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We are limited in South Africa because our democratic Government inherited a debt
which at the time we were servicing at the rate of 30 billion rand a year. That is thirty
billion we did not have to build houses, to make sure our children go to the best
schools, and to ensure that everybody has the dignity of having a job and a decent in-
come. Nelson Mandela (ACTSA 2002)

The first charge against government revenue is interest on government debt. The big-
ger our deficit, the more we have to borrow, the higher the interest bill and the less
money there is available to invest in social development, in poverty relief and in the
development of our human resources. Trevor Manuel, Finance Minister (1997)

The bulk of our debt is the domestic debt of ordinary South Africans through the pub-
lic pension funds. Trevor Manuel, Finance Minister (1999)

1. INTRODUCTION

Toward the end of its rule, the apartheid government converted its contributory pension sys-
tem for employees in the public sector from one that effectively functioned as a “pay-as-you-
go”(PAYG) scheme to a “fully-funded” (FF) scheme. This paper seeks to explain the reasons
behind this change and to understand its contemporary consequences. It does this within the
context of the enormous development challenges facing South Africa and the inadequacy of
the social policy responses of the new democratic government. Conceptually, the paper is lo-
cated within a new broadside in development thinking, one that asserts an intrinsic role for the
social policies of the state in the development process. In so doing, this approach seeks to
shake social policy loose from its moorings to the remedial action associated with the disci-
pline of social work. Instead, it proposes that social policy should encompass a fully-fledged
developmental and redistribution agenda.

South Africa is currently one of the most unequal countries in the world. The poorest 20 per
cent of the population earns a mere 1.7 per cent of total income while the richest 20 per cent
earns 72.5 per cent and the Gini coefficient has grown steadily to reach 0.685 by 2006 (Presi-
dency, RSA 2007:23-24). Inequality is increasing along a wide range of indicators both be-
tween apartheid defined racial categories and within them. Since the democratic transition in
1994, the benefits of black economic empowerment and affirmation action measures have al-
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lowed a significant proportion of previously disenfranchised blacks to change the pattern of
social stratification of the managerial and upper classes. However, the main problem confront-
ing the country today remains the problem of black poverty. This is the principal challenge,
and the success or failure of social policies for development needs to be assessed against the
extent to which they meet it. The costs of the decision to retain the fully-funded pension sys-
tem in South Africa will be considered in this context.

The end of apartheid had a very significant effect on the provision of public non-contributory
and contributory pensions. In respect of the former, over a period of merely one decade there
was a dramatic increase in the number of recipients of social pensions and other grants (van
der Merwe 2004:312). Non-contributory pensions form a crucial component of the welfare
and social security policies of the state because they represent a substantial transfer of state
funds to the poor, and they contribute directly to the well-being of South Africans. Currently,
the means tested Old Age grant of R870 ($1= R7) per month to those unable to sustain them-
selves is often the difference between survival and utter destitution. Many families, especially
those in rural areas, are heavily dependent on these pensions as a sole source of income, and
there can be little doubt that access to pensions has had a substantial influence on levels of
poverty. Needless to say, the manner in which race and class continue to coincide in complex
ways in South Africa means that the overwhelming majority of people who are poor are black,
and those most in need of public protection are elderly rural blacks (Devereux 2001). It is es-
sential to recognize the vital role of non-contributory disbursements made by the state to the
poor. However, this paper deals more specifically with contributory pensions in the public sec-
tor and the opportunities these funds present for a social policy of inclusive development.

In addition to social non-contributory pensions, and contributory occupational pensions in the
public sector there are two further types of funds in South Africa, namely private occupational
pensions and voluntary savings through, for example, retirement annuities. On the face of it,
South Africa exhibits the fiscal and institutional capacities for a differentiated system that satis-
fies the World Bank’s multi-pillar requirement for pension schemes (van der Merwe
2004:310). It is important though to emphasize that the differentiation in types of pension
schemes still coincides largely, but not entirely, with the racialized divisions of apartheid.

In general, the PAYG system operates on the basis of a zero funding level. The contributions
made by current employers and employees go directly to finance the pensions of retired work-
ers. This system implies an ongoing cycle of contributions and benefits between workers and
pensioners, and the assumption is that no surplus ought to be generated and no capital accu-
mulated beyond a technical reserve. Nothing is supposed to be saved to pay for the future pen-
sions and other benefits of current contributors. In contrast, the FF system operates along the
same lines as a private insurance: individual contributions are deposited into a saving’s account
and invested in interest-bearing financial instruments or equities. Once retirement age is
reached, the accumulated funds (contributions plus investment returns minus administrative
and insurance costs) are converted into a retirement benefit, usually an annuity or some sort of
programmed withdrawals. Fully-funded pension schemes are characterized by a greater expo-
sure to the risks and attendant uncertainties of the market especially when it involves the pur-
chase of equities (Ribhegge 1999:61).

The conversion to this system in South Africa happened when the National Party regime knew
that the end of its rule was imminent and the consequences of this shift are still felt today. It
was a decision that has led directly to a dramatic increase in national debt as the public ser-



vants of the previous regime consciously indebted the state in order to safeguard their own
pensions and retrenchment packages in retirement. This move was clearly motivated by the
perceived political risks associated with the anticipation of a redistributive democratic gov-
ernment.

Unlike other indebted governments, the major portion of national debt in South Africa is inter-
nal rather than external. In effect, the government is indebted to itself through the FF pension
system as the transition from a PAY G system to a fully-funded one implied that former contri-
butions to the public pension schemes had to be securitized via government bonds that were
deposited in the newly created pension fund. Secondly, contributions of current employees
were directed into the pension fund while current pensions had to be financed out of the
budget. This costly transition had detrimental implications for social investment, especially in
the areas of education, health and welfare. The introductory quotations by Nelson Mandela,
first President of a liberated South Africa and Trevor Manuel, the current Finance Minister,
graphically illustrate the constraints imposed by this debt on the new state in dealing with the
iniquitous legacies of colonialism and apartheid. This paper suggests that these constraints are
not immutable. Instead, it argues that policy choices in respect of the pension system have pro-
foundly shaped the overall economic prospects of the country. In so far as the levels of ine-
quality in South Africa pose the greatest threat to the new democracy, these policy choices
have had contradictory effects. On the one hand, the non-contributory public pensions have
certainly benefited many poverty-stricken black South Africans. On the other hand, the fully-
funded system of contributory pensions for workers in the state sector has had the dual effect
of entrenching the deals made with senior public officials of the apartheid government as well
as enriching a very small group of black entrepreneurs who have profited directly from the
centralized asset management of public pension funds.

This paper deals with the interconnections between public debt, contributory pensions in the
public sector, the corporatization of the management of these public funds, the contradictions
of Black Economic Empowerment and the failure of South African social policy in respect of
contributory public pensions to deal more comprehensively with its development challenges. It
does this by:

1. Describing the political and institutional evolution of South African pension schemes
with a special focus on the reform of contributory public pension schemes toward the
end of apartheid.

2. Examining the governance structure of the pension system in order to establish
whether it is transparent and accountable, while ensuring that the pension system is
able to pursue its main roles of social protection, redistribution and contribution to
economic development and social cohesion (Mkandawire 2004). In particular, the pa-
per investigates the institutions which serve public pensions such as the Government
Employees Pension Fund (GEPF) and the Public Investment Corporation (PIC). This
outline of the intricate institutional complexes in respect of contributory pensions in the
public sector reveals both the limits and the possibilities for inclusive development

3. Analysing the investment policy of the public pension fund, paying special attention to
whether this fund has been invested to build economic and social infrastructure. Essen-
tially the question to be asked is whether the enormous stockpile of capital (the PIC’s
estimated assets are currently worth about R600billion) is being utilized to promote
development or not and how it relates to capital accumulation generally (PIC 2006).



2. THE REFORM OF CONTRIBUTORY PUBLIC SECTOR PENSIONS

2.1 Background

Contributory pensions form a crucial component of compulsory savings. Sociologically, it is
possible to view these pensions from two broad perspectives: the individual and the structural.
The former refers to the role that pensions play in the lives of pensioners as a form of deferred
income, or as a consumption allocation mechanism (Holzmann and Hinz 2005:42). In other
words, this system is designed to secure a reasonable livelihood in retirement. There are many
uncertainties in this regard, especially related to the fact that individuals do not know how
long they will live, and it is therefore always necessary for workers to be finely-tuned to their
own interests in preparation for their retirement. There are further uncertainties related to the
deficits in individual understandings of the wide variety of pension systems and mechanisms
for saving. While it is obviously difficult to determine the lifespan of any particular individual,
it is easier to establish the life expectancy of large groups of people (Barr and Diamond
2006:16). The structural perspective on pensions refers to the manner in which this form of
contractual saving can be utilized as a mechanism for enhancing general welfare in old age, as
well as how it opens up possibilities for investments and hence economic growth and devel-
opment.

Over the past decade there has been a great deal of debate about the viability of PAYG
schemes in response to changing demographic patterns, in particular in the developed world.
Put bluntly, as the proportion of people in society who are old and retired overtakes that of the
working population, the financial viability of schemes such as PAYG which rely on the current
contributions from active workers to finance the pensions of the retired workers is necessarily
threatened (Holzmann and Hinz 2005). The necessity for pension reform is invariably premised
on both increasing life expectancy of the population and decreasing fertility levels. The demo-
graphics are vitally important. If the population is young (as in most developing countries) a
PAY G system may be appropriate, but when the retired population increases relative to that of
the active workers then the financial balance of the scheme can be eroded because of a smaller
young population providing for a larger retired population. The same problem occurs in a
situation of increasing unemployment and informality. As a consequence, public PAYG sys-
tems are characterized by continuous efforts toward parametric reforms regarding contribution
rates and entitlement rules and frequently the state has to cover deficits. This growing chal-
lenge for existing pension schemes to meet the promised benefit levels, because of the relative
diminution of contributions, has led to the so-called old-age crisis.

The World Bank’s Report, Averting the Crisis (1994), represented a turning point in the de-
bate on the crisis in social security in developing countries. It proposed a three-pillar system of
pensions largely within the framework of neo-liberalism: (i) a tax-financed safety pension with
defined benefits, (ii) defined contribution pensions based on individual capitalization or occu-
pational pensions and (iii) voluntary savings earmarked for retirement. In effect, the report
recommended that it should be obligatory for all employees to enrol in a pension fund man-
aged by private companies, which in turn would invest the contributions in the financial and
stock markets. The World Bank has since altered this initial position to include two further pil-
lars: (i) a non-contributory pension providing minimal protection against utter poverty and (ii)
informal kinship sources of financial and non-financial support for the elderly (Holzmann and
Hinz 2005:42). The World Bank has clearly responded to criticisms of its earlier position, rec-
ognizing the necessity for poverty relief and redistribution with a more nuanced approach to



the feasibility of introducing various schemes in different situations. Yet, it has retained the ba-
sic precepts of the earlier document, with considerable bias in favour of private provision in
pre-funded systems. This new approach also extended the rationale for pension reform beyond
demographic risks only, to include political and economic risks as well and where the private
model was deemed superior with regard to these. Three scenarios are suggested for the tran-
sition to a multi-pillar pension system with a strong funded pillar. The first scenario describes
countries with a well-developed FF pension system. The second scenario encompasses the
shift from a predominantly unfunded system to a multi-pillar system. South Africa falls
squarely into this scenario, which will be described in the next section of the paper. Finally, the
third scenario describes poorer countries with low pension coverage (Holzmann and Hinz
2005:44).

In contrast to conventional wisdom on the link between demographic factors and pension re-
form in favour of funding, Barr and Diamond conclude that “the solution to population aging
lies not in funding per se but in output growth” (2006:33). They further debunk the simple
connection between the FF system, savings, investment and growth by demonstrating the
complex nature of this relationship and by questioning the welfare implications of different
policies.

The example of Chile has often been used to indicate the apparent advantages of individual re-
tirement savings in privately managed accounts (Charlton and McKinnon 2001:40; Edwards
1998:55). The evidence from Chile, however, does not support the expectation that the priva-
tization of pension insurance necessarily leads to greater savings and therefore towards eco-
nomic growth. On the contrary, it has instead led to lower national savings due to high transi-
tion costs and greater risks for individual pensioners (Riesco 1999; Singh 1996). The Centre
for National Studies in Alternative Development Centro de Estudios Nacionales de Desar-
rollo Alternativo (CENDA) has recently published two highly critical reports on the privately
managed pension system in Chile. In the first, the extremely high administrative costs are ex-
posed with the claim that one out of every three pesos contributed to the scheme was ab-
sorbed by the administrators (the APF and insurance companies) between 1981 and 2006, and
the second seeks feasible ways of gradually re-introducing the PAYG system (Blackburn
2003:14; CENDA 2006). These reports together with their recommendations are currently be-
ing considered in the Chilean parliament. In a similar critical vein, Hujo (1999:137) presents a
finely grained analysis of the reform of the Chilean pension system by highlighting its eco-
nomic objectives and demonstrating how social objectives have fallen far down the list of pri-
orities. More recently, Arenas de Mesa and Mesa-Lago (2006:152-155) provide a detailed and
critical evaluation of the Chilean pension reform, specifically in respect of the high and increas-
ing administrative costs of private pension schemes and the important shortcomings with re-
gard to coverage and equity.

Is there an old-age crisis in South Africa? The World Bank’s position on the demographic ne-
cessity for pension reform in developing countries is informed by the claim that “...while the
developed countries got rich before they got old, developing countries are getting old before
they get rich” (2005:25). This assertion simply does not hold true for South Africa where
every single estimate shows a decline in life expectancy from about 50 to 56 years in 2000 to
about 45 to 49 years in 2005 (Presidency RSA 2007:28; STATSSA 2005:8). Far from getting
older, the South African population is actually dying younger. As with everything in South Af-
rica, these aggregate statistics hide the very wide racialized variations. Whites have a life ex-
pectancy of well over 70 years (Kinsella and Ferreira 1997:3). There can be little doubt that
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HIV/AIDS has had a major impact on the demography of the country. According to the offi-
cial statistics, about 10 per cent of the entire population is HIV positive, with women between
the ages of 15 and 49 years exhibiting the highest prevalence at 18.1 per cent (STATSSA
2005:6). This represents almost five million people with the disease. The South African
demographic reality, for the vast majority of the population, is one of lifespan shrinkage due to
the effects of the AIDS epidemic, but more generally due to poverty levels. Thus, even though
Southern Africa has the fastest growing aged population on the continent, this is a far cry from
the extent of aging of the population in developed countries. The median age for Africa as a
whole in 2005 was only 19, yet for Europe it was 39, more than double that of Africa (United
Nations ESA 2007). A recent report, for example claims that only about half of South Africa’s
15-year-old young women will reach pensionable age (Dorrington et al. 2004). The evidence
clearly shows that the South African population is still relatively young with the ratio of retired
to employed people only 78 to 1000 compared to about 300 for every 1000 in Western
Europe and Japan (Financial Times 2005). There is certainly no generalized old-age crisis in
South Africa. Yet, the solution proposed and implemented in the country inappropriately as-
sumes the existence of such a crisis. It is an assumption that holds true for white South Afri-
cans and for the growing black middle class, who, in the main, are well-covered in retirement.
It is entirely unsuitable for the overwhelming mass of the black population who remain ex-
cluded and marginalized by their unemployment and poverty.

While the focus of the paper is clearly on the pension funds of public sector workers, it is im-
portant to emphasise that pension reform in South Africa has conformed neatly to the World
Bank’s notion of a multi-pillar pension system and the prescriptions of privatization defined by
Orszag and Stiglitz (1999) as “replacing...a publicly run pension system with a privately man-
aged one” (5). In line with this thinking, the National Treasury has presented a discussion pa-
per on Social Security and Retirement Reform with the specific aim of ensuring a multi-pillar
system supported by a range of reforms (National Treasury 2007:3). The Treasury document
envisages a compulsory national pension fund to cover about 80 per cent of the working
population of South Africans, due to be implemented in 2010. There are currently about
13,500 private pension funds in South Africa, consisting of occupational pension funds, provi-
dent funds and retirement annuity funds based on personal plans. Four-fifths of these funds
have fewer than 100 members, imposing huge administrative costs and regulatory challenges.
The idea is to consolidate these many small pension funds into about 100 large funds to pro-
vide retirement benefits for its members. More than nine million people in South Africa are
members of retirement funds, but this is an over-estimate because some members may belong
to more than one fund. About 60 per cent of formal sector employees have some or other
form of pension fund (Treasury RSA 2007a:5). The key to the successful implementation of
the plan is obviously the extent of national employment. Membership of a pension fund is only
obligatory in the occupations where such a fund exists. Since a large proportion of the popula-
tion is still not covered by an occupational pension fund for the simple reason that they are not
in employment, they will necessarily be dependent upon a social, non-contributory pension.

Together with South Africa’s well-developed multi-pillar pension sector goes a well-
developed but exclusive financial sector. Bhorat and Cassim (2004:19) claim that this exclusiv-
ity is based on the high levels of income inequality in the country. There can be little doubt that
South Africa has a sophisticated multi-tier system of provision of benefits in retirement. How-
ever, a very small proportion of the population, only about 6 per cent, is self-sufficient in re-
tirement (van de Merwe 2004:312). The high levels of unemployment obviously feed into the
high levels of poverty, and accordingly, there is a high level of reliance upon social pensions



and other grants from the state in retirement. There are currently about 11 million recipients of
various grants and other forms of social assistance in South Africa (Department of Social De-
velopment 2006).

The main development challenge in the country is undoubtedly the problem of black poverty.
How the government responds to this challenge raises compelling questions about its legiti-
macy and the level of consent by the majority, both of which are critical to ensure the sustain-
ability of democracy. In respect of pensions, it is therefore necessary to assess the extent to
which this overarching development challenge is met by the policy options of the new democ-
ratic government.

2.2 Public Debt and the Fully-Funded Pension Scheme in South Africa

In 1989 the total debt of the South African government stood at R68 billion, of which R66 bil-
lion was domestic debt and only R2 billion was foreign. By 1996 it had grown phenomenally
to R308 billion, of which R297 billion was domestic and R11 billion was foreign debt. The
servicing costs for these debts rose from about R12 billion in 1989 to more than R30 billion
per annum in 1996. During the same period, the assets of the GEPF grew from R31 billion to
R136 billion (Treasury RSA 2007b:190-193; AIDC 1997). The massive increase in national
debt stems directly from the government borrowing money from itself in order to secure the
pension funds and retrenchment packages of apartheid-era civil servants. This is the single
most important variable in the dramatic increase in national debt over such a short period of
time, just prior to the possibility of a redistributive democratic government. Currently the na-
tional debt stands at R540 billion (of which about R79 billion is foreign debt) and the annual
repayments amount to about R50 billion, one of the largest budgetary items in South Africa.
The Minister of Finance, Trevor Manuel, confirms this palpable fact that most of our domestic
debt is to the pension funds of workers in the public sector. But he proceeds to defend the
fully-funded pension system on the following grounds:

“To invest we need savings. The interest earned from our investment in the Public In-
vestment Commissioners has been one way to save money. Given the existing low sav-
ings ratios and high levels of household indebtedness in the South African economy,
people must expect the government to take a cautious view on savings, as high levels
of savings would better serve the long-term interests of the country” (1999).

In contrast to this view, Orszag and Stiglitz (1999:9) argue that there is no necessary link be-
tween the shift to pre-funded individual accounts and an increase in national savings. Instead,
they move away from the simplistic “one-size-fits-all” model to present a range of different
options appropriate for particular circumstances. Barr and Diamond (2006) reiterate this view
but they go even further: “[T]he process of building a fund may add little or much to national
savings. There are two questions: does the fund increase saving, and if so, is the result welfare
enhancing?” (30). They go on to argue that there could be a relative decrease in voluntary sav-
ings to offset the effects of a mandatory occupational savings in a pension scheme. Likewise,
public dissaving in order to cover transition costs can offset increased private saving in pen-
sion accounts. In other words, there is plethora of scenarios which may or may not have the
effect of increasing savings.



Manuel’s position avoids all these nuances. Instead, it argues that the state will exchange its
indebtedness for the savings of the pensioners, without any consideration for the broader wel-
fare implications of the funded option.

In his address to the Federation of Unions of South Africa (FEDUSA) in 2002, he put forward
the following defence in favour of the full-funded system:

“...[S]ome have argued that we should change to a pay-as-you-go system and to use
some of the accumulated funds for government spending. | have resisted this push.
Government should spend what it raises in taxes and what it borrows to fund the defi-
cit. The pension fund does not belong to government; it belongs to the beneficiaries. If
worker representatives want the fund to be managed differently it is their right”
(Trevor Manuel, speech to FEDUSA, 2002).

There is one patent flaw in this argument, a point to which Manuel himself referred earlier.
The government has set up the institutions from which it has borrowed money. Since it has in-
curred the debt by allocating money to the fully-funded pension schemes, it is entirely within
the purview of government to reverse such a trend reducing the level of national debt and con-
sequently opening up possibilities for inclusive social development.

The union movement was not unanimous in its opposition to the fully-funded pension system.
The National Professional Teachers Organisation of South Africa (NAPTOSA) held a view
very similar to that of the government. Its annual general meeting contained the following
minute:

“[1]t seems that, in this regard, the Task Team will not find it difficult to make a rec-
ommendation, as the disadvantages of a PAYG pension scheme for public servants are
sufficiently clear enough to convince them NOT to part with their current fully funded
private individual's savings pension fund where workers' own money plus the employ-
ers contribution are invested and grow, and where an actuarial interest is accumulated
as retirement protection. The funded pension system, where one can see one's own
money grow and can exactly calculate one's own share, has obvious advantages which
enable one to accountably plan and to supplement an exactly calculable amount that
will be received upon retirement. This clearly would be the best insurance against po-
tential disaster and of having to depend on the "goodwill" of others (including one's ex-
employer, who might be bankrupt) for hand-outs after retirement” (NAPTOSA 2001).

The question at stake was how to balance the interests of the workers in the public sector with
national developmental goals. In respect of pensions, the government has consistently swayed
definitively in favour of the former. The shift towards a FF pension scheme for workers in the
public sector indebted the state by billions of Rands just before a democratic government took
power, but there are other related causes for this indebtedness. In the 1980s the funding level
of pensions in the public sector had collapsed, precipitously compelling the government to
make regular disbursements to the fund. There are two main reasons for this collapse. Firstly,
workers in the public sector were permitted to buy back their service at ridiculously low rates
to the age of 16, irrespective of when they were employed. In effect, this meant that workers
could artificially lengthen their periods of service and hence substantially increase their pension
benefits. Wassenaar (1989) referred to this as an “outrageous provision, which resulted in a



lavish squandering of taxpayers’ funds...to acquire fictitious pensionable service” (84). The
costs of this largess towards the civil servants were obviously unsustainable. In fact, the re-
tirement benefits for workers in the public sector were far better than those in the private sec-
tor at the time. In addition to the practice of purchasing additional years of service, pension
benefits were calculated on the basis of the earnings on the last day of service, instead of an
average over the last few years of service. Wassenaar (ibid.:84) points out that this system was
regularly abused as workers were given a raise towards the end of their service for no other
reason but to provide them with a better pension. In effect these were “free gifts from taxpay-
ers to civil servants” (ibid.:87). The financial impact of these benefit costs were reflected in the
deficits incurred, and they were compounded by the second reason for the collapse of funding
levels, namely the low returns on government bonds in which most of these funds were in-
vested. While there was pension fund, it operated on the same basis as a PAYG scheme.

In the PAYG system the debt of the government to the pensions of its employees is implicit, in
the sense that it is clearly a liability, but not one that can readily be called upon in total like
with private assets or savings. In contrast, the FF system converts this implicit debt to an ex-
plicit or actual debt. Thus, the transition to a FF system corresponded with a massive injection
of government funds in order to comply with the exigencies of a possible pension payout for
all state sector workers in the scheme because the assumption in an FF system is that the en-
terprise must at all times have as much money as may be needed for pensions to be paid out in
full in the event of the enterprise going insolvent and closing shop. Of course, this is a spuri-
ous assumption to make in the public sector. After all, even if a government is bankrupt, as
many undoubtedly are, it obviously cannot simply close shop. There is very little prospect in-
deed of all the pensions of all the state employees suddenly being paid out at once. Yet, this
assumption underlies the FF system. It is an assumption that has very direct effects on the
amount of reserves accumulated in the public pensions sector and consequently on the levels
of domestic debt. The government clearly did not have the money readily available to fund the
pensions, and it therefore issued government bonds.. These so-called transition costs are inevi-
table because the FF system compels collected revenues to be shifted away from its availability
to pay current pensions and accumulates them in the newly created pension accounts (Hujo
1999:132). Baker and Weisbrot (2002:2) provide evidence of how these transition costs in the
privatization of Argentina’s social security system played a direct role in its economic crisis.

In South Africa, the transition to democracy provides a vital backdrop for understanding the
transition to a FF scheme. The civil servants of the apartheid regime feared that the new de-
mocratic government would fail to honour pension arrangements made under apartheid. The
perceived risks were of a political nature, and the reasons for the shift were clearly not based
on any actuarial calculations. The expectation of government intervention in the alloc ation of
pensions was very real. But, ultimately, these fears were unfounded. One of the major com-
promises made at the negotiating table toward democratic majority rule involved the protec-
tion of the pension benefits of workers in the state sector. The new democratic government
had legitimized the debt incurred by apartheid in its dying days and entrenched the shift to-
wards privatization through the corporatization of the investment portfolio manager of the
pension funds (the subject of corporatization is dealt with in greater detail in the following sec-
tion of the paper). It goes without saying that this debt has had a crippling effect on the econ-
omy as a whole and on the poor in particular.

The PAYG and the FF systems are not necessarily polar opposites because PAYG systems can
be partially funded and FF schemes can include redistributive featues. Thus there may be adap-



tations of either system which allow for benefits to accrue to members. Breyer and Stolte
(1999) make this point very forcefully: “Each pension system is characterized by an infinite se-
quence of benefit levels and the corresponding contribution rates,” and they offer the hypothe-
sis that “all members of a cohort will vote for a certain reform option if it reduces their net
payment as comparable to the status quo system” (80). There can be little doubt that this hy-
pothesis holds true for South Africa. The switch to an FF system was clearly a choice
prompted by the perceived political risks of a redistributive democratic government.

The bonds issued by the government to finance the transitional costs of shifting to the FF
scheme are held by the Public Investment Commissioners (PIC) (now called the Public In-
vestment Corporation), the investment manager for the Government Employees Pension Fund
(GEPF). In effect, the government is the borrower and the PIC the lender in this transaction.
In so far as the PIC is a public entity, the government was borrowing and lending from itself.
The entire operation was artificially circular. On the face of it, the government borrowed
money from the PIC in order to finance the pensions. Yet, the PIC did not have money to lend
to the government. Instead, it managed the assets that were due to the members of the pension
fund. The government transfers and interest payments on these bonds has permitted the PIC to
accumulate a massive stockpile of capital in direct correspondence to increasing government
debt. The correlation is unmistakeable.

Commenting on the effects of the debt, Thabo Mbeki, then Deputy-President, offers the fol-
lowing political explanation:

“To finance the expenditure associated with efforts to buy space for apartheid regime
during its last days, the ruling group went on a borrowing spree to finance a level of
spending that could not be sustained on the basis of the extant revenue base...the
apartheid ruling group imposed on the country an unprecedented debt burden whose
acquisition had to do exclusively with shifting the balance of forces during the period
of transition from apartheid to democracy, so that this anti-democratic group would
not be as weakened politically as it would otherwise be, in contradistinction to the de-
mocratic movement” (ANC 1996).

In analysing one of the effects of a transition from a PAYG system to a FF system, the World
Bank reluctantly concedes that “debt repayments of this size create a major cost for current
(and future) generations, and, despite the potential advantages, the net benefits of a major
move towards funding may not be positive” (Holzmann and Hinz 2005:50). It could be argued
that these transition costs could have been avoided in the South African case by reverting to
the PAYG system.

2.3 The Structure of Pension Fund Management

2.3.1 The Government Employees Pension Fund (GEPF)

The fragmentation and segregation of apartheid, resulted in a highly differentiated system of
pensions. Each bantustan government and every quasi-department had its own pension fund.
For example, the South African Government had its own pension scheme, the separate so-

called independent states had their own pension scheme, the self-governing homelands had
their own pension scheme and so on. There were ten such separate pension funds for various
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arms of the government, with no uniformity at all.> Since there was a wide variation in the
benefits of each of these funds, a Task Team on Restructuring Pensions was appointed by the
democratic government to make recommendations on ways in which the benefits could be
standardized. The task team was representative of a range of constituencies, including mem-
bers of the government, the security services, the education sector, other employer organiza-
tions and an actuary (GEPF 2004).

Box 1: The South African Transport Services

The South African Transport Services provides an interesting case study of how the pensions system
was intertwined with an apartheid workplace regime, and how things have changed since 1994. Up un-
til 1974, black workers were not part of the Transnet Pension Fund. Instead, there was a separate ar-
rangement operated for blacks on the basis of a savings account. This meant that there were contribu-
tions from black workers toward their own retirement, but the company contributed nothing. To make
matters worse, black widows were excluded from the pension benefits paid in by their hushands. It was
only in 1990, with the establishment of Transnet out of the former South African Transport Services,
that the black workers were fully integrated into the pension fund of this huge parastatal (Radebe
2000). In its submission on the Transnet Pension Fund Amendment Bill, COSATU made the following
appeal:

“...[T]he employees of Transnet were not classified as full employees...[O]ur understanding is
that these people have been severely discriminated against purely on the basis of race, and up
to today are in a significantly worse position than white ...employees in otherwise similar cir-
cumstances. This is an untenable position and needs to be addressed as part of dealing with the
apartheid legacy” (COSATU 2000).

The individual experience of pensions was deeply racialized. In terms of the structures, the debt situation
inherited by Transnet mirrored the broader South African problem in stark and obvious ways. Properties,
such the prestigious Cape Town V&A Waterfront, were transferred to the Pension Fund in 1994 to deal
with its crisis-ridden deficits. In the process, the asset base of Transnet was significantly eroded. In the
case of Transnet, also, the demographics played a role, since according to Minister Radebe, there were
more pensioners receiving benefits than active workers contributing to the fund. In effect, the amendment
created an entirely different system, a defined contribution pension fund which transferred the risk to the
members rather than to the company. Since this required the consent of the employees, a major incentive
was instituted rewarding each worker who agreed to convert to the new system with R7,900 (Radebe
2000). It would appear that the debt crisis of Transnet necessitated this restructuring simply for the pur-
poses of survival. Radebe reiterates just how the Transnet case of debt and pensions reflects that of the
rest of South African national debt: “[A]s of March 1999, 43 per cent of Transnet’s total debt was due to
its pension fund obligations...” (ibid.). In response, it was envisaged that the restructuring of the pension
fund would have a significant impact on Transnet’s “ability to fulfil its developmental role in our coun-
try” (emphasis added).

Following the recommendations of the Task Team on Restructuring Pensions, the government
amalgamated a range of public sector pensions (including the pension funds of Transkei,
Venda, Bophutatswana, Ciskei and the Government Service Pension Fund) into one huge

2. The following pension funds were involved in the investigation: Government Services Pension Fund,
Temporary Employees Pension Fund, Authorities Services Pension Fund, Authorities Services Superan-
nuation Fund, Ciskeian Civil Servants Pension Fund, Transkeian Government Service Pension Fund,
Government Employees Pension Fund of Transkei, Government Pension Fund of Bophutatswana, Gov-
ernment Pension Fund of Venda and the Government Superannuation Fund of Venda.
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Government Employees Pension Fund (GEPF), directly accountable to the South African na-
tional assembly. This rationalization of the various apartheid era pension schemes followed a
provision of the Interim Constitution of the Republic of South Africa (Act No. 200 of 1993),
which entitles all public servants to a fair pension and provides for the establishment of a pen-
sion fund to manage these pensions. It was also directly related to the establishment of one
public service for the country as a whole through the passage of the Public Service Act in
1994.

The GEPF was founded by the Government Employees Pension Law in 1996, consolidating
ten separate pension funds into one, standardizing the benefit structure for all government em-
ployees, and in so doing formally eliminating the discriminatory practices of apartheid. Ac-
cording to the 2006 Annual Report of the GEPF, it now has a membership of 1.37 million, of
whom about 300,000, or 18 per cent, are pensioners (GEPF 2007:44). The average age of
members is 40 years and the average past service is 12.2 years (GEPF 2002). It is the twenty-
first largest fund in the world, the seventh largest outside the USA. Only the Malaysian na-
tional pension fund is bigger than it in the developing world (Financial Mail 2005). Besides
making provision for the merger of government pension funds, the GEPF was supposed to be
managed by a Board of Trustees with equal representation of fund members and employers.
For almost a decade after the passage of this legislation, the board of trustees was not estab-
lished. The Minister of Finance remained the sole interim trustee until 2005. This was clearly
an unsatisfactory state of affairs and various contradictory reasons were provided for the long
delays in establishing the board (Molefe 2004; COSATU 2004).

Pension privatization has taken on a variety of different forms in South Africa. It encompasses
the private management not only of employees’ benefits, but also of a whole range of inter-
locking private controls over the investment of public funds. In confirming this trend, the An-
nual Report of the GEPF states quite clearly that “the GEPF has grown and now oper-
ates...very much like any large private sector business” (2002:8). It employs 427 people of
whom more than 70 per cent are female. There is an intimate connection between the GEPF
and the PIC as the two main institutions in respect of the management of public pensions. It is
the prerogative of the GEPF trustees to appoint the PIC as its asset manager, but the Board of
Trustees was formed only after the corporatization of the PIC.

2.3.2 The Public Investment Corporation

The PIC has a long history that can be divided into three broad periods. Firstly, from 1911 to
1984 the Public Debt Commissioners (PDC) was established with a mandate to control in-
vestments on behalf of the state sector. The Public Debt Commissioners Act of 1911 was one
of the first pieces of legislation to be passed by the parliament of the Union of South Africa,
which came into effect a year earlier through the merger of the four colonial provinces of the
Cape, Natal, Orange Free State and Transvaal. Its main objective was to act as a source of
funding for the new government’s budget deficits. It was supposed to hold state assets in a
transparent manner and be accountable to parliament in order to inspire public confidence. The
idea was that control over government funds would be vested in a single authority. In the early
stages of its development, the PDC invested trust funds of the government and the South Afri-
can Railways and Harbours, but by 1924 this included the funds of the provincial administra-
tors. The PDC slowly but surely extended its power, acquiring more and more responsibilities
over the funds attached to government. By the mid 1920s it was given the responsibility of
granting loans to local governments. It was also charged with the responsibility of establishing
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the Government Sinking Fund which provided for “unproductive debt” to be redeemed over
40 years (SA Financial Sector Forum 2001). In effect, the PDC created a pool of government
money, most of it from government pension funds, from which the government could borrow
from itself.

The second phase (1984-2004) in the evolution of the PIC was initiated by the passage of the
Public Investment Act (No. 35 of 1984). This piece of legislation gave the early expansion of
the PIC a major boost because it allowed for the appointment of commissioners (then called
Public Investment Commissioners) with the power to invest funds on behalf of public bodies.
By 1991, the PIC started to invest in equities as opposed to fixed interest government bonds
only. The overall role of the PIC may be likened to an amalgam of three broad categories of
institutions. It is a pension fund manager, a short-term insurer and a manager of trust funds
(SA Financial Sector Forum 2001). In terms of its legal framework, the scope and responsibil-
ity of the commissioners were closely associated with the Minister of Finance, who automati-
cally acted as the chairperson. The entire operation of the PIC took place within the Depart-
ment of Finance, and there was a close link between the PIC and the South African Reserve
Bank (Public Investment Commissioners 2001). The situation was obviously not frozen since
the organization and management of pension funds in particular responds to a changing envi-
ronment. For example, some government departments, such as the South African Transport
Services and the Department of Posts and Telecommunications, were granted the right to
function as public companies, and they have subsequently withdrawn their pension funds from
the GEPF. Similarly, universities and libraries, also former members, have started their own
independent pension funds. While it has lost these, the GEPF has acquired the pension funds
of the former homelands. During this period, the PIC played a central financial role for the
apartheid regime, especially in a context of the imminent defaulting on debt.

Since 1994 there has been a wide-ranging restructuring of the PIC. Initially, its primary func-
tion was to control and invest funds entrusted to it from various sources within the govern-
ment, most notably the pension fund. It did this by investing primarily in government stocks
without submitting any competitive tender. The budgetary allocation to the PIC was deter-
mined by the government on the basis of its calculations of the PIC’s expected requirements.
In 1994, this cosy relationship was changed so that the PIC now buys all its stocks on a com-
petitive basis. These changes paved the way for the third phase of the PIC from about 2004
onwards, a phase characterized by the Finance Committee of the South African Parliament
passing the Public Investment Corporation Act in 2004. The Memorandum on the Objects of
the Public Investment Corporation Bill (2004) suggests some of the reasons for its establish-
ment. The Public Investment Commissioners were not legally registered as asset managers, al-
though that is how they had been functioning. The bill thus proposed to allow the de facto
situation to become de jure as well.

This piece of legislation was passed in the teeth of opposition from the Congress of South Af-
rican Trade Unions (COSATU) and other organs of civil society. The controversy over the
passage of the Public Investment Corporation Act revealed major schisms over development
policy options in South Africa, especially in relation to how the social goals of equity and pov-
erty eradication should be tackled. One of the primary objectives of the Act was to replace the
Public Investment Commissioners by the Public Investment Corporation and to transfer all the
assets of the existing commissioners to this corporation. The critical aspects of the debate
concerned the relationship between the corporation and the state. While COSATU and other
organs of civil society called for public scrutiny over the management of pension funds, the
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clause of the Act (No.23 of 2004) dealing with the establishment of the corporation, explicitly
states that “there is hereby established a juristic person, an institution outside the public ser-
vice, to be known as the Public Investment Corporation Limited” (emphasis added). Yet, in
respect of the share capital of the corporation, it is made equally explicit that the “state is the
sole holder of shares in the corporation. The rights attached to the shares in the corporation,
of which the State is the holder, must be exercised by the Minister (of Finance) on behalf of
the State” (ibid.). The idea is that the management of government money will reside outside of
government. It is a case of the separation of ownership and control over state assets. The draft
legislation gave the Minister of Finance wide-ranging powers in that he “may decide at any
time to dispose of all or any part of the shares held by the state in the corporation” (Draft Pub-
lic Investment Corporation Bill 2004). The subsequent Act gave parliament a greater oversight
role. It would not be entirely in the hands of the Minister to decide whether the corporation
should be fully privatized or not, but the Act (No.23 of 2004) has a ring of almost ineluctable
privatization. The Act exempts the corporation from certain sections of the Companies Act as
long as the state is the sole or majority shareholder of the corporation, and in anticipation that
at some point it will be out of the hands of the state, it mentions that the corporation will be
subject to the provisions of the Public Finance Management Act (No. 1 of 1999) for only as
long as the state holds shares in the corporation.

The Public Investment Corporation operates very much like a privately-owned asset manage-
ment firm. In other words, corporatization has blurred the distinction between the public and
the private, so that the oversight role of the former is muted and the possibilities for private
gain enhanced. There are some obvious contradictions here. While the corporation is akin to a
privately-managed company, it is still wholly owned by the state, with the Minister of Finance
as the sole shareholder. This arrangement gives rise to a duality of interests. In the first in-
stance, the PIC is obviously accountable to its shareholder, the government. Yet, more than 90
per cent of its funds derive from the GEPF, and the PIC also has to act in the interests of the
pensioners, the ultimate “owners” of the fund. In sum, the corporation is privately controlled
but publicly owned, with the use of assets belonging to pensioners. One example will reveal
the huge conflicts of interest inherent in this relationship. If the PIC decides to sell shares at a
discounted price to Black Economic Empowerment (BEE) partners, then this sale necessarily
represents a net loss to the GEPF and therefore to the pensioners, but it will be a massive gain
for a few private individuals (see the example of Telkom below). This scenario raises a whole
host of questions around the necessity for the PIC to exist at all. If the GEPF appointed its
own asset managers, it would obviously have far greater control over the management of its
funds.

The question of accountability lies at the heart of the problem. If the PIC were a public entity
it would be accountable to parliament and thus to the people of South Africa. As a statutory
body outside the public sector, the PIC has very limited accountability, especially since it is
removed from government and public scrutiny. Gumata and Magadze confirm this change in
status in respect of monetary analysis:

“[T]he Public Investment Commissioners was treated as part of the government sector.
The corporatization of the Public Investment Commissioners necessitates a re-
classification in the monetary analysis from the government sector to the ‘private and
other domestic sectors’ category” (2005:65).

14



The new PIC has an entirely free hand in the kinds of investments it makes, and there is no
evidence that these investments will be developmentally orientated at all. Instead, the invest-
ment policy points in the direction of profit maximization for the few through more and more
speculative investments in equities. In a speech to the Federation of Unions of South Africa
(FEDUSA) Congress, Trevor Manuel made the following remarks: “[P]ension funds must
hold their fund managers accountable. Pension fund trustees must be active guardians of their
members’ interests” (2002). Yet, in respect of the GEPF this is impossible against the back-
drop of the corporatization of the PIC, its asset manager.

The Minister of Finance has the power to authorize the sale of shares in the corporation. This
appears to suggest that the PIC is well on the road to thoroughgoing privatization. But this is
privatization with a difference. It encompasses the use of state indebtedness for the purposes
of private gain for a few. Cynics may point to the fact that the delays in the establishment of
the board of trustees of the GEPF, which includes members of COSATU, as per the legisla-
tion, were designed to ensure a smooth passage for the Public Investment Corporation Bill.
COSATU’s opposition to corporatization is very well known, and it goes without saying that
had COSATU had representatives on the board of the GEPF, it would have done its level best
to have blocked this proposed legislation. Instead, the Minister of Finance now has wide-
ranging powers. Not only can he preside over the possible sale of state assets, he also influ-
ences the appointment of the Board of Directors of the PIC. Although the Minister is sup-
posed to consult the cabinet in this appointment, it still provides Manuel with great scope in
determining the composition of the board.

In its submission on the draft Public Investment Corporation Bill, COSATU put forward a
forceful argument on a range of extremely important issues on both the process of policy mak-
ing in respect of pensions and on the content of the new policy as it relates more broadly to
the development agenda of the state. Firstly, the group voiced strong objections to the manner
in which the proposed Public Investment Corporation Draft Bill was introduced to Parliament
(COSATU 2004). There was less than one month for public comment on the bill, certainly not
a process of widespread consultation and transparency. The bill was not discussed at
NEDLAC,? the body consisting of organized labour, capital and the state on crucial policy de-
cisions, nor was it placed on the agenda of the Board of the Government Employees Pension
Fund. In short, COSATU complained that the bill was rushed through parliament and that it
was not consulted on the proposed corporatization of the management and control over the
pension funds, notwithstanding the fact that very many of its members are also members of the
fund by virtue of their employment in the state sector. More broadly, COSATU’s position is
that the lack of accountability in the management of the fund runs counter to the public inter-
est. In response, the government, through Brian Molefe, then newly-appointed chief of the
PIC, has accused the union federation of “a petulant refusal to face the facts”. The Director
General in the Treasury was even more pointed in his remarks: “[H]e was at a loss to under-
stand how the union could give up the gains made by workers in controlling their pension
funds” (This Day 2004). Former NEDLAC chief, Phillip Dexter’s response is revealing:
“There is a particular constituency that does not like NEDLAC, but those are fundamentally
anti-democratic people who don't see consultation as a worthy application of time” (Sunday

3. The National Economic and Labour Council (NEDLAC) is a statutory body of organised labour, busi-
ness, government and community for social dialogue on issues of social and economic policy.
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Times 2004). The process is anything but transparent. In response to a range of questions” the
GEPF responded in the following bland manner: “Note: The GEPF is unable to comment on
questions 6, 8, 9 and 10” (Hilton Fisher, email communication with author, 2004).

COSATU defines corporatization as being “inextricably linked to the broader processes of pri-
vatization and commercialization of state assets” (COSATU 2004). In its view the PIC should
be a vehicle for social investment to deal with the huge development problems in South Africa.
Instead, the main shift in investment strategy in the PIC has been away from government
bonds towards greater exposure to the equity market following the well-known World Bank
view against the public management of pension funds and more generally, against the role of
the state in development (Charlton and McKinnon 2001:169).

It was to be expected that an organization with such a huge amount of capital under its man-
agement would become a significant force in the South African economy. The chief executive
of the PIC, Brian Molefe, was nominated by the Financial Mail in 2005 as the second most
powerful and influential figure in the economy, after Tony Trahar, head of Anglo-American.
Molefe has promised to link the appointment of external asset managers with their record of
black economic empowerment. Thus the black owned Metropolitan Life stands to gain while
others may lose out on the amount they manage depending on the extent of transformation
(defined in this instance to mean black membership on boards) that has taken place. In
Molefe’s own words:

“We will use our investments in the [Johannesburg Stock Exchange] to accelerate
transformation. You can’t do it by legislation or dictatorship as this is a capitalist econ-
omy. We plan to use our rights as a shareholder to have a say... It’s dangerous to leave
the management of the economy to chief executives whose interests aren’t aligned with
the people who invest their cash in these companies” (Sunday Times 2004).

Molefe’s threats were not idle. The PIC withdrew R22 billion from its private asset managers,
including Old Mutual Asset Managers, Sanlam Investment Managers, Stanlib Asset Manage-
ment, Futures Growth Asset Management and Rand Merchant Bank Asset Management. The
withdrawal sent a powerful message of the necessity for transformation in the sector, and it is
no accident that each of these concerns now has an empowerment partner. Molefe has con-
structed his role in the PIC to primarily promote black executives at the board level using the
corporate channel of the AGM to accelerate change in the upper echelons of the corporate
world. Last year, two prominent companies, SASOL and Barloworld, have felt the impact of
Molefe’s style of boardroom activism through a major change in their executive directorships.

4. These were the questions I sent electronically to the GEPF’s Mr. Fisher:

(vi). Could you please provide a rationale for opting for a funded system instead of the pay-as-you-go
system?

(viii). What is the response of the GEPF in respect of the draft Public Investment Corporation Bill? Here
I would like a comment on both the process (was there adequate consultation and engagement) and the
content (what the Bill entails in respect of the funds of the GEPF).

(ix). Is there any possibility of a merger between the GEPF and the PIC?

(x). How does the GEPF view the corporatisation of its fund management? | would like a comment on the
philosophy behind the decisions taken - what ideas about economic development this entails and so on?
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The PIC has about R250 billion invested in the stock exchange. There are huge opportunities
for utilizing this economic muscle to foster black share ownership and to ensure black partner-
ship as senior executives. Molefe (2007) has made it clear that his aim is to transform the top
40 companies in South Africa by making their executive directors more representative of the
demographic realities in the country. Put plainlyAfter more than a decade of democracy, ac-
cording to Molefe (ibid.), there are 33 executive directors in the top ten firms in the country
only three of whom are black, all from one firm.®> He goes on to say that of the 92 executive
directors in the top 20 firms, only ten are black. At a conference celebrating a decade of de-
mocracy, the distinguished African scholar Ali Mazrui described South Africa’s transition in
the following metaphoric terms: “The whites decided to hand over the crown to blacks but to
keep the jewels.” The new government, he concluded, inherited a crown with no jewels. As
with all metaphors, Mazrui’s captures part of an unfolding narrative. It is clearly not the whole
story, but it certainly captures a vital part of it, and nowhere is this more evident than with the
executive directors of the top companies.

Currently, about 3.5 per cent of the total portfolio of the Public Investment Commissioners is
managed by the Corporate Finance and Isibaya Fund unit, an amount of about R13.2 billion
(PIC 20006). The stated purpose of this unit is to “pursue the transformation of the economic
landscape of the country by contributing to infrastructural development and economic trans-
formation initiatives, whilst ensuring positive real rates of return on funds invested” (PIC
2004). Toward the end of 2003, however, there had been a disaster in the management of
these funds especially in respect of Black Economic Empowerment deals. Admitting that the
PIC had “burnt its fingers”, the then Deputy Minister of Finance, Mr Mandisi Mpahlwa an-
nounced that there was a loss of nearly R300 million over a period of six years, with the value
of many of the companies that were targets of investment reduced to zero or almost zero.6

Box 2: The case of Telkom

There has been a great deal of controversy over some of the BEE deals in which the PIC has been in-
volved, many of which, especially in the early years, were hopeless economic failures. Of these, the
Telkom deal has provoked the most wide-ranging criticism because it is so clearly emblematic of the con-
tradictory roles of the PIC. The Elephant Consortium, a black-owned company, wanted to purchase a 15.1
per cent stake in South Africa’s monopoly telephony company, Telkom, (also Africa’s largest communi-
cations company), from the Malaysian-American company, Thintana. When the Elephant Consortium
could not find the funds, it approached the PIC, which in turn bought the shares at R78.74 each, using
money from its Isibaya Fund, discussed above. The PIC warehoused these shares and eventually sold 6.7
per cent of them to the Elephant Consortium at R92.50 each, while they were listed at R109 each. The
PIC has since decided to place 5 per cent of these shares in the GEPF portfolio and a further 3.4 per cent
is earmarked for future broad-based black empowerment (PIC 2006). The government remains the major
shareholder in Telkom, but this deal in particular, precisely because of the connections of the individuals
involved, has resulted in COSATU’s protesting that “the hard earned money of the poor has been used
without their permission to facilitate a deal that will pour millions of rands into the pockets of a few very
rich people” (cited in Business Day 2005). Instead of enriching a few, the labour federation argued that
the shares should be sold back to the government. This deal is the clearest illustration of the private af-
fairs in the use of public funds, especially pensions. Not only did it represent a substantial loss to the

5 The firm is MTN.

6 The following examples were provided: R13 million investment in Macmed reduced to zero, R100 million in-
vestment in PQ Africa reduced to R21 million, R70 million in Carewell Group reduced to R2.3 million, R61 million
invested in Midi TV reduced to zero and in Penta Publications also reduced to zero (News24.com, 2003).
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members of the GEPF, both pensioners and active workers, whose money was used to finance the deal,
but it also reveals the parasitic nature of narrow-based black economic empowerment.

Since September 2003, the Isibaya Fund has undergone substantial restructuring. Having
learnt from the errors of risky investments, the Fund is now mandated to allocate separate
amounts for three broad categories of investment:

1. The Fund of Funds: This fund, which amounts to about R3,4 billion, provides loans
to Black Economic Empowerment deals. Transformation of the ownership structure of
the South African economy lies at the heart of this fund, and it allocates loans of R100
million to black-owned or partnered firms and it has outsourced the allocation of loans
of between R5 million and R50 million to cater for small, medium and micro black-
owned enterprises.

2. Private Equity: This fund amounts to about R6 billion and is used to finance big
business owned by blacks or huge deals in which black-owned firms purchase shares in
big companies. Cyril Ramaphosa and Tokyo Sexwale have benefited from this type of
loan. Offered at an interest rate of 8.6 per cent, this form of loan has been part of the
broader change in class stratification of South Africa with the emergence of a hugely
wealthy black elite.

3. Infrastructural Fund: This is a long-term fund amounting to about R2.5 billion. It
has been used in projects such at the Gautrain, the various toll roads and so on.

Out of the enormous portfolio of the PIC, only this minute proportion (3.5 per cent) is directly
attributed to the transformation of the economic landscape in favour of the twin objectives of
black ownership and the creation of employment through socially responsible investments.
While the former objective has evidently been implemented to some degree, the latter has been
woefully neglected. In response to popular sentiment, the PIC has recently embarked on a
joint venture to create a large socially responsible investment fund, to be called the “Commu-
nity Property Fund”, with the aim of focusing on retail property investments in townships and
rural communities (PIC 2006). While such a move should obviously be supported, it does not
begin to address the enormity of the problem at hand in South Africa.

A growing amount of the funds of the PIC are invested in equities. Accounting for 32 per cent
of the total portfolio of the PIC, equities represent almost 10 per cent of the total market capi-
talization of the Johannesburg Stock Exchange. By far the largest proportion of the PIC’s
portfolio is in fixed income with government bonds accounting for 51 per cent, and money
market instruments accounting for 11 per cent. With the corporatization of the PIC, it seems
inevitable that more and more funds will be managed directly by the corporation itself. There
can be little doubt that corporatization opens the way for the PIC to become a profit-making
company in its own right. Currently, the property portfolio as well as the capital and money
market investments and a portion of the equities, are handled internally within the PIC. The
bulk of the equities are externally managed by the five private asset management firms men-
tioned above (see graph below).
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The GEPF provides more than 90 per cent of the assets managed by the PIC, its biggest client
by far. It could be said that the PIC is merely the investment arm of the GEPF, but this would
fail to reveal the full picture of the complex institutional arrangements that have emerged to
accommodate a variety of public and private objectives. Nor will it tell us very much about
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the particular manner in which the PIC and the GEPF relate to each other.

There can be little doubt that the PIC opens up possibilities for accomplishing social goals
through an appropriate investment strategy. However, its recent corporatization pushes it to-
wards privatization. While the PIC is still wholly owned by the state, it is an entity that for-
mally exists outside of the public sphere and therefore beyond its oversight. The real debate in
respect of the corporatization of the PIC concerns divergent conceptions of development in
the country. Broadly speaking these positions are polarized on the appropriate role for the
state in the development process. There is genuine concern about the welfare possibilities of
corporatization. But in practice, the debate has now been settled in favour of a diminished role
for the state and for the autonomous management of pension schemes through the corporati-
zation of the PIC.

ASSET ALLOCATION 2003

Source: Public Investment Commissioners 2003

3. DEBT, SOCIAL SPENDING AND DEVELOPMENT

The option to persist with a FF pension scheme has necessarily undercut the capital available
for social spending and undermined the possibility of the state to contribute toward an inclu-
sive development agenda. When such an enormous amount of money (about 30 per cent of the
South African GDP) is tied up in government debt to itself, then there are obviously fewer so-
cial investment opportunities, as illustrated by none other than former president Nelson Man-
dela.
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Table 2: State Debt Costs (interest payments) in R billion 1999/00-2002/2003

Type of Debt 1999/2000 2000/2001 2002/2003 2005/2006
Domestic Debt | 42.8 44.1 45.3 46.5
Foreign Debt 1.4 2.0 4.3 4.3

Other 0.1 0.1 0.05 0.05

Total 44.3 46.2 49.7 50.9
%GDP 5.5 5.1 4.9 3.5

Source: (Restructuring the GEPF 2001; Treasury RSA 2007:96)

The link between government debt and the shift towards a FF pensions system was made in
1998 by COSATU in a submission to the Parliamentary Committee on Finance (COSATU
1998). In COSATU’s view:

“[T]he decision to prioritize the move to a pre-funded public sector pension fund, in-
stead of prioritizing expenditure on housing, education, welfare etc, constitutes a mis-
allocation of the scarce resources of the state and runs counter to the stated policy of
reprioritizing expenditure in favour of basic needs. We therefore continue to rally sup-
port for the restructuring of the GEPF’s financing mechanisms with the objective of
expanding the resources available for RDP delivery in a manner which does not under-
mine the sustainability of the public sector pension system” (1998).

The Minister of Finance makes the same point in a more hedged manner: “[T]hus, even
though I would rather be spending money on improving the quality of life of people by up-
grading rural roads, urban areas, and school facilities than on debt interest repayment, as a
government we have an obligation to savings and the payment of pensions” (Manuel 1999). It
is difficult to estimate just how debt has influenced savings and investment in South Africa.
But it is well known that the country has a very low savings rate, about 15 per cent of GDP
down from about 24 per cent of GDP in the 1970s (Bhorat and Cassim 2004:24). There are
always choices that have to be made in budgets and in policies. These are obviously limited in
a small country seeking a place in the global investment scene. However, even within these
constraints, the policy and budgetary preferences provide a clear indication of government pri-
orities. Trevor Manuel makes the unambiguous statement that the obligation to pay pensions
to the public servants overrides the broader national concerns of poverty, ill-health and illiter-
acy. Certainly, the big apartheid bureaucrats, like director generals and other highly paid mem-
bers of the civil service, have been given their golden handshakes and early retirement pack-
ages, and the apartheid criminals, many responsible for death squads, have taken early retire-
ment on full pension (Bizos 1998).

Rhetoric and reality rarely coincide. In a presidential speech on the occasion of the budget
vote in the National Assembly, Thabo Mbeki made the following telling remarks. Citing Will
Hutton’s new book, The World We're In, at length, he concludes:

“[T]here can be no doubt about where we stand with regard to this great divide. It is to
pursue the goals contained in what Hutton calls the ‘broad family of ideas that might
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be called left’ that we seek to build the system of governance we indicated today and in
previous Addresses. The obligations of the democratic state to the masses of our peo-
ple do not allow that we should join those who ’celebrate individualism and denigrate
the state.” We would never succeed to eradicate the legacy of colonialism and apart-
heid if we joined the campaign to portray the social, the collective and the public
realm...as the enemies of prosperity and individual autonomy...opposed to the moral
basis of society, grounded as it should be, (in terms of right wing ideology) in the abso-
lute responsibility of individuals to shoulder their burdens and exercise their rights
alone...The advances we must record demand that we ensure that the public sector
discharges its responsibilities to our people as a critical player in the process of the
growth, reconstruction and development of our country” (2004).

Mbeki’s sentiments are in direct contrast to the individualizing realities of the Public Invest-
ment Corporation Act. The emphasis in this piece of legislation is very clearly toward the pos-
sibility of privatization and explicitly away from the responsibilities of the public sector in de-
velopment. There can be little doubt about the worth of using such an enormous amount of
capital as leverage for black empowerment among the asset managers. However, even this is
problematic, especially in the light of the manner in which black empowerment has led to the
enrichment of very few individuals. The Secretary General of the ANC, Kgalema Motlanthe
launched a frontal attack on black economic empowerment as “narrow based” (Sunday Times
2004). Appropriately addressing the Black Management Forum, he argued, “[1]t seems that
certain individuals are not satisfied with a single bout of empowerment. Instead, they are the
beneficiaries of repeated bouts of re-empowerment. We see the same names mentioned over
and over again in one deal after another” (ibid.). Commenting on a possible solution, he pro-
posed that the ANC should not regard those who had benefited from empowerment deals as
historically disadvantaged: “In other words, perhaps it is time to move to a situation which
limits a person to one empowerment deal, at least where this involves significant quantities of
state resources” (ibid.).

At the National General Council of the African National Congress held in 2005 in Pretoria, a
discussion document was tabled, with the following statement:

“A difficult issue to broach, but one that must be confronted, is the capital re-
quirements of financing black economic empowerment (BEE). As an illustration,
suppose a black company borrows from a bank to buy 10 per cent of shares in a
mining company. The mining company cannot invest in the sector for a number of
reasons including domestic regulatory and policy constraints. Their only option is
to buy a mine in Chile or Ghana. The financing of BEE deals that do not necessar-
ily raise productive investment levels in the domestic economy is therefore a drain
on scarce capital assets and will impact on the medium term investment level. This
is just one example where policy decisions in South Africa sometimes contradict
each other resulting in the failure to meet our most important objectives” (ANC
20057?).

The PIC very clearly involves huge quantities of public resources. Yet it is also clear that these
resources are not being used productively to cater for the development needs of South Africa.
The FF pension system is decidedly deleterious in terms of its role in the ongoing national
debt. There can be little doubt about the extensive evidence on the direct link between the
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fully-funded system and debt. Therefore, it appears that a state-driven design is more appro-
priate to meet the needs of the overwhelming majority of the population, without undermining
the interests of the public sector workers and pensioners. In short, it is possible to ensure that
the interests of the pensioners are met while dealing with the social challenges of unemploy-
ment and poverty.

4. CONCLUSION

This paper has provided an account of contributory public pensions in South Africa because
the issue of pensions raises vital questions about the appropriate role of the state in the devel-
opment process. There are contradictory pieces of evidence regarding the manner in which the
democratic state in South Africa has positioned itself in terms of the development policies that
it has adopted and the practices it has prioritized. In the particular case of this paper, the redis-
tributive thrust of non-contributory pensions lies awkwardly next to the personal gain model in
contributory pensions. While the former marks an unambiguous responsibility and role for the
state in dealing with the vulnerable aged population through redistributory social spending, the
latter points in a diametrically opposite direction towards less public accountability over the
use of public funds, ostensibly in order to create an environment favourable for investment and
saving.

As one of the most unequal countries in the world, South Africa faces enormous challenges
especially because of the manner in which race and poverty continue to coincide more than a
decade after the demise of apartheid. One is far more likely to be poor, to be infected with
HIV, to be illiterate, to be unemployed, if one is black. In a situation of such extreme dispari-
ties between wealth and poverty and between black and white, the pensions policy adopted for
workers in the public sector is singularly inappropriate. The effectiveness of social policy in
South Africa depends very much on the extent to which it reduces the disparities and tackles
poverty. There are, of course, many different ways in which this could be done, and Mbeki’s
remark that “as part of the realization of the aim to eradicate racism in our country, we must
strive to create and strengthen a black capitalist class” (1999), is an unambiguous statement of
priorities in this regard.

It would be misleading to view this statement in isolation. At a recent conference of Progres-
sive Governance held in Johannesburg, Mbeki made it plainly clear that the neo-liberal para-
digm was incapable of solving of the problems of Africa, that market fundamentalism held
many dangers for the continent and that substantial state intervention was necessary for a pro-
gressive agenda of redirecting resources from the rich to the poor (2005). Commenting spe-
cifically on the necessity to mobilize capital and on the possible use of pension funds, Mbeki
said:

“When you talk about development in Africa to reconstruct and build the African
economies to defeat poverty, that means capital. Obviously, as African countries, we
have got to do what we have to do to make sure that we mobilize and generate capital
domestically on the African Continent for these purposes. And indeed, as a project that
is ongoing now, some of our people looked, for instance, at the public sector pension
funds, in a number of African countries, and they found, | think it is about twelve Afri-
can countries, that those pension funds, they actually manage something in the order of
$130 billion. And we have this absurd situation that some of that money is invested in
stock exchanges outside of the African Continent, because it is said that there is a lack

22



of capacity to absorb these large volumes of capital here. That is something we are
working on, to say that, but yes, capital, savings of the working people of the Conti-
nent that are being used to develop countries that are already developed. We must do
something about that” (ibid.).

Following this line of thinking, Mbeki has recently placed the issue of repatriating African
owned capital on the NEPAD agenda, especially in relation to the development of infrastruc-
ture in Africa and to encourage trade. To be sure, there are some misgivings in South Africa
about the use of public sector pension funds on questionable infrastructural development
where the only certainty is the massive dividends to a small coterie of extremely wealthy en-
trepreneurs. But the idea of a Pan African Infrastructure Development Fund which aims to
raise $1 billion from civil servants pension funds in Africa towards the building of roads, ports
and telecommunications networks on the continent is a compelling one. The problem lies not
in the idea itself, but in its implementation (PIC 2006).

There is a tension of inconsistency between the progressive agenda involving social spending
and dealing with poverty, on the one hand, and on the other, a commitment to developing a
black capitalist class and making inroads into the white stranglehold of ownership and privi-
lege via the route of black economic empowerment. It is crucial that the government negoti-
ates these tensions in a manner which allows for a social policy that encourages economic
growth while simultaneously maintaining the social imperatives for redistribution. The exigen-
cies of legitimacy and consent demand the latter. In South Africa, precisely because of the ex-
tent of inequality and because of the manner in which the differentiation between rich and poor
continues to correspond with the division between black and white, the necessity for redistri-
bution is all the more urgent. In this regard, Mkandawire (2001:19) argues forcefully that,
“...states...have had to be concerned with reconciling the exigencies of accumulation with
those of legitimacy and national cohesion. Consequently, the pursuit of social policies that en-
hance accumulation while securing the state the necessary legitimacy for political stability has
constituted the cornerstone of development management.” In short it is a question of how to
manage public goods and services on behalf of and in favour of the people so as to enhance
both economic growth and social inclusivity.

In this respect, there can be little doubt that an opportunity was lost concerning the manage-
ment of the public pension funds. The conversion of the Public Investment Commissioners, an
entity within the public sector, into the Public Investment Corporation, a corporate entity out-
side the public sphere, has undoubtedly closed off opportunities for redistribution through so-
cial spending. Instead, it has safeguarded the pensions of apartheid-era public workers and it
has enhanced opportunities for substantial benefits for a very small black bourgeoisie. This, in
turn, has had the effect of widening the gap between rich and poor in the country as a whole
and among blacks in particular. The entrenchment of the FF scheme has imposed an enormous
debt burden on the state. It is a burden that substantially undermines the capability of the state
to implement social policies designed for long-term development. In South Africa, the state
has shown its hand, as the practice of corporatization of public sector pension funds batters
down the rhetoric of progressive governance and concerns for redistribution to the poor.
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