlikely that members can fully grasp the impact on their future
retrement income.

Early Retirement Trends

The increasing prevalence of early retirement is shrinking accumulation periods,
reducing the tfime available for members to build sufficient refirement savings. \

Longevity Risk

Improvements in life expectancy are often not adequately priced into individual
retirement planning decisions, leaving members exposed to outliving their
savings.

South Africa’s Unique Social Context

High dependency ratios, low household savings rates, and the prevalence of
the informal sector create distinct challenges for achieving broad retirement
security.

ACTUARIAL SOCIETY
Healthcare Gap OF SOUTH AFRICA

There is no systemic provision for post-retirement medical aid, placing an
additional significant financial burden on retirees.




There isn,lll consensus on how mUCh Lack of consensus on retirement spend trajectories
income people need in retirement

- Savings targets are back solved from required o /

monthly income ftargets

—&8— Rule of thumb

 Widespread “rules of thumb"” suggest a 70-80%

—&8— [Unchanged non-health

Percent of pre-retirement spend

gross replacement rate (MacDonald & Moore 2011) 80% expenses
& & 5 & 9
« Some research suggests that non-healthcare o
expenses are more likely to remain unchanged info nge
re'l'lremen'l' Ond heq”‘hcqre COS'I'S mGy |nCreOSe Figure S.1. Estimated Spending Trajectories for Single Households
(Butler & van Zyl, 2012) 100
« Otherresearch indicates that consumption F *
decreases steadily during retirement (Hurd & - £ &
Rohwedder, 2023) & s
£ 40
- The confrast illustraftes that it is difficult to know how £
much one should expect to need in retirement, £ 10
mOklng |1- hdrd .I-O bes-l- prepore' ’ G566 676869 70717273 74757677 7879 80 81 82 83 84 85 86 87 88 89 90

Age

« We need more research and personalised advice

—owest wealth quartile ====second wealth quartile

third wealth quartile ====highest wealth quartile

MacDonald, BJ & Moore, KD (unpublished). Moving Beyond the Limitations of Traditional Retirement Replacement Rates. Society of Actuaries, 2011,
Butler, MBJ & Van Zyl, CJ (2012). Consumption Changes on Retirement for South African Households. South African Actuarial Journal 12, 1-29
Hurd, MD & Rohwedder, S (2023). Spending trajectories after age 65 variation by initial wealth. The Journal of the Economic of Ageing 26, 100468
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Challenges for Actuaries

Vv’ | Tick-Box Mentality

Actuaries often exhibit a “fick-box mentality’, focusing solely on
issuing exemptions without thoroughly scrutinizing administration
quality or actual member outcomes.

—
™™ Default Annuity Selection

Default annuity selections are frequently driven by “administrative
convenience’, not robust solvency analysis or optimal member
benefits.

&26 Strategic Disconnect

A significant strategic disconnect exists, with pre-retirement and
post-retirement strategies rarely integrated or coordinated for
holistic member journeys.

104 . ..
Jo Innovation Deficit

There's a limited product design thinking for the post-retirement
phase and a lack of truly member-centric solutions.

D@é Umbrella Fund Consolidation

While umbrella fund consolidation increases scale, it often dilutes
member-centric design and individual attention.

Q(% Poor Communication

Poor communication persists, with minimal engagement on
crucial income replacement targets and their implications for
members.

é Investment Defaults

One-size-fits-all investment defaults fail fo cater to the diverse and
heterogeneous needs of individual members.

G‘é Under-use of Data and Al

Under-use of data and Al means actuaries lag behind fintech
innovators in leveraging predictive modelling and
personalization for member insights.




Distinct Lack of New Talent

d A noticeable decline in aspiring actuaries expressing interest
in retirement specialization.

0 The essential role of actuarial skills within the Defined
Contribution (DC) environment is often unclear or
underestimated.

d The prevailing focus on investment performance and fee
minimization tends to marginalize the perceived value of
actuarial expertise.

QA The shift towards non-traditional retirement solutions has led
to a lack of support and clear pathways for retirement-
focused actuarial qualifications.

d Assignificant shortage of new talent, with only five refirement
specialist qualifiers in the last three years, indicates a critical

gap in the profession.
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> YES

L 93’ 1 There is a Future—But We
..q.—. e Must Evolve

| —
The actuarial profession's relevance depends on pivoting from
fund-centric compliance to individual member outcomes
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International Experience

e South Africa: Characterized by minimal state support and fragmented private savings, with recent reforms aimed at improving
coverage and adequacy.

e South Africa's system shares characteristics with other emerging economies, notably a focus on old-age grants, low formal
savings coverage, and challenges stemming from informality (e.g., Brazil, India, Kenya).

* Namibia & Botswana: These countries demonstrate the potential outcomes for South Africa if it fransitioned from means-tested
to universal pensions.

e How does South Africa compare to more developed countries?
e Australia:
 Operates a highly funded, savings-oriented system complemented by a safety net pension.

e Superannuation guarantee mandates contributions for all employment types
e USA:

 Relies on a public Defined Benefit (Social Security) foundation

 Faces long-term sustainability challenges, alongside a heavy dependence on voluntary savings.
« UK:

* Universal contributory state pension with mandatory workplace saving

 Broad coverage and sustainability
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New Frontiers for Actuarial Excellence

Ry 7

Personalised Member Journeys Predictive Analytics
Target individuals rather than schemes—tailored retirement Leverage Al and data science to identify at-risk members
planning based on demographics, income, and life and implement targeted nudges and interventions.

circumstances.

O
Q% X
Behavioural Economics Seamless Transitions

Design default options that are truly optimal with minimal Transform retirement from a crisis moment into a planned,

friction to keep members on track for adequacy. supported journey with clear milestones. ACTUARIAL SOCIETY
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Innovation Opportunities

Personalised Pension Plans

Lifecycle designs tailored to South African demographics, dependency ratios, and social contexts

Utility-Based Design

Measure adequacy by health needs, family obligations, and debt—beyond simple income replacement ratios
Hybrid Annuity Suite

Innovative combinations of living and life annuities with guaranteed drawdown strategies

Equity Release and Reverse Mortgages

Integrating housing wealth into retirement planning to enhance overall retirement adequacy.

Integrated Micro-Insurance

Health, funeral, and long-term care embedded seamlessly into pension products for ACTUARIAL SOCIETY
OF SOUTH AFRICA
comprehensive protection j
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Our North Star: Sustainable Dignity in Retirement

"From fund actuary to individual outcomes actuary —our profession’s future depends on this transformation.”

Technical Excellence

Blend actuarial science with
behavioural insights and data

analytics

Social Awareness Strategic Influence

Understand South Africa's unique Shape policy, engage employers, and

challenges and design contextual advocate for member - centric reform
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“In the future, the success of an actuary in the
DC space will not be measured by how many
exemption certificates we sign, but by how
many South Africans retire with dignity,
security, and confidence.”
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