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While Government continues to do its best to uproot 
corruption in state-owned entities (SOEs), curbing 

the ravaging effects of corruption will require far more 
than the mere removal of those who have been found 
guilty of it. Maladministration, poor governance and the 
controversial concept of state capture have led to many 
SEOs facing deep financial difficulty.

There is no doubt about the importance of SOEs in the 
South African economy. They have a direct impact on 
the country’s overall growth and development as well 
as on the daily lives of ordinary South Africans, from 
ensuring that the lights are on in every household to 
enabling people to travel from home to work or school 
and allowing us to engage with each other using 
telecommunications infrastructure. Seeing South 
Africa’s SOEs fail is having far-reaching consequences 
for all of South Africa, including members of retirement 
funds.

Business Day recently reported that financial institutions 
may approach the Constitutional Court if the South 
African government forces pension funds to invest in 
bankrupt state-owned enterprises. This is in response 
to a proposal in the ANC election manifesto that 
the government will investigate the introduction of 
prescribed assets for financial institutions. 

The concept of prescribed assets requires pension funds 
to invest a set amount of their funds in instruments such 
as government or parastatal bonds. One way that this 
can be done is through the amendment of Regulation 
28 in the Pension Fund Act by prescribing that a certain 
percentage of retirement fund investment must be 
allocated to government or parastatal bonds.

The idea of pension funds funding ailing SEOs (while 
not set in stone) can be seen as imposing an indirect tax 
on the pension savings of large parts of the middle class 
and the employed working class. 

According to Isaac Ramputa, chairperson of the Batseta 
Council of Retirement Funds for South Africa, ‘In South 
Africa, discussions of using pension fund money for 
various national interests continue to unfold, but the 
problem is these discussions do not include the asset 
owners (the retirement funds themselves), which in my 
opinion are the most important stakeholders of all.’ 

Mr Ramputa went on to say that in the retirement 
funding space, principal officers and trustees have a 
fiduciary duty to ensure that members retire securely. 
This means that these professionals have to make 
decisions that will ensure the best possible returns for 
their members. Imposing prescribed assets in effect 
undermines the fiduciary roles of principal officers and 
trustees. 

Retirement funds are structured differently from other 
funds. In the defined-benefit (DB) fund, the employers 
guarantee a specific retirement benefit outcome for each 
member, while in the defined-contribution (DC) fund, 
the employees are the funders of the plan. The size of 
the fund also matters. In South Africa, the top 100 funds 
represent 80% of the total assets under management 
(AUM). Fund types differ, and so do their approaches to 
investments. This has to be taken into consideration 
even before the idea of prescribed assets comes up. 

According to Mr Ramputa, ‘Conversations regarding 
pension funds cannot be held in the absence of 
asset owners, consultation in this regard is thus very 
important. It is not the first time that the issue of 
prescribed assets comes up and while it is still an idea at 
this point, it is important that government does not only 
impose new laws on asset managers but engages asset 
owners to understand our challenges better.
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