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Drawing on the mathematical symbol
for exponents (83 or eight to the power of three),
Benefits ALL Barometer translates into
benefits TO THE POWER OF ALL.
It’s all-encompassing and all-serving,
following a holistic approach to creating
sustainable communities across
all socio-economic groups.
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FOREWORD
BY GROUP
CHIEF EXECUTIVE
ANDREW A. DARFOOR
An introduction to the ‘golden
threads’ of narrative for
Benefits Barometer 2018
As I travel around our various
markets and countries, I have had
the opportunity to reflect on the most
pressing issues facing the workforce
of the future, and how employers
and employees must adapt to rapid
improvements in living standards,
made possible by changes in social
and technological innovations.
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I also see an evolving picture of hopes and
aspirations converging around expectations of a
better future. And as people’s aspirations rise, so
do demands for well-being and social protection.
Opportunities for social mobility, quality education,
healthcare and housing are scripting a new narrative.
For many, these expectations are changing how
people think about what is desirable and possible.
Yet, as the complex interplay of stakeholders in
this unique narrative – individuals and families,
employers and labour, fiduciaries, policymakers
and regulators, and financial services providers
– endeavour to meet the financial, physical and
emotional needs of people and households, the
challenges are multiplying. This means we must
constantly evolve and adapt our approach to
financial services.
At Alexander Forbes, we have been fundamentally
rethinking the relevance of our financial solutions to
the country’s evolving narrative. It is a great privilege
and responsibility to manage the assets clients have
entrusted to us, most of which are invested for longterm goals such as retirement.
For the past five years, Benefits Barometer and
the Alexander Forbes Research Institute have
carved a unique space in thought leadership within
our organisation, South Africa and the financial
services industry. Each year, we delve that much
deeper into the question of how effective those
solutions have been.
The good news is that our narrative to date appears to
be striking a chord. Already there is a much deeper
appreciation of the fact that if we want to stay relevant
as financial services companies, we will need to focus
on supporting a family’s financial journey (irrespective
of their income level) as much as we have on
providing for their post-employment years.

Note how I hesitate to use that word
‘retirement’. Perhaps the time has come for
us to retire the word ‘retirement’. The term
should be used to describe our need to
replace our current ability to generate income
with some self-funded future.
It has now become the ‘new normal’ for industry
players to talk in terms of holistic well-being
solutions for their clients. Embracing well-being is
not just good for ensuring continued stability and
productivity for employees and their families; it
also contributes to the employer’s bottom line and
to government’s broader agenda of ensuring we
have both social protection and a mechanism for
wealth creation to create a more representative
and stable middle class.

We need to go further. Where next?
In spite of these promising changes, we still have
some distance to travel to understand exactly
what will have the greatest impact on the financial
well-being and stability of our people, and on
what basis we can create a sustainable business
model to support this. The task before us is to
find the answers.
In South Africa, President Ramaphosa’s rallying
cry of ‘thuma mina’ – ‘send me’ – invites us all
to step up and become both part of the debate
and part of the solution. This is clearly a critical
inflection point. For far too long, South Africa has
looked elsewhere for development answers and
models. For far too long, we have accepted, with
little questioning, the models of financial servicing,
social insurance and security, and investment
and savings that have served the interests of
very different developed-country economies and
demographics. The fact that nearly 42% of South
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Africans have both informal financial solutions and
conventional, formal solutions suggests that, as
financial services providers, we haven’t remotely
started to address what our clients need most.
Now is the time for a constructive dialogue
between the public and private sectors on how
we might collectively start addressing the roots
of South Africa’s development challenges in a
meaningful way.

■■ assess exactly which financial products will
have the greatest impact in providing both
social protection and social mobility for
South African families.
We believe we can do better. We also recognise the
urgency to do so.

The well-being of individuals and their families
(both nuclear and extended) does not exist in a
vacuum. It can only truly exist when all three social
layers – the family, the workplace, the country’s
broader social and economic dynamic – are
effectively aligned around well-being.

New dimensions to the conversation

To create that alignment, we need to recast the
narrative. We need to start with what is uniquely
South African about our challenges in the global
arena to come up with a homegrown set of
solutions.

This is the time to return to multistakeholder
collaborations, but we must keep our eye on which
decisions are likely to give us the greatest multiplier
impact in terms of job creation, skills development
and keeping South Africa competitive. This means
confronting the following interlocking issues:

Beyond simply identifying what the barriers have
been in the past, we need to start asking what the
future could look like if we were to:

In this edition of Benefits Barometer we’ve ventured
to add some new dimensions to the conversation.
We have suggested that we need to stimulate
stakeholders to think more creatively to get better
traction towards creating a well-being economy.

■■ If the problem is job creation, where could our
savings be better deployed to achieve that end?

■■ restate the way we measure economic success
in terms that reinforce our need for inclusive,
sustainable economic growth and directly
address barriers to social mobility

■■ If it’s a question of incentivising economic growth,
which sectors and which areas of the country
give us the best return for the broader well-being
of South Africans?

■■ reconceptualise the role of the workplace, the
employer and the corporation so that these
entities play a more effective role in linking the
well-being the individual to the well-being of the
economy

■■ If it’s a question of how to get corporates,
employers or even pension fund fiduciaries to see
the economic value of sponsoring job creation,
skills development and the development of
SMME supply chains, how do we make that an
easy process and an easy investment decision

■■ think more creatively about the future of finance
and how professionals in this field could better
address ways that funding, wealth creation and

8

social protection could have the greatest impact
on the social mobility of South Africans and the
inclusive growth of the economy

We also need to help employers better understand
the critical role they could play as catalysts for

FOREWORD

transformation, diversity, inclusion and the reduction
of inequality in this country.
Companies must ask themselves: What roles do they
play in the community? How are they managing their
impact on the environment? How are they working
to create a diverse workforce? Are they using
behavioural science, artificial intelligence and other
tools to prepare employees to help them manage
their whole financial journey? How do they better
create the kind of culture of continuous learning
and innovation that South Africa’s future will be
dependent on. Even if the workplace is failing to
create adequate employment opportunities, it is still
our best chance of changing the narrative around
skills development and education.

ALL

This year we launch BENEFITS BAROMETER
as a digital crowdsourcing vehicle to facilitate the
conversations and multistakeholder collaborations
that will be integral to South Africa’s future.
The vision is to create a framework for those
conversations, invite all who are interested to
participate (and prod those we believe have
important insights to contribute), and keep these
conversations alive as we work through testing and
implementing the outcomes.
You have all just been invited to join us!

To succeed, I would argue that these initiatives need
to be more than just tick-box exercises. We need
to provide a framework for creating a workplace
that provides as much for the emotional and social
needs of employees as it does for their physical
and financial well-being. Together, we can create a
workplace where people can begin to thrive.
Creating real impact, though, demands a
resource that connects the dots between all
the interdependent initiatives that can influence
South Africa’s future.
Benefits Barometer provides that platform.
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Thuma mina: send me. We are being asked to
make a contribution, to ‘lend a hand’, ‘put our
shoulders to the wheel’ and make our voices heard.
What could we do to ensure a higher quality of life
for people in this country? We all should own this
very right to participate, whether as a lone voice,
as part of a community, or as part of a specific
economic, political, corporate or industry
interest group.
The question is: Where do we believe we can add
the most value to the discussion? Over the past
five years, Benefits Barometer has relentlessly
questioned how effective the financial services
sector has been in meeting both the social
insurance and social mobility needs of individuals.
To what extent have we participated in the creation
and transformation of a broadly diversified middle
class that can become an anchoring point for
inclusion, equality and a better life for individuals?
The harsh and frank answer is: not enough.
In truth, this is not just a problem for the financial
services industry. We have said repeatedly that
effective change can occur only through an
aligned partnership with other stakeholders in
the ecosystem that underpins the well-being of
individuals. Those stakeholders play a vital role in
taking us from a point of ideas to a point of action.
The time for simply talking about ideas has ended.
If we are going to start experiencing substantive
change, then the time for action is now.

Let’s start with a South African
development model
What these five years of analysis have laid bare,
though, is that until we start thinking about South
Africa’s future well-being – for its people, its
workplaces and its broader economy – we will
have missed a critical opportunity to address
the structural and socio-economic barriers that
have made progress in this country so slow and
problematic. We believe that the time is ripe, both
politically and socially, for South Africa to craft its
own model for success – one that addresses this
country’s very unique historical and contemporary
socio-economic challenges. Now is the time for
courageous challenges to existing conventions.

Anne Cabot-Alletzhauser
Head of Alexander Forbes
Research Institute

We need a new lens through which to view,
understand and engage with those challenges.
It’s a lens that can best be described as a hybrid
of two relatively new, yet different, aspects of
development theory: the well-being economy
perspective and the developmental anthropology
perspective.
■■ The well-being economy perspective
Kate Raworth, a University of Oxford economist,
argues that ‘the great mistake of economics is
thinking of the economy as separate from the
society of which it is part and the environment in
which it is embedded’. Challenging conventional
assumptions that GDP growth leads to well-being,
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she and other economists, such as Lorenzo
Fioramonti of the University of Pretoria, have
proposed a rethinking of economic theory that
places the well-being of a country’s citizens and
its limited resources at the centre of the metric
for success.
This raises serious questions as to whether GDP
growth is the measure of a ‘successful’ society
– a concept that has dominated most of South
Africa’s own economic strategic planning to date.
In particular, it questions the National Development
Plan’s target of an annual growth rate of 5.4% from
now until 2030, in order to create 11 million jobs.
It also means we need to consider two different
dynamics for a new model for a well-being economy.
The first is a more inclusive measure than GDP.
The World Economic Forum provides a useful
metric with its Social Progress Index. This is an
aggregate index that captures:
■■ basic human needs (nutrition, water and
sanitation, safety and shelter)
■■ foundations of well-being (access to
information and communications technology,
basic knowledge, health and wellness, and
environmental quality)
■■ opportunity (personal rights, freedom of choice,
inclusion and access to advanced education)
The power of this index is that it can be used
as a planning roadmap for both economies and
businesses. But even this may not be a completely
adequate metric.
If developing economies are trying to play
catch-up with limited fiscal resources, we also need
a framework that helps us understand whether
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our areas of prioritisation are giving us the greatest
‘bang for buck’. That means our second parameter
needs to assess the multiplier effect of our different
policy decisions. This involves finding measures that
allow us to understand which social and economic
investments will have the greatest potential for
improving the quality of life and well-being of all
people residing in South Africa. The focus simply
cannot be on growth for growth’s sake.
■■ The developmental anthropology perspective
Developmental anthropologists look at how change
affects individuals. While change is acknowledged
as an essential part of our constantly evolving
history, the question development anthropologists
grapple with is, ‘Whose cultural perspective or
agenda would best serve the interests of the
population in question?’
If the chosen model does not ignite support from
the broader population, what are the potential
impacts and how should they be redressed? The
advantage of developmental anthropology is its
focus on how all social dynamics integrate or come
into play. These will either add up to create a toxic,
dysfunctional environment, or work to alleviate the
disruption and stress that rapid change might bring
to individuals in that society.
More importantly, developmental anthropologists
approach the problem of change from the bottom
up. How can we use the way people interact with
each other every day to reinforce, then quietly
guide, the kind of social intercourse we need
for society to function in the most inclusive and
egalitarian way possible? To find catalysts for
effective change, developmental anthropologists
look to those areas where people’s lives intersect
and demand interaction.

EXECUTIVE SUMMARY

To formulate an effective as well as compelling way
forward, we recognise that we will need to draw on
both of these developmental perspectives.

important building block of transformation, diversity,
inclusion, social cohesion and general well-being for
employees and their families.

This new lens also provides us with entry points that
guide our response to the challenge, which requires
all of us to ‘lend a hand’. It provides each of us in
the well-being ecosystem with a way of defining how
best we can actively participate, irrespective of our
starting point or preferred platforms of engagement.

The third explores whether service or benefits
providers can collaboratively create products
and services that best respond to end user and
client needs. These would be products that meet
the broader need for asset accumulation, social
mobility and protection, and general well-being.
At some level, this will demand a complete rethink
of what we are currently using and a discussion of
what would need to be reconfigured in relation to
current service and product approaches.

How do we enter the discussions?
This 2018 edition of Benefits Barometer has been
designed to give our readers appropriate material
for these engagements. We have considered three
distinctly different points of departure for readers to
translate ideas into action plans.
The first targets the broader policy debates that are
being held at existing multistakeholder institutions,
such as the National Economic Development and
Labour Council (NEDLAC), and within industry
advocacy groups such as Business Unity South
Africa (BUSA), the Black Management Forum
(BMF), Business Leadership South Africa (BLSA)
and the Association for Savings and Investments in
South Africa (ASISA).
The second is from the perspective of the employer.
As the racial and gender composition of the
South African workplace transforms into a more
representative one, the workplace is becoming
a microcosm of broader South African society.
What, then, could employers do in the workplace
and within their own businesses to advance the
well-being agenda for their employees, business
partners, suppliers and the broader ecosystem? It is,
in fact, within the workplace that the great diversity
of South African society intersects. It is therefore an

Set against this background, the 2018 edition of
Benefits Barometer is divided into five parts. Each
part provides a very different entry point to the
discussion and level of engagement.

Part 1: Individual well-being and the
well-being economy
Part 1 contextualises the well-being economy
debate. In introducing the notion of ‘well-being’,
we ask what is meant by well-being and why it
is an important organising concept in thinking
about solutions to our society’s multidimensional
challenges. We take a critical view of the role of
current measures of societal progress, such as
GDP, and explore some of the innovative measures
emerging across the world. In responding to
these challenges, we suggest that well-being is
not only about the absence of material want at an
individual, employer and macroeconomic level,
but about prioritising an ecosystem that enables
interpersonal collaboration, healthy ecosystems
and strong social ties between different actors
and within organisations.
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We suggest that social mobility is an important
facilitator of well-being, influenced by how
ecosystems at multiple levels configure forms of
social solidarity, protection and social contracts.
These ‘social ties’ require workplaces to be critical
meeting places for exchanging ideas, promoting
diversity and creating building blocks for greater
social cohesion. We suggest that the role of
organisations is an externally focused one that
requires them to play a role in supporting emerging
businesses, channelling investment to underserved
economic corridors, and ensuring diversity and
transformation are seen not as a compliance issue
but rather as a strategic imperative with positive
potential for the bottom line. These are ambitious
interventions that require new lenses through which
to view institutional culture and change. We believe
that this is possible, provided we come together for
a common purpose.
In Chapter 2, we explore the socio-economic and
structural barriers to social mobility and well-being.
The structural barriers we address here are:
■■ Social inequality: What are its root causes and
how does it contribute to our failure to create
social cohesion and a stable middle class?
■■ Spatial and geographical inequality: How have
the urban–rural divide and urban migration
exacerbated issues of access to limited services
and resources?
■■ The concentrated nature of economic activity,
asset ownership and financial capability
■■ The challenges of creating a socially cohesive
society, and the distinction between formal and
informal solutions, which reveals that formal
solutions don’t always measure up to the
financial needs of individuals
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Chapter 3 also acknowledges that some of the
seemingly insurmountable challenges require
coordinated and concerted efforts by multiple
stakeholders. This section looks at some examples
of what such multistakeholder collaboration could
look like and, drawing on the concept of ‘shared
value’, suggests how such collaboration could work
practically and commercially.
Finally, in Chapter 4, we examine how tax and
non-tax incentives have been allocated to various
sectors of the South African economy. The question
we raise is: To what extent do these align with
our focus on job creation and our ‘multiplier’
discussion? Implicit here is the point that we may
need to revisit how we are incentivising different
sectors if we want to get better value from our
long-term planning.

Part 2: A multistakeholder approach
to overcoming the barriers to a
well-being economy
We then go on to highlight four broad South African
challenges and present case studies that illustrate
how a multistakeholder initiative could add value and
provide a more compelling outcome:
■■ Chapter 1 considers the issue of uneven
investment and spatial development, and
proposes models for developing economic
corridors or second-tier cities. We describe an
effective methodology for determining which
geographic areas would be best suited to a
second-tier-city initiative.
In strengthening our case, we provide a
‘postcard from Odisha’ that describes why a
similar exercise in India proved to be particularly
fruitful. We also investigate an interesting case

EXECUTIVE SUMMARY
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study in flx, an SMME initiative that can create a
potential benefit for employees in reducing both
the cost and time of work commuting while at
the same time addressing urban congestion.
■■ Chapter 2 proposes a rethink of corporateled SMME development strategies in order to
make the support of business development
a compelling value proposition to large
corporations. We use a case study on the
transformation of the auto industry supply chain
to illustrate some of the potential challenges and
blockages that confront SMMEs.
■■ Chapter 3 introduces a discussion about the
challenges of ageing in South Africa, specifically
highlighting the extreme shortage of long-term
care facilities that triggered the disastrous
situation where 144 patients died after being
moved from Life Esidimeni and other facilities
to unsuitable NGOs. With better support
and coordination from both the Department
of Health and the Department of Social
Development, could we not look at a solution
that might help us simultaneously solve for
youth unemployment and community-based
long-term care, and potentially even transform
the asset management industry?
This section also delves into the broader
societal issues brought on by dementia (and
potential solutions) as well as the challenges
currently being faced in KwaZulu-Natal, where
businesses and policymakers strove to find
better solutions for addressing the shortage of
both facilities and funding.
■■ Chapter 4 is a continuation of the previous
case study. Here we consider how to best
effect transformation in the South African
asset management industry at a time when
the industry needs investment solutions that
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better address the broader social needs of
South Africans. We suggest that business
success for emerging managers might lie in
focusing on a differentiated business model
and a differentiated investment strategy. Impact
investing would be just such a differentiator
and it has the potential to totally transform the
ethos and business model to better address
the funding needs of both individuals and the
broader economy.
Each of these case studies provides a close-up
look at the transformational potential of these
multistakeholder collaborations. More importantly,
they re-emphasise how much better our decisionmaking can become when we look at the multiplier
impact of our decisions on the broader South
African economy

Part 3: The workplace as a
micro-environment for creating a
well-being economy
Chapter 1 focuses on how we can create the
well-being workplace. Building up to this
well-being workplace demands that we pull back
the multiple layers of social dynamics that exist
within the workplace to test if all is well. Meeting the
multiple challenges of transformation, diversity and
inclusion, and social coherence poses tremendous
complexity. Here, we identify what we believe the
industry hasn’t covered adequately in previous
discussions or models of well-being (See Benefits
Barometers 2013, 2014. 2015, 2016, 2017).
Workplace well-being is a concept that has begun
to gain traction with both employers and financial
services providers. Chapter 2 suggests that,
because of a range of potential design flaws, many
of these programmes may not deliver the kind of
outcomes individuals need. It’s time we start doing
a more thorough job of monitoring their impact.

EXECUTIVE SUMMARY

Something that will make a critical difference here
is enhancing the onboarding experience of a new
employee so that well-being becomes an integral
part of the agreement with employees, ensuring
they can maintain ongoing productivity.
More importantly, if well-being programmes can
move beyond simply solving for individual welfare
and potentially build up to the well-being workplace,
then we can create the direct linkages of the
well-being economy with the workplace, community
and then, finally, the individual that their families.
Chapter 3 starts with a range of preventative
interventions that allow employers to be more
proactive when it comes to managing the everyday
work and personal crises that can derail employee
productivity. Because none of these ‘small
disturbances’ really points to significant or systemic
issues, we tend to underestimate the significant role
they could play in creating a ‘first line of defence’ to
emotional well-being.
Chapter 4 adds to the growing body of work on
well-being in the workplace by tackling the thorny
issue of mental health. Why is this such a ‘no-go
zone’ for employers, and how we can go significantly
beyond the current reliance on medical aid schemes,
employee engagement programmes and disability
insurance to deliver a viable support system? A
‘postcard’ from an employee reminds us of another
sensitive ‘no-go’ area: grief in the workplace.
Chapters 5, 6 and 7 are introduced by a ‘postcard’
from an employee which reminds us that if
employers approach culture from an inauthentic or
insincere place, employees will cynically see these
efforts as little more than tick-box exercises. These
three chapters discuss issues that are fundamental
to creating a well-being workplace that supports
the broader societal imperatives for South Africa:

how employers can set the standard for diversity
and inclusion, gender equality and transformation
through a culture that is both relatable and effective.
The narrative here is less about emphasising why
these factors are important – they are fundamental
to all South African companies – and more about
why so little traction has been gained when these
initiatives are addressed separately.
Chapters 8 addresses another core area for a
well-being workplace: how the workplace becomes
a continuous learning environment where skills
development for the workplace of the future are a
paramount focus.
Finally, in Chapter 9, we use the challenge of
skills development to illustrate how an integrated
process can not only provide far greater
efficiencies in terms of funding and administration,
but also ensure that employers, employees and
policymakers all get what they need out of such
incentivised programmes. Structured optimally,
these programmes can also significantly contribute
to an employer’s enterprise development and
procurement policy initiatives.

Part 4: The role of financial products in
enhancing financial well-being
At a time when customer confidence in financial
service products continues to wane, Part 4
provides a rigorous assessment of the critical
role these products can play in facilitating social
protection and social mobility. In delineating
exactly how financial products can achieve these
important outcomes, we remain emphatic that
this all depends on whether the product correctly
meets specific needs, provides adequate value
for money that clients can actually identify, and
addresses the dual need for consumer education
and behavioural change.
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Employers can become a catalyst for employee
wealth creation and financial stability. All this
demands that we understand the key components
of a successful product. This analysis provides an
important checklist that helps product providers
and employers to determine what best suits the
varied needs of their clients and employees.
Part 4 addresses two other key discussions. First,
we look at how employers can significantly improve
their employees’ social protection and social
mobility by introducing products and services
that provide ‘just-in-time’ training to enhance
financial capability, and auto-save and auto-enrol
programmes to increase savings. Second, as a
continuation of our opening discussion, we explore
where disruption and fintech are likely to take
financial innovation. Which innovations are likely
to serve the interests of South Africans best? How
has an area such as fintech fallen short in South
Africa, and why? And what is likely to change those
outcomes in the future?

Part 5: Where does this all take us?
Grappling with the conflicts and
contradictions that may lie ahead
In this last section, we address some of the hard
decisions that may lie ahead. The financial services
industry has to deal with the incredible complexity of
the challenges and changing needs of individuals.
The easy choice is to provide solutions that are
increasingly individualised and targeted to very
specific needs. By that logic, the financial services
industry could well go the route of providing the
type of portable, individualised ‘financial aid
schemes’ that are currently on offer with medical
aid schemes. But do we clearly understand what we
would sacrifice in terms of creating a transformed
and cohesive society if we do that?
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At the other end of the spectrum would be a
focus on national solutions to societal problems.
A national health scheme or more universal social
security looms large in that narrative. And therein
lies the challenge.
We need solutions and we need them fast. We
need to achieve near miracles in relation to job
creation, skills development, wealth creation and
preservation, and social protection with a very
limited wallet size. What better point in South
Africa’s evolution to redefine the compact between
government, business (or the employer) and
South Africans themselves to achieve that end? To
address many of these issues we will need to turn
to all of you for answers. To that end we announce
ALL
the launch of BENEFITS BAROMETER as
a crowdsourcing platform to allow all of us to
participate in future debates to address that quest
for solutions. As a teaser, we introduce seven
‘puzzlers’ – questions that we believe need our
immediate attention if we are going take these
conversations forward.
All of these factors are going to have to be
understood if we are genuinely going to be able
to shift our focus as an economy from pursuing
growth at any cost to developing South Africa and
its people to deal with the challenges of the future
from a collective position of collaboration rather
than one of contest and strife.
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What do we mean by ‘well-being’?
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OVERVIEW
If the measure of growth is the expansion of the production of goods
and services, we have a different set of priorities from those that derive
from well-being. This chapter defines well-being as more than just growth.
It is an economy of social ties aimed at expanding individual freedom
to make life choices. At the centre of a well-being economy are
employers and employees.
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WHAT DO WE MEAN BY ‘WELL-BEING’?

A ‘well-being economy’ is one in which collective and individual well-being is influenced
by cohesive social relations and a configuration of social institutions. Viewed in this way,
well-being becomes a virtuous outcome of the collaboration of multiple stakeholders.

Ayabonga Cawe
Managing Director
Xesibe Holdings
Additional contributors:
Sibongile Gangxa
Ntombi Mbele
Msimelelo Ntoyapi
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Phiri. Mapetla. Zola. Mdeni. These words, written
boldly in white on a black background, list some
of Soweto’s neighbourhoods. They’re printed on
a sweater that’s draped over a wooden hanger
at the back of a multipurpose streetwear store
at 173 Machaba Drive in Mofolo Village, Soweto.
Co-owners Wandile Zondo and Galebowe Mahlatsi
say the reference is an ode to Tokollo Tshabalala,
who first strung those words together in a kwaito
song more than 15 years ago.
It’s also a recognition that the store – a melting pot
of vibrant and youthful energy focused, in Wandile’s
words, ‘on changing the face of the township’ –
could convey shared and common experiences
of the past and the present. The clothes and the
subculture they represent could also be a conduit to
an array of activities focused on well-being, a sense
of community, and social ties based on collaboration
and trust. Taking the community along a journey
towards a new idea of their surroundings was key to
giving the township, a ‘new face’ as Galebowe puts
it: ‘Take running culture. We’re not the first ones
to do it. But, in terms of pioneering and bringing it
together with street culture in the township … we
are the first ones to do that.’

Back in 2005, some would’ve suggested this was
some idealistic concept that wouldn’t last beyond
a few years. Yet, the store’s success is testimony
to the fact that people in and outside Soweto
yearn for personal interactions as much as they
do for consumption and the accumulation of
money and wealth.
One of Soweto’s homegrown success stories
with a keen interest in developing social ties
based on trust and collaboration is President
Cyril Ramaphosa. From his clarion call, citing
Hugh Masekela’s song, Thuma Mina, to his
early-morning walks in Soweto, Langa, New
Brighton and the Grand Parade, Ramaphosa has
inspired a new wave of optimism with his call to
everyone to lend a hand.
The optimism is a recognition that, after more than
two decades of democracy, it takes more than any
one stakeholder grouping or political party to build
a society than shared identity cards, a national
flag and a national anthem. It is also a recognition
that much like 173 Machaba Drive in Soweto,
well-being is an economy of social ties.

PART 1

WHAT DO WE MEAN BY ‘WELL-BEING’?

Defining a well-being economy
This year’s Benefits Barometer focuses on how
well-being can be attained and the role of each
stakeholder grouping in that effort. We explore the
notion of well-being in its multiple dimensions and
at various levels – individual, community, workplace,
corporate and the broader economy – with an
understanding that well-being is not only about
individual self-interest, driven by materialism; it is
more fundamentally about shared interests built
on interpersonal collaboration, healthy ecosystems
and strong social ties.1 A ‘well-being economy’,
therefore, is one in which collective and individual
well-being is influenced by cohesive social relations
and social institutions. Viewed in this way, well-being
becomes a virtuous outcome of the collaboration of
multiple stakeholders.
Social mobility is an important facilitator of
well-being and it is both enabled and limited by
how ecosystems, forms of social solidarity and
social contracts are organised and designed. At
an individual level, as we see with Wandile and
Galebowe, recognition of one’s passions and goals
is as important as making a living without being
incessantly vulnerable to poverty. At community
level, collective well-being involves the individual’s

voluntary engagement in multistakeholder
activities that establish inclusive, collaborative and
empowering responses to local needs.
Individual and collective well-being and the
well-being economy, according to University of
Pretoria economist Lorenzo Fioramonti can exist
only through ties of solidarity, trust and common
interest rather than transactional relationships:
‘ […] this type of trust is not built through mass
production and consumption. It is built every single
day by the many associations, committees, sports
clubs and recreational initiatives that the growth
economy relegates to insignificance’.2

Chapter 1

If President Cyril Ramaphosa’s
Thuma Mina initiative is a call
to action, what action can
corporate South Africa take to be
part of the change required in
South Africa to generate shared
prosperity and social inclusion?

The role of organisations
If President Cyril Ramaphosa’s Thuma Mina
initiative is a call to action, what action can
corporate South Africa take to be part of the
change required in South Africa to generate
shared prosperity and social inclusion? At one
level, the workplace, where those who are
employed spend most of their time, offers a critical
meeting place for galvanising the South African
imagination – for exchanging ideas, for crossing
divides, for creating social cohesion. One way
this can be achieved is by having early childhood

Individual and collective well-being and the well-being economy can exist only through
ties of solidarity, trust and common interest, rather than transactional relationships:
‘[…] this type of trust is not built through mass production and consumption. It is built
every single day by the many associations, committees, sports clubs and recreational
initiatives that the growth economy relegates to insignificance’.

1, 2: Fioramonti, L. 2017. Well-being Economy: Success in a World Without Growth, Pan MacMillan, Johannesburg (book).
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Workplace organisations have
a role to play in responding to
the socio-economic challenges
of a country like South Africa.
They can be instrumental in
transforming society through
supporting small business,
channelling investments
to underserved economic
corridors and second-tier cities,
and ensuring their workplaces
strategically pursue diversity
and transformation.
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development facilities on site for the children of all
employees, from the cleaner to the chief executive
officer. This would foster early voluntary interactions
across barriers of class and culture, contributing to
greater social cohesion.
At another level, workplace organisations have
a role to play not just as places of interaction
between employees but also as producers of goods
and services – a reality that ties them with other
stakeholder groups, such as suppliers, customers
and regulators.
The combination of the workplace as a meeting
place and producer of goods and services
should mean the pursuit of the goal of being a
‘well-being employer’. This is a notion we discuss
at length in other parts of the publication. In effect,
it means employers and employees cohering
for mutually beneficial outcomes that positively
impact on employment and the company’s bottom
line. It’s safe to say that it is a goal which enjoins
corporations to pursue well-being in multiple
ways. These could include prioritising employees’
physical and mental health through preventative

stress management approaches, or responding to
their financial vulnerability by facilitating access to
financial products that meet specific needs.
Externally, workplace organisations have a role
to play in responding to the socio-economic
challenges of a country like South Africa, vastly
unequal and divided. Here, their role is informed
by an understanding that they, too, can play an
important part in transforming society through
supporting small business, channelling investments
to underserved economic corridors and second-tier
cities, and ensuring their workplaces strategically
pursue diversity and transformation. These actions
ought not to be seen as a response to the need
for regulatory compliance. They ought to emerge
from embracing a new mindset and paradigm that
broadly advances a model of integrated strategic
planning around issues of skills development,
diversity and inclusion, transformation, gender
equality, enterprise development, social cohesion,
and social mobility and protection. Resolving them
will surely positively impact on the corporate and
social bottom line.

LESSON: MEASURING WELL-BEING

LESSON

The way we measure well-being influences the
set of trade-offs, priorities and opportunities to
which we dedicate energy, attention and interest.
If we understand well-being to narrowly involve
expanding the production of goods and services
and their consumption, we have a different set of
priorities and trade-offs from those that derive from
a definition of well-being as expanding the freedom
people have to make life choices relevant to them.3
It is important to note that the freedom to make
life choices is also influenced by technological
change and the disruptive impact it has on social
life, and the future of work and places of work
(we discussed these themes in last year’s
Benefits Barometer).
Globally, there has been a move to rethink and
reconceptualise how we measure societal progress
beyond simply what has been produced in a
particular period. The notion of well-being is not just
about what is produced by human beings and how
that has contributed to their welfare. It is also about
the well-being of the planet and the importance
of accounting for the negative externalities of
production and the impact they have on our finite
resources. (These environmental impacts are

MEASURING
WELL-BEING

beyond the scope of our discussion, which focuses
on a broader understanding of individual and
societal well-being.)
For example, in January 2016, the United Nations
Development Programme (UNDP) formulated a
set of 17 sustainable development goals (SDGs)
in conjunction with some 170 countries and
territories. The idea was to:
■■ focus international attention on key areas
of social impact such as poverty alleviation,
inequality, good governance, climate change
and disaster risk, health and sustainability
■■ provide support on how governments could
integrate these concepts into the national
development plans and policies
To some extent, these 17 goals represent a
measure of political compromise between the
170 countries involved. That said, they represent
a step in the right direction. Most importantly,
they highlight how interconnected each of these
initiatives is to each other. For this reason, the
project represents the ultimate multistakeholder
initiative – only this time, on a global scale.

3 Helliwell, J, Huang, H, Wang, S & Shiplett, H. 2018. International Migration and World Happiness. In Helliwell, JF, Layard, R & Sachs, JD (eds): World Happiness Report 2018 (online).
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Figure 1.1.1: United Nations Development Programme Sustainable Development Goals4
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The challenge comes, though, in identifying an
effective and robust way to measure well-being that
can provide appropriate peer-to-peer comparisons.
One of the most common ways to measure success
at a social and macro-economic level is to use
gross domestic product (GDP) – the total value of
a country’s domestic output in a given year. This
value is based on the market prices of goods and
services bought and sold that year, which presents
a significant limitation: GDP excludes non-market
or non-exchange activities such as housework, care
work and digital value (goods exchanged over the
internet; value generated by open source software
and services and digital platforms).
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CLEAN WATER AND
SANITATION
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CONSUMPTION

The 2018 Equity Gilt Study by Barclays Research
states that traditional macro-models (with GDP or
national output at their centre) ‘struggle to explain
the puzzles behind weak output growth, low
productivity, muted wage increases and subdued
inflation’.5 This requires adjusting the theoretical
toolkit which guides our economic analysis to
include broader measures of societal well-being.
For instance, with the rapid technological changes
of the last few decades, the manufacturing-focused
concept of GDP often fails to capture digital quality
improvements and the build-up of intangible (or

4 United Nations Development Programme. 2018. Sustainable development goals, 14 July 2018 (online).
5 Barclays Research. 2018. Macros models don’t take into account tech advances, says Barclays, MarketBrains, 12 April 2018 (online).
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even social) capital. Moreover, current approaches
to measurement often understate the contribution of
the digital economy. Policy analysis needs to expand
beyond GDP in assessing well-being and progress.6
In addition, high growth has not always implied
lower inequality (not all boats have been lifted
by the rising tide), and per capita measures of
national output paint a mixed picture in a country
as unequal as South Africa.
In response to some of the weaknesses in
GDP measurement, many institutions have
developed alternative and complementary
measurements aimed at painting a fuller picture
of the dimensions that contribute to individual and
collective well-being. For example, the Kingdom of
Bhutan introduced the Gross National Happiness
(GNH) Index. This looks at living standards,
education, healthcare, the environment,
community vitality, time use, psychological
well-being, good governance, and the resilience
and promotion of culture. The UN Sustainable
Development Solutions Network publishes the
World Happiness Report, a composite indicator
consisting of four variables which constitute
happiness or well-being (or both) in the broadest
sense. These include having someone to count on,
generosity, freedom to make life choices, and the
absence of corruption.

What was needed was an index that could provide
a framework for strategic thinking about well-being
both at a national policy level and at a corporate
policy level. In that regard, perhaps the best work
done to date has been provided by the Social
Progress Imperative, the non-profit organisation
behind the Social Progress Index. Born out of
conversations held at the World Economic Forum,
this is an aggregate index of basic human needs
(nutrition, water and sanitation, safety and shelter),
foundations of well-being (access to information
and communication technology, basic knowledge,
health and wellness, and environmental quality)
and opportunity (personal rights, freedom of choice,
inclusion and access to advanced education) that
are loosely aligned to the 17 SDGs. What makes
this measure distinctively different is that it is
the first measure of social performance that is
independent of economic indicators. As Michael
Green, the CEO of the Social Progress Imperative
pointed out in an interview in The Actuary:
We measure social progress independently
of economic progress, not because we think
the economy doesn’t matter, but because
then we can look at the relationship between
economic and social progress, and try and
unpick this question of what ‘inclusive
growth’ is. In so many places we are seeing
the economy growing but people’s lives are
not getting better.7

6 Barclays Research (2018).
7 Gregson, G. 2018. Signposts to success from Michael Green, The Actuary (online).
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The Social Progress Index provides a basis for
translating the basic concepts reflected in the
17 SDGs into an action plan that can be applied
to both countries and companies in their strategic
planning agendas. Given the fact that different
countries and different businesses face different
challenges, the Social Progress Index allows
groups to compare themselves to their appropriate
peer group. Green emphasises that by using
this lens, it’s no longer about which country or
company ranks first:
When we look at which countries overperform
on social progress relative to their GDP, it’s not
Denmark or any of the other usual suspects;
it’s Nepal, Malawi, Costa Rica and Ghana.
That’s important to say, because it’s a group
of developing countries doing a really good
job, which sometimes gets forgotten, and
it provides much better examples of peer
learning for the poorest countries.8

Similarly, when the index is applied at the
corporate level, it forces companies to think
about the communities that are important to
their supply chains. This has critical relevance
for our discussions in South Africa, particularly
as it relates to enterprise and supply chain
development for small, medium and micro-sized
enterprises (SMMEs). In effect, the index provides
a roadmap for how corporates can engage with
other stakeholders in their ecosystem, both private
and public, to ensure that these collaborations
employ a common language that can be applied
consistently to address those needs that are
greatest to that ecosystem. All these measurements
highlight two issues that are central to both
evaluating and attaining individual well-being and
a well-being economy: an enabling ecosystem
(social, economic and environmental) and social
capital (networks between individuals and groups)
that facilitate and expand our freedom to make
key life choices that resonate with our respective
contexts. The social contract that underpins the
roles that different stakeholder groups play in the
pursuit of greater well-being is also key.

In effect, the index provides a roadmap for how corporates can engage with other
stakeholders in their ecosystem, both private and public, to ensure that these
collaborations employ a common language that can be applied consistently to
address those needs that are greatest to that ecosystem.
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8 Gregson (2018).
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Levels of well-being
Well-being plays itself out at multiple levels, and
ought to be pursued by different stakeholders at
all levels.
Individual well-being can exist only in a society
whose institutions (both formal and informal)
affirm the importance of this, in both form and
substance. From a macro-economic perspective,
well-being is an aspirational framework based
primarily on the identification and resolution
of needs, rather than the design of goods and
services for transactional and profit purposes.
In this Benefits Barometer, we pay special
attention to how different stakeholders interact
to create not only a well-being economy but also
places of work that are characterised by a focus
on achieving well-being for all stakeholders:
policymakers, service providers, employers,
customers, employees and leaders alike.
Policymakers have an important role to play in
shifting the debates away from a narrow focus
on growth targets. Much can be read from the
recent focus on ‘inclusive growth’ rather than just
‘growth’. But what does this mean and what are
the modalities to achieve inclusive growth? The
policy debate is yet to shift towards a broader
focus on multidimensional well-being. This is
very important in an economy where periods of
high growth have been largely unaccompanied
by increased employment and a more equitable
distribution of income.

For financial service and benefits providers,
there is an opportunity to develop financial and
other products and services that best respond to
customer and end-user needs. According to the
Boston Consulting Group (BCG), 70% of South
African adults have a transactional account;
yet BCG’s analysis finds key gaps in the usage,
suitability and sustainability of these products.9
Two related observations reveal why this is the case:
firstly, South African society is largely cash-oriented,
with transaction accounts mainly used to ‘park
money temporarily’. Secondly, informal channels
such as mashonisas (lenders or, colloquially, ‘loan
sharks’), stokvels, and friends and family make
up a larger share of the credit market than formal
channels, with unsecured personal credit growing
faster than national output. Coupled with an
insurance market dominated by funeral and burial
coverage, this indicates that formal solutions have
a long way to go in addressing the financial needs
of the majority. The numbers reinforce the point:
for every ten adults in South Africa, eight insurance
policies are in place.10
A key element that’s been missing from the role
of different stakeholders is embedded in the
well-being approach we propose in this publication:
a focus on ‘societal ties’ and ‘social capital’ as key
determinants in financial decision-making among
the majority. This is not just the case for those
outside formal employment or entrepreneurial
activity, as many of them use formal and informal
solutions in parallel (something we discussed in
previous editions of the publication).

Chapter 1

From a macro-economic
perspective, well-being is an
aspirational framework based
primarily on the identification
and resolution of needs, rather
than the design of goods and
services for transactional and
profit purposes.

An element that’s been
missing from formal financial
solutions is a focus on
‘societal ties’ and ‘social
capital’ as key determinants
in financial decision-making.
Until we find ways to
combine the key elements
from both formal and informal
financial solutions we will fail
to address the broader needs
of South Africans.

9, 10: Kessler, K, Ikdal, AS, Naidoo, E, Portafaix, A, Hendrickson, J, Boje, A & Rabec, D. 2017. Improving Financial Inclusion in South Africa, Boston Consulting Group (online).
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This is an ongoing exploration
of ideas aimed at challenging
the assumptions of all
stakeholders about what we
understand to be measures
of individual well-being.
Conventional economic theory
has tied well-being and social
progress to the expansion of
things we can acquire. This
has created an environment of
social isolation, deep mistrust
between different stakeholders,
and self-interest agendas
which have led to a zero-sum
approach to problem-solving.

From the employer’s perspective, what role
can the workplace play in strengthening the
well-being ecosystem being pursued? If as noted,
the workplace is a microcosm of the broader
South African society, organisations need to
view themselves not only as employers that
should pursue goals of transformation, diversity,
inclusion and social cohesion. As producers and
distributors, they can create products and services,
respond to social problems and challenges, and
present more integrated strategic plans than has
been the case for differentiation, innovation and
bottom-line growth. Moreover, as we suggest in
this Benefits Barometer, there is an opportunity
for organisations to build supportive industry
clusters (including small business) and facilitate
investment in areas where there is great potential
to diversify the sources of productive economic
activity in South Africa.
Our journey does not end there. This is an ongoing
exploration of ideas, some of which are still in their
early stages, aimed at challenging the assumptions
of all stakeholders about what we have all
understood to be measures or markers of individual
well-being. As discussed above, at an individual
level, conventional economic theory (through its
focus on ‘utility’ derived from consumption) has tied
well-being and social progress to the expansion of
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things we can acquire in a transactional exchange
for consumption rather than anything else that is
valuable and not necessarily associated with money
changing hands. At an economy-wide level, this
has created an environment of social isolation,
deep mistrust between different stakeholders, and
approaches facilitated by self-interest which have
led to a zero-sum approach to problem-solving. In
this year’s publication we are making the call for
greater collaboration between different stakeholders
in pursuit of individual and collective well-being.
We have mentioned that we will need to rethink
the metrics in our theoretical toolkit used to
measure progress and well-being. Our starting
point is that South African society is characterised
by structural features which make it unique,
and it therefore needs unique, multistakeholder
solutions. Such solutions require an understanding
that different role-players bring different value
to the well-being ecosystem, and each stand to
benefit in different ways.
In subsequent chapters, we discuss structural
barriers in South Africa that limit the development
of social cohesion and explore the potential of a
multistakeholder approach embedded in a social
contract that prioritises well-being.

2

THE STRUCTURAL
BARRIERS TO
WELL-BEING AND
SOCIAL MOBILITY
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THE STRUCTURAL BARRIERS TO WELL-BEING
AND SOCIAL MOBILITY
Multiple structural challenges make South Africa a unique country. Much of these social,
spatial and socio-economic barriers to well-being and social mobility have their genesis in our
country’s polarised and segregated past. This discussion outlines some of these barriers as a
basis for interventions discussed in subsequent chapters aimed at enabling well-being.

Ayabonga Cawe
Managing Director
Xesibe Holdings

Despite being a different
country from what it was at the
advent of democracy in 1994,
South Africa still retains key
features of its divisive past, and
these continue to act as binding
constraints to well-being and
upward social mobility.
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‘We will use competition policy,’ remarked
President Cyril Ramaphosa in his maiden State of
the Nation Address on 16 February 2018, ‘to open
markets up to new black entrants, and invest in
the development of businesses in the townships
and rural areas.’1 He was referring to businesses
such as the one owned by Wandile Zondo and
Galebowe Mahlatsi (discussed in Chapter 1), who
not only provided a source of employment for
many local township residents but through local
sourcing also created indirect employment.
The president made specific mention of the fact
that, without regulatory support, voluntary market
mechanisms would be insufficient in ensuring
greater equality of business opportunities. It was
a recognition that the structural features of
South African life still make equality of
opportunities elusive. Despite being a different
country from what it was at the advent of
democracy in 1994, South Africa still retains key
features of its divisive past, and these continue
to act as binding constraints to well-being and
upward social mobility.

1 Ramaphosa, C. 2018. State of the Nation Address 2018. Transcript from The South African, 16 February 2018 (online).

Why inequality persists
The idea of well-being is neither unique nor novel.
Variously described in its different incarnations over
the past few decades as ‘happiness economics’,
‘wellness’ and latterly ‘well-being’, the concept is a
riposte against narrow characterisations by Western
societies over the past half century of economic
growth as the route to development. As an end in
itself, these conventional notions of growth have
been contested as arbitrary and decentred from
what should be the pursuit of development as a
process towards an improved state of existence for
humanity and the ecosystem.
The concept of well-being, with its multidimensional character, is far better suited to
describe this improved state. Its resurgence in
recent times as a priority is largely due to the
limitations of a narrow focus on growth and its
consequences – rising inequality and poverty.
This is no more apparent in South Africa than
from a social and economic malaise of joblessness
and deep and persistent divisions: of gated
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communities hidden behind heavily fortified
walls and electric fences alongside informal
settlements without running water or electricity.
French economist Thomas Piketty, delivering
the Thirteenth Nelson Mandela Annual Lecture,
remarked that unemployment was a weak
explanatory rationale for why inequality in
South Africa was so stark:
Certainly, high unemployment is a big, big
problem to solve and to address in South
Africa, but I don’t think this can explain
this extremely and unusually high level of
inequality. I think unemployment is more
a symptom of inequality, unequal skills,
unequal distribution across the territories,
where people cannot move to where the jobs
are and have no access to the right skills.2
The factors Piketty highlights – unequal skills,
unequal distribution across territories, labour
mobility and lack of skills – are all well known. It
is their interaction with global dynamics such as
low commodity prices, decentralised global value
chains and the disruptive influence of technology
that is of interest. The result is a growing reliance
on low-wage employment and welfare transfers

Chapter 2

(grants and other forms of social assistance), and
life chances and choices increasingly conditioned
by precarity, social exclusion and limited access to
the labour market.

Jargon buster
‘Precarity’ means having unpredictable
employment or income.
This discussion is primarily about the problems.
In addition to those we’ve already mentioned, we
take a look at the social structure that not only
reproduces inequality but also circumscribes (by
accident of birth, in many instances) the social
capital and character of the ecosystem (and
inherent stakeholder relationships) that frame
well-being and opportunities for social mobility. We
then look at the market structure which, we argue,
influences how material well-being is understood
and how it is achieved (or not achieved). Lastly, we
consider the spatial structure, informed largely by
past racial policies of colonialism and apartheid,
that has contributed to fragmented connectivity
(transport, information and communication
technology) and uneven investment between rural
and urban nodes.

2 Piketty, T. 2015. 13th Nelson Mandela Annual Lecture, Johannesburg, 3 October 2015. Transcript from the Nelson Mandela Foundation (online).
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Social mobility refers to the
ability of individuals, households
and the communities they
find themselves in, to move
up from one level of society to
another, whether that’s defined
by income, class or any other
similar measure.

Well-being and upward social mobility
Figure 1.2.1: Social classes in South Africa

03
04

UPPER CLASSES

Defined by occupation (managerial or professional),
wealth or (substantial) business activity:
12% of households, 45% of income.

MIDDLE CLASSES
The semi-professional class, intermediate
class, core working class and petty traders:
48% of households, 45% of income.

03

LOWER CLASSES

The marginal working class, underclass
(defined the terms of systematic disadvantage
in the labour market) and a residual ‘other’
category: 41% of households, 10% of income.

Source: Seekings (2015)3

The decentralisation of key
product value chains and
the liberalisation of the South
African economy in the 1990s
have all but decimated the
manufacturing sector and,
alongside it, ‘the old township
working class’.
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Much of what we discuss in this publication
centres on what’s needed to ensure not only
financial and other forms of well-being but also
well-being that enhances upward social mobility.
What do we mean by that? Loosely defined, upward
social mobility refers to the ability of individuals,
households and the communities they find
themselves in to move up from one level of society
to another, whether that’s defined by income, class
or any other similar measure.4 It’s the movement
of people from classifications such as ‘low-income
working class’ and ‘working poor’, to ‘middle class’
or ‘upper middle class’. In light of this definition,
how do we ensure that the prospects of future
generations are better off than ours?

This is a good starting point for our discussion on
the South African social structure. There have been
wide-ranging changes over the past two decades
to the lives of people in each of the income and
class categories used to classify different levels of
South African society. Those at the lower end of
the income and class structure have experienced
changes in their lives brought about by changes
in the South African labour market and the global
economy. The decentralisation of key product value
chains and the liberalisation of the South African
economy in the 1990s have all but decimated the
manufacturing sector and, alongside it, ‘the old
township working class’. As Leslie Bank observes,
in the case of one of the oldest townships in

3, 4: Seekings, J. 2015. Change in the South African class structure since the end of Apartheid. Centre for Social Science Research. CSSR Working Paper No. 355 (online).
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the industrial node of East London, ‘fewer and
fewer people have stable formal sector jobs’, and
many of those who do are engaged in low-wage
employment and live in households that rely on
social and welfare transfers from the state.5
Alongside the greater precarity that we have seen
in the ‘working class’ has been the growth in the
‘middle class’. Robeyns defines a middle class
using a theoretical list of capabilities that distinguish
this class from others. These include: freedom
from concern about survival and meeting basic
needs, financial discretion and buying power,
labour market access and the ability to access
information (and process that information).6 The
above measures, which include material measures
(financial discretion and buying power) and social
capital measures (educational attainment and its
influence on processing information), complement
other measures we discuss below.
These relate to the economic insecurity associated
with this class that places structural limitations on
upward social mobility and well-being. One of these
measures, discussed by Zizzamia et al.,7 focuses
on an ‘empowered class’, where vulnerability to
poverty is not a criterion used to define the middle
class. This focus on the vulnerability of this class
matters because 73% of the professional middle
class in South Africa has experienced financial
stress (defined as the emotions associated with
being unable to meet one’s financial commitments
due to a shortage or mismanagement of money).8
The reasons for this stress include short-term
debt, extended-family financial obligations, a lack
of emergency savings and ad hoc requests for
financial support. So, despite being a class often
characterised by its ability to spend on consumer
goods as well as investment, the social mobility
of the middle class is also hobbled by structural

features (influenced by the underlying structure
of market, investment and production relations in
South Africa) which present risks and vulnerability
to poverty.

Market structure, investment and
production relations
The market structure of South African society
has, for the last century, been influenced by the
discovery of gold on the Witwatersrand in the
late nineteenth century. The discovery of gold,
some have suggested, has influenced the growth
trajectory of the South African economy to this day.
According to Ben Fine and Zavareh Rustomjee,
the South African form of industrialisation and the
market structure are influenced by what they term
the ‘minerals–energy complex’.9 This complex
refers to the influence of the mining and energy
sectors, and a number of associated subsectors
in manufacturing, that continue to make up the
core sites of wealth accumulation in the South
African economy. Despite a declining share of
national output in contemporary South Africa, the
mining sector continues to influence the direction
of downstream manufacturing and other upstream
sectors. The complex has changed over time, as
evidenced by the contribution to gross domestic
product of key sectors linked to the minerals–energy
complex (shown in Figure 1.2.2.).
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Despite being a class often
characterised by its ability to
spend on consumer goods as
well as investment, the social
mobility of the middle class
is also hobbled by structural
features (influenced by the
underlying structure of market,
investment and production
relations in South Africa) which
present risks and vulnerability
to poverty.

Despite a rise in services, discussed in Part 1:
Chapter 4, mining continues to receive the most
generous tax incentives of all the sectors considered
for these incentives, yet accounted for just under
4% of total formal sector employment in 2016,
compared to 11.91% in manufacturing and 24.81%
in the services sector that year.10

5 Bank, LJ. 2011. Home Spaces, Street Styles: Contesting Power and Identity in a South African
City. Pluto Press, London and Wits University Press, Johannesburg (book).
6 Robeyns, 2003. In Seekings, J (2015).
7 Zizzamia, R, Schotte, S, Leibbrandt, M & Ranchhod, V. 2016. Vulnerability and the middle
class in South Africa, Working Paper No. 188, Southern Africa Labour and Development
Research Unit, University of Cape Town (online).

8 Sanlam. 2017. Sanlam Benchmark Survey 2017: Turning Hindsight into Foresight (online).
9 Fine, B & Rustomjee, Z. 1996. The Political Economy of South Africa: From Minerals–Energy
Complex to Industrialisation. C. Hurst & Co. Ltd, London (book).
10 Ashman, S. 2012. Systems of accumulation and the evolving MEC. In Fine, B, Saraswati,
J & Tavasci, D (eds.): Beyond the Developmental State: Industrial Policy into the
21st Century, Pluto Press, London (online).
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Figure 1.2.2: Share of minerals–energy complex sectors in national output from 1970 to 2010
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Another important feature of the South African
market is the concentration of income in the
hands of a few, and the implications this has
had on barriers to entry in key markets, products
and service lines, as well as the development
of small business. The South African economy
is characterised by the dominance of a few
organisations in key market and product value
chains. In 2017 the Competition Commission found
that even ‘unilateral dominance’ (where a single
firm has market share in excess of 45%) existed
in a large number of markets. There are other
forms of dominance which are also harmful to the
functioning of the South African economy.
In their review of merger reports between 2009
and 2016, Bosiu, Goga and Rogers found that
dominant firms existed in 294 distinct product
markets, including communication technologies,
energy, financial services, food and agro-processing,
infrastructure and construction, intermediate
industrial products, mining, pharmaceuticals
and transport.12 Furthermore, if we look at the
concentration of income in manufacturing, the
subsectors in which five firms held 70% or more
of market share had increased from 16 in 2008, to
22 in 2014, indicating that concentration is getting
worse.13 The influence of dominant firms on key
markets serves to weaken the prospects of entry for
newer and smaller (or even medium-sized) firms,
which has macro-wide implications for investment,
employment creation and the reduction of poverty
(we discuss the challenges that small businesses
face in a later chapter in this publication).
We now turn our attention to the spatial structure
of South African society.

Spatial structure of
South African society
If apartheid was a systematic attempt to prevent
black encroachments on white privilege in South
Africa’s urban core, the spatial planning model
had two important dimensions. Firstly, it consisted
of a rural area and urban core. The urban core
was serviced by labour from the rural areas,
with apartheid labour-sending areas in the then
homelands. Secondly, this model was reinforced
by racial segregation and influx control, restricting
the movement of black people in the urban nodes.
Every major city or second-tier city that one visits in
South Africa is characterised by this spatial design:
townships serve low-income black households and
in most cases are far away from the urban, more
prosperous and well-serviced suburbs.
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The South African economy
is characterised by the
dominance of a few
organisations in key market
and product value chains.
The influence of dominant
firms on key markets serves to
weaken the prospects of entry
for newer and smaller (or even
medium-sized) firms, which
has macro-wide implications
for investment, employment
creation and the reduction
of poverty.

In the post-apartheid period, a redistributive
social housing programme, the Reconstruction
and Development Programme (RDP), has had
unintended consequences on social mobility and
the well-being of the poorest citizens. These have
included entrenching urban sprawl and a rise in
the ‘daily reproductive costs of the poor, instead of
providing them with an appreciating asset’.14 This
is because many of the newly built houses were
located far from economic activity without public
transport infrastructure connecting these areas
to the urban core. Such a ‘disconnect’ presents
a cruel irony: the poorest working people often
face the longest and costliest commutes between
their homes and places of work. In last year’s
Benefits Barometer we explored the challenge of
transport costs and the role that employers can

12 Bosiu, T, Goga, S & Roberts, S. 2017. Concentration, profits and investments: Let’s focus on the structure of the economy, not ‘cash hoarding’. Industrial Development Think Tank: Policy
Briefing Paper 1. Centre for Competition, Regulation and Economic Development (CCRED), University of Johannesburg (online).
13 Bosiu et al. 2017.
14 Pieterse, E. 2009. Post-Apartheid Geographies in South Africa: Why are Urban Divides so persistent? Leuven University (online).
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Set against the uniquely
South African background, the
pursuit of individual well-being
is not context neutral; it is
mediated and influenced by
a legacy of social, market
and spatial dynamics that
limit the possibilities and
necessitate the creation
of a well-being economy.

play in addressing these challenges. This year, we
discuss in greater detail the role that transportation
solutions can play in well-being.
There have been major incentives to use street
space, primarily for motorised forms of transport,
at the expense of developing a fully functional and
multinodal public transport system and encouraging
climate-friendly forms of non-motorised transport.
Large cities like Johannesburg have been defined
by a growing ‘one person, one car’ culture.
These spatial challenges have also included
uneven investment in rural and urban areas, and
in the urban core and outlying township areas
and informal settlements. Today, 65% of national
output is generated in four cities across three
provinces: Pretoria, Johannesburg, Cape Town
and Durban.15 This presents a severe challenge
and exposes a vulnerability in our economy should
internal or external shocks occur in these cities.

Effects on social cohesion

We propose an approach that
ropes in various stakeholders
to emerge with a solution
matrix able to resolve these
challenges at scale. In so
doing, we present some
emerging ideas in the arena of
multistakeholder collaboration
and how such collaboration
can find expression within
the workplace.
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Set against this uniquely South African
background, the pursuit of individual well-being is
not context neutral; it is mediated and influenced
by a legacy of social, market and spatial dynamics
that limit the possibilities and necessitate the
creation of a well-being economy.
The constraints on social mobility and cohesion
are embedded in these distinctions between
rural and urban, and suburban and township
economies. The Southern Africa Labour and
Development Research Unit (SALDRU) at the
University of Cape Town has tried to measure and
quantify the barriers to social cohesion. A key
finding of their work has been that higher levels
of inequality reduce inclusiveness. Where there
is inclusiveness, it is driven largely by voluntary

interracial and inter-class socialisations. Despite
improvements in these interactions, key structural
features continue to disincentivise interracial
interaction and socialisation. An important element
of this remains the spatial divide. In addition,
progress made in providing basic services and
the ownership of household assets continue to
influence how people perceive inequality and, by
extension, their incentives to interact beyond racial
and class distinctions.
The necessity of a well-being economy must
respond to specific challenges to upward social
mobility that require the equitable distribution of
investment, educational, recreational and social
capital opportunities. As discussed, the challenges
are numerous and require multiple stakeholders
to ‘lend a hand’, as the president has suggested.
Perhaps, at an individual and community level, this
includes small measures in communities, which
incrementally overcome barriers to social mobility.
For those whose suburban life has never required
them to do so, crossing the railway tracks to Soweto
is a small step towards a more inclusive society.
To overcome the barriers and limitations to social
mobility and well-being, we need many steps taken
in the same direction by multiple stakeholders.
Having considered the multi-layered challenges
faced by our economy and the constraints this
presents to well-being, we now consider the
approach required to respond to these barriers to
well-being. We propose an approach that ropes
in various stakeholders to emerge with a solution
matrix able to resolve these challenges at scale.
In so doing we present some emerging ideas in
the arena of multistakeholder collaboration and
how such collaboration can find expression within
the workplace.

15 Greyling, L & Mothata, L. 2017. Ramaphosa’s New Deal is Incomplete – Here’s How to Improve it. Alexander Forbes Investments, 20 December 2017.
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WHAT DOES MULTISTAKEHOLDER
COLLABORATION LOOK LIKE?
In last year’s Benefits Barometer, we introduced the notion of systems entrepreneurship.
Systems entrepreneurship is about fundamentally changing how multiple stakeholders act
to solve a large social challenge in such a way that a critical mass of people affected by that
challenge benefit substantially. This year, having fully understood the structural constraints
and barriers to individual well-being, we consider the role that multiple stakeholders can play
in solving challenges at the scale required for meaningful change to occur.

Ayabonga Cawe
Managing Director
Xesibe Holdings
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Larry Fink, the Chairman and CEO of BlackRock,
a multinational investment management firm with
over six trillion dollars in assets under management,
wrote an insightful letter to shareholders in the firm’s
2017 annual report. In the report, Fink cautions
against the euphoric sentiment surrounding what he
terms the ‘remarkable performance of markets’ in
the creation of well-being:

1 Fink, L. 2018. Chairman’s Letter to Shareholders from BlackRock’s 2017 Annual Report (online).

A lot of people made a lot of money. But
much more importantly: a lot of people didn’t.
And that’s not because they weren’t savvy
enough to invest in the ‘right things’ — it’s
because they were not invested at all […]
savers are struggling with low interest rates as
well as obstacles to better investing behaviors.
A culture of short-term focus in markets and
the media – an obsession with second-bysecond movements and prices – drives fear
and discourages smart investing. Talking
heads may sweat with excitement at each
record market close, but one day or even one
year of growth doesn’t build a future. And so
even as equity indices tick higher, too many
individuals aren’t enjoying the benefits. And
that disconnect is driving significant anger,
frustration and fear around the world.1
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Fink goes further to suggest that one of the roles
his organisation can play in turning the above
scenario on its head is to ‘help more and more
people experience well-being through the creation
of wealth’. This, Fink proposes, involves promoting
a system that helps more people participate in
financial markets to build more secure futures.2
This is one role that the financial services sector, in
particular, can play to ensure that more and more
people are able to secure their financial futures
while aspirationally taking the risks necessary
to build intergenerational wealth, and pass that
wealth on.
From a financial services perspective, this is what
can (and ought) to underpin an approach to social
mobility and well-being. Financial services players,
alongside regulators, policymakers and their clients,
can deploy their existing expertise in investing,
markets and technology with greater understanding
and empathy with their client and end-users’ needs,
and develop responsive solutions.
At a basic level, this requires a recognition that
clients have different backgrounds, levels of
wealth, time horizons, life goals and aspirations.
For the industry, it requires acknowledging and
embracing technological change, albeit disruptive,
to create client-centric solutions that facilitate
financial inclusion and social mobility. The rise
of on-demand insurance, insurtech solutions,
mobile remittances and tech-enabled savings
and investment intermediaries indicates that, in
order to be responsive, service models will require
greater collaboration between financial services
companies, technology intermediaries, clients,
policymakers and regulators.

2 Fink (2018).
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We now respond by asking:
■■ Who are the stakeholders?
■■ What role do they play in a collaborative
ecosystem that prioritises well-being and social
mobility? This relates to:
• providing financial services or employee
benefits that prioritise well-being
• prioritising initiatives and programmes that
have the potential, at scale, to solve key
socio-economic challenges

Financial services players,
alongside regulators,
policymakers and their
clients, can deploy their
existing expertise in investing,
markets and technology with
greater understanding and
empathy with their client and
end-users’ needs, and develop
responsive solutions.

■■ What does such collaboration between the
respective stakeholders look like?

Who are the stakeholders?
A policy and implementation failure in South Africa
is a lack of effective integration of all the issues
that government is trying to promote through
incentives to employers. These include:
■■ skills development
■■ diversity and inclusion
■■ transformation
■■ gender equality
■■ social cohesion
■■ facilitating social mobility
■■ facilitating social protection and employee
well-being through employee benefit structures

A policy and implementation
failure in South Africa is a lack
of effective integration of all the
issues that government is trying
to promote through incentives
to employers.
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A core part of this Benefits Barometer argues
that these policy initiatives are failing in the
workplace because:
■■ they are not seen holistically as part of an
integrated strategic plan
■■ initiatives appear to be taken up in different
areas of business, resulting in considerable
inefficiencies and unnecessary over-expenditures
■■ corporates are not focusing (or measuring) the
actual bottom-line improvements that can be
achieved through collaboration
This requires multiple engagements premised on
deliberative and multilevel collaborations between
a varied group of stakeholders, including:
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■■ individuals and families with expectations that
demand constantly evolving solutions
■■ employers and labour who in reality play a role
in providing both access to social insurance
and enabling social mobility – primarily because
government simply does not have the fiscal
capacity to fully play that role
■■ fiduciaries who must ensure that there is a
good governance process in ensuring that those
benefits are effectively and efficiently deployed
■■ policymakers and regulators who provide the
parameters and guidelines for how these support
systems should be framed and delivered
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■■ financial service providers who are the front
line in both determining what is really needed
to meet these demands and how products and
services should be best structured to meet them

Approaches to collaboration
In previous editions of Benefits Barometer
we’ve shown that people in South Africa use a
combination of formal and informal solutions in
pursuit of their financial well-being. There is an
array of informal multistakeholder approaches
to well-being: funeral societies, ratepayers’
associations, civic associations, stokvels, mutual
banks, and so on. All these institutions are
testimony to the important fact that big is not
always optimal. There are opportunities to harness
existing social ties to local solutions to problems
which, although widespread, may have local and
context-specific applications.
In other areas, a similar change in mindset is
needed. One such example is industrial relations.
Because of its divided past, South Africa has
often been the site of fraught relations between
employers and employees. In some cases, these
tensions bubble over into violent fatalities, as we
saw in the 2012 Marikana massacre. Viewed
in this light, industrial relations becomes an
important area in which to pursue multistakeholder

relationships. Many of these currently exist in
sectors characterised by strong unions and large
businesses, but where change is needed most is
in medium-sized businesses or with casual and
atypical workers without access to forums like
the National Economic Development and Labour
Council (NEDLAC) and bargaining councils. Two
important facts underscore this: more than twothirds of workers are not unionised, and much of
our future job creation (almost 90%) is expected to
come from small and medium-sized businesses.3
Moreover, greater collaboration is required between
and within businesses of all sizes to open up
key value chains to smaller players and ensure
that large corporations encourage enterprise and
supplier development.
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Industrial relations becomes an
important area in which to
pursue multistakeholder
relationships. Many of these
currently exist in sectors
characterised by strong unions
and large businesses, but
where change is needed most
is in medium-sized businesses
or with casual and atypical
workers without access to
forums like the National
Economic Development and
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Shared value
One of the approaches to multistakeholder
collaboration receiving acknowledgement and
recognition of late is the concept of shared value,
developed by Michael Porter and Mark Kramer.
The shared value approach is loosely defined as an
approach to generating economic value in a way
that also produces value for society by addressing
society-wide challenges. As Kramer and Porter
state, ‘a shared value approach reconnects
company success with social progress’.4

Greater collaboration is required between and within businesses of all sizes to open
up key value chains to smaller players and ensure that large corporations encourage
enterprise and supplier development.

3 Steyn, L. 2014. The downward spiral of South Africa’s unions. Mail & Guardian, 14 November 2014 (online).
4 Porter, M & Kramer, M. 2011. Creating Shared Value, Harvard Business Review, January-February 2011 (online).
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One of the ways stakeholders can collaborate is
through the development of social impact bonds,
sometimes referred to as development impact
bonds (DIBs). They are one of the most widely
recognised approaches to impact investment. The
bonds are contracts between the public sector and
civil society (most notably philanthropic investors).
In the contract, the initiating party states how
it aims to deliver improved social outcomes
alongside financial returns for investors beyond a
predetermined hurdle rate. Below we describe an
example of the Mozambique Malaria Performance
Bond (MMPB), a partnership between Anglo
American, Nando’s and Dalberg Capital. This is
how it works.

Purpose
By raising between $500 million and $700 million
in capital from corporations, donors, government
and investors, the MMPB plans to fund 12 years of
malaria interventions, reaching eight million people
in Mozambique. These interventions include
prevention and treatment, bed nets, awareness
campaigns and environmental health initiatives.

Implementation
The DIB approach is an outcomes-based financing
approach that is very different from other aid or
corporate social investment (CSI) approaches.

44

Through the MMPB, investors provide the capital
up front throughout the 12-year time horizon,
receiving bond repayments from corporates,
donors and governments if the programme
performs according to the goals set. The bond
repayments are based on social outcomes – in
this case, the reduced incidence of malaria or
malaria-related deaths.
Corporates have a vested interest in providing
some of the outcome-based repayments, as they
can realise cost savings and productivity gains from
the social outcome. If the programme doesn’t meet
its goals, it can be ended, and investors would
receive a portion of their original sum invested, or
whatever was agreed at the start of the project.
This is just one example of how different
stakeholders can come together to resolve a
commonly shared challenge. It stands to reason
that multistakeholder collaboration would work best
when there is a common interest, and stakeholders
clearly understand there will be initial risks,
shouldered by one or more parties, and temporary
winners and losers. More importantly, the time
horizon for solving some of the issues (in this case,
12 years) is rather long, and such examples of
impact investment often require ‘patient capital’
with a long-term investment horizon.
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Kramer and Porter suggest three ways in which
companies, alongside other stakeholders can
achieve shared value:
■■ Re-conceiving products and markets:
Organisations could be effective alongside
governments and the NGO sector by
creating and marketing products and
services that solve community problems. An
intimate understanding of social problems
and challenges presents opportunities to
differentiate, innovate and grow. This can be
done by redesigning products, or implementing
innovative and unique distribution methods.
• Data and financial information company,
Thompson Reuters, developed a cheap
weather and crop-pricing information and
agricultural advice service for small-scale
Indian farmers.
• EcoCash, the largest mobile remittance
platform in Southern Africa, was developed in
response to the Zimbabwean economic crisis
and associated migration in the early 2000s
that saw the bulk of Zimbabwe’s working-age
population living outside the country.
■■ Redefining productivity in the value chain:
This refers to the importance of linking
productivity to societal progress, and
internalising externalities such as environmental
degradation of the production process.
• Kauai, Ocean Basket and other local
restaurants now provide straws only on
request in an effort to limit plastic pollution
entering our seas and the impact this has on
marine ecosystems.
• Alcoholic-beverage producers are introducing
products such as non-alcoholic beer (Castle
Free, in the case of Anheuser-Busch InBev)

and running positive marketing campaigns to
curb the negative externalities of product use
(accidents, domestic abuse, liver damage,
and so on).
• Banks facilitate much-needed social services
such as licence renewals and identity
document applications.
■■ Building supportive industry clusters in
company locations: The success of any
company is strongly influenced by clusters: the
geographical concentration of the organisation,
related businesses, suppliers, service providers
and logistical infrastructure. Clusters also include
entities like academic programmes, industry
associations, utilities and competition policy that
reinforce a broadly defined social compact.
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Multistakeholder collaboration
is not just about regulatory
compliance; it’s an awareness
that collaborative decisionmaking is important for
inclusive outcomes. This is
a conversation which has
contemporary relevance in
South Africa.

• Examples of this include supplier and
enterprise development programmes,
and common incubation programmes
like Alpha Code, which serve to create an
incubated environment for early-stage fintech
solutions that can facilitate and broaden
financial inclusion.

Incentives for collaboration
What, then, are the incentives and rationale for
collaboration? Put simply, they are a combination
of reporting requirements for Broad-Based Black
Economic Empowerment (B-BBEE) purposes,
and for integrated reporting systems which are
becoming increasingly important for companies
and investors alike. But ticking boxes is hardly a
solution. Beyond some of the examples mentioned,
multistakeholder collaboration is not just about
regulatory compliance; it’s an awareness that
collaborative decision-making is important for
inclusive outcomes. This is a conversation which
has contemporary relevance in South Africa, where
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In this discussion, we
looked at the possibilities of
rmultistakeholder collaboration.
We explored the role that the
financial services industry and
employee benefits framework
can play in securing the future
of members, allowing them
to take the risks necessary to
build intergenerational wealth
and facilitate upward social
mobility and well-being.
We also discussed the role of
a conducive environment of
employer–employee
relationships, and how the
notion of shared value can
bring together company-level
profitability and social progress.

many public sector unions have called for worker
representation in the Government Employee
Pension Fund (GEPF) and its fund manager, the
Public Investment Corporation (PIC), which is the
largest fund manager on the continent. Thomas
Piketty, delivering the Nelson Mandela Annual
Lecture in 2015, said this is a debate with global
relevance, not least of all in his own native France:
In my country, in France, for a long time,
employers and business people were
completely against it; well, they are still against
it, but the difference is that two years ago
there was a law that there was going to be
one employee representative out of 12 board
members […]. In the end, maybe it’s a way to
involve workers in the strategy of the company,
so instead of just fighting you can have
effective discussion about the strategy of the
company, and sometimes this can also be a
way to promote a more long-run strategy than
short-term maximisation of profits.5
This approach will ensure two related outcomes
which make multistakeholder collaboration
important: Firstly, it will ensure that firms take
multiple stakeholder perspectives into account

in their decision-making matrix. Secondly, given
the changes in the future of work, collaborative
engagement is required to align the pace of
structural change with reskilling initiatives, and
ensure a just transition from old to new models.
In this discussion, we looked at the possibilities for
multistakeholder collaboration. We explored the role
that the financial services industry and employee
benefits framework can play in securing the
future of members, allowing them to take the risks
necessary to build intergenerational wealth and
facilitate upward social mobility and well-being.
The role of innovative and disruptive technologies
in achieving this cannot be understated.
We also discussed the role of a conducive
environment of employer–employee
relationships, and how the notion of shared
value can bring together company-level
profitability and social progress.
In sections that follow, we discuss what such
collaborations ought to look like and provide a
roadmap for stakeholder action.

In securing the future of members and allowing them to take the risks necessary to
build intergenerational wealth and facilitate upward social mobility and well-being, the
role of innovative and disruptive technologies cannot be understated.
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5 Piketty, T. 2015. 13th Nelson Mandela Annual Lecture, Johannesburg, 3 October 2015. Transcript from the Nelson Mandel Foundation (online).
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THE PROBLEM STATED

A wide array of incentives exists in South Africa to attract investment in key sectors. These
incentives include targeted industrial policy interventions, tax and non-tax incentives. In this
discussion we consider whether these incentives are well placed and respond to the structural
changes required by the economy. We explore the measure of marginal effective tax rates
implied by these incentives. This analysis indicates that the tax and non-tax incentives target
traditional sectors which are in decline in terms of employment and output contribution. The
discussion suggests that in prioritising a well-being approach to the economy, we need to rethink
the public resources allocated to certain sectors and include new sectors for consideration.
Malcolm Ray
In the past 20 years of democracy, South Africa
has made considerable progress on the economic
front. The 1990s saw the stabilisation of the macro
economy through the adoption of prudent fiscal
and monetary policies and the reform of the entire
statute book to make the necessary shift towards
progressive policies to transform the economy and
move away from the country’s apartheid past.

Ayabonga Cawe
Managing Director
Xesibe Holdings

From the negative economic growth rates
recorded just prior to democracy, the country had
been able to lift the growth rate to an average
3.2% rate per annum in the first two decades
since 1994, which clearly doubled the economy
in size in that period.1 This is a substantial
achievement, despite recent setbacks.
However, statistics on growth do not represent
the full picture of key milestones in the post-1994
narrative – or the achievements (and challenges)
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1 Chamber of Mines. 2014. Facts and Figures (online).
2 Statistics South Africa. 2018. Quarterly Labour Force Survey, Q1: 2018 (online).

emerging from policy and its implementation.
They also do not represent the broad challenges
faced by all economic actors, many of which
extend beyond the growth story. Deeply embedded
structural inequalities relegate the majority of the
population to the economic periphery and frustrate
the best intentioned policy interventions emerging
from the National Development Plan (NDP)
and the Department of Trade and Industry’s
(the dti’s) Industrial Policy Action Plan (IPAP).
Many black township inhabitants remain locked
into poverty traps with extreme disparities in
income, wealth and opportunity. According to
recent Statistics South Africa data, South Africa
has an unemployment rate of over 25% (using
the narrow definition), more than 50% of South
Africa’s young people (between 18 and 25) are
unemployed, the labour absorption rate is only
40% and too many people continue to live in
abject poverty.2
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Furthermore, by viewing progress by growth statistics
alone we run the risk of conveying a message that
‘service delivery’ is the sole outcome of escalating
investment and gross domestic product (GDP)
growth. For South Africa to achieve the NDP target
of creating 11 million jobs and 49 000 small and
medium-sized enterprises by 2030, inclusive and
sustainable economic development is required. It is
not only the low level of growth that is the challenge:
the composition (or component parts of growth) –
from industry sectors to public-sector organisations
– and underlying investment incentives create a
conundrum for the country.
In the past 20 years, much of South Africa’s
economic growth has taken place in non-tradable
domestic demand sectors (retail and wholesale
trades, financial and consumers services, and so
on) while the export sectors (manufacturing, mining
and agriculture) have languished. This unbalanced
growth profile has created external imbalances,
with the country running a large current account
deficit and potentially challenging large internal
imbalances with high levels of borrowings of the
average South African household. In essence, the
past decade of economic growth can be described
as credit fuelled, domestic demand-driven, import
intensive, unbalanced and unequal.
The net effect is a considerable amount of South
Africa’s agricultural and mineral resources are
exported as raw or only partially processed products.
Although South Africa has steadily improved its
ratio of beneficiated-to-primary products exported
since the 1970s, these ratios are still well below the
potential suggested by the quality and quantity of
its mineral resources endowment.3 Although these
enormous resources give the country a comparative
advantage, deep structural problems in the economy
– in this case, capital- and energy-intensive

3, 4: Davis Tax Committee. 2014. Draft Interim Report on Mining.

beneficiation with strategic manufacturing inputs
(steel, plastics, and so on) – mean these advantages
are not passed through to manufacturing.
In effect, South Africa is consuming more than it
produces, and gross domestic expenditure is larger
than GDP. This means the country has to borrow
from the surplus savings of other countries to fund
the difference. The current account deficit is about
6% of GDP.4 This reliance on fickle external capital
flows creates an external vulnerability.
There are obviously causes for concern, more than
two decades later, but they must be assessed from
the stand of new circumstances and challenges
that have come to bear on government, employers,
employees and communities.

Chapter 4

South Africa is consuming more
than it produces, and gross
domestic expenditure is larger
than GDP. This means that the
country has to borrow from
the surplus savings of other
countries to fund the difference.
The current account deficit is
about 6% of GDP. This
reliance on fickle external
capital flows creates an
external vulnerability.

Two key (and related) structural challenges have
confronted the South African economy and
attempts to foster inclusivity:
1. Weak investment in sectors that can generate
a mix of skilled, semi-skilled and unskilled
jobs, and create value beyond the country’s
urban nodes, has undermined the country’s
growth prospects at great social cost.
2. Public incentives (both ‘carrot’ and ‘stick’)
have been diverted from sectors with large
employment intensity and multipliers.
These two issues are related: the assumption is
that, with the right incentives in place, the private
sector would invest in a way that ensures not only
job creation but also greater social mobility, shared
value and inclusive growth. However, this is seldom
the South African reality. Corporate strategies
have tended to prioritise portfolio investment
over greenfield fixed investment (which is often
associated with new jobs and the expansion of
productive capacity).
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What we need is a credible
set of incentives that meet the
criteria of inclusive growth and
social mobility, and recognise
that policy responses to the
growth imperative must
address wider structural
challenges. If not, they will
simply reinforce a winner-takesall outcome.

What we need is a credible set of incentives that
meet the criteria of inclusive growth and social
mobility, and recognise that policy responses to the
growth imperative must address wider structural
challenges. If not, they will simply reinforce
a winner-takes-all outcome. If the immediate
challenge facing all economic stakeholders is to
reverse the cumulative impact of legacy issues and
build strong economic foundations for inclusion,
this is of paramount importance and must guide
the thinking and processes of both government
and employers as primary agents of change.
The choice of strategic options on how to move
forward is therefore the all-important question.
Encouraging investment is always desirable
but it is important to recognise that in setting
forth our hopes for the country, we must also
avoid the pitfall of believing that these hopes will
be realised within the current investment and
growth paradigm. Any model for dealing with the
structural, spatial and socio-economic problems of
the country must be part of a broader development
agenda and integrated strategic plan.
As one reflects on the mixture of successes and
failures that have evolved out of post-1995 policy
choices, one is impelled to look for explanations at
different levels:
■■ How far have policy choices, or non-choices,
been conditioned by incentives that have not
responded to old and new challenges?
■■ How far should we attribute these choices to
an ambiguous distinction between policies
that incentivise investments and those that
aim to create sustainable livelihoods in line
with government’s vision of inclusive and
sustainable growth?
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■■ Is the root of the problem a sound policy
framework impeded by bad implementation,
or policies that are not aligned with the
development challenges of the day?
The underlying issue here is not the original
constitutional mandate conferred on government.
It is the policy context in which incentives are
fashioned that is the difference between growth
that is narrowly focused on the self-interest of a
few (on the one hand) and a more sustainable
and inclusive set of development priorities that
incentivise greenfields investment and new value
creation, on the other.

A note on our approach
Our approach is premised on an alignment of
incentives based on trade-offs between different
sets of priorities and interests. What could be
achieved with planned interventions, coherent
design, commitment and combined effort could
be substantially more if we are to expect outcomes
that bring the need for investment and economic
inclusion into alignment.
We propose that conditions for economic inclusion
are unlikely to emerge until the following priorities
are addressed:
■■ A reversal of unsustainable investment patterns
that reinforce the unequal distribution of
opportunities and wealth
■■ An optimal alignment of incentives with the
imperatives of investment in new value creation
initiatives
■■ An alignment of macro and local development
priorities within a new investment model for
inclusive growth
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Incentives that fail to work towards these ends
are likely to perpetuate a legacy of barriers to
economic opportunities by those on the margins
of society. And here it must be understood that
individual interest groups will always find it difficult
to maintain stable, productive relationships with
other stakeholders in a context of misaligned
incentives. The initial step in this direction, if it is
to materialise, will have to come from an all-round
embrace of a new development paradigm.
The framework for this strategic review balances
the growth imperative of escalating investments
in economic activities with the overriding need
to ensure an appropriate revenue base for
the creation of employment and the equitable
distribution of resources.
Drawing on the vision, mission, goals and
strategic objectives of the NDP, we assess key
characteristics of the incentives system as a
basis for crystallising ideas for most effectively
addressing the unique conditions and challenges

facing the country. The intended outcome is
a unifying framework and roadmap that takes
account of the nuances and complexities
of transforming the spatially, socially and
economically unique South African landscape
into one that is socially integrated and
economically inclusive.
We start with an overview of key elements of public
incentives and industrial-policy-focused support
measures. We then assess the efficacy of some
of these programmes by comparing the sector
multipliers of sectors earmarked for support with
the employment and output multipliers calculated
by the National Treasury in its 2017 Budget Review.
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The intended outcome is
a unifying framework
and roadmap that takes
account of the nuances and
complexities of transforming
the spatially, socially and
economically unique South
African landscape into one
that is socially integrated and
economically inclusive.

This is by no means an exhaustive review of the
various incentives. Incentives are also provided
at a local level by district and local municipalities
to stimulate local investment. These incentives,
important as they are, are beyond the scope of
this discussion.
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LESSON

NDP GOALS

The National Planning Commission released South
Africa’s first National Development Plan (NDP) in
November 2011. The main focus of the plan is the
eradication of poverty and reduction of inequality
by 2030. The aim is to create 11 million jobs
through a range of strategies that include shifting
the economy away from its reliance on resourceintensive industries towards more labour-intensive
beneficiation activities. In this respect, the NDP
serves as an important guide. It focuses on driving
an equitable, inclusive and sustainable future
through building the capabilities, opportunities and
conditions for prosperity and shared growth.
Key areas of focus are:
■■ creating jobs and livelihoods
■■ expanding infrastructure
■■ transitioning to a low-carbon economy
■■ transforming urban and rural spaces
■■ improving education and training
■■ providing quality healthcare
■■ building a capable state
■■ transforming society and uniting the nation
The scope of this review comes from Outcomes 9
and 14 of the NDP. These set out several long-term
goals for planning towards integrated development,
inclusive growth, and social cohesion and
nation-building. The identified priorities highlight
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important interventions that broadly define the
underlying principles, scope and criteria of policy
interventions, and therefore planning. These goals
are summarised as follows:
Fostering constitutional values
The Constitution aims to transform South Africa
into a more equitable, integrated and just society. It
provides the basis for a new South African identity
and enables South Africans to have a common
bond, providing normative principles that ensure
ease of life, lived side by side.
Equal opportunities, inclusion and redress
Equal opportunity is about reducing the impact
of factors such as gender, ethnicity, disability,
place of birth, parental income, wealth and family
background on people’s life chances. This would
mean building people’s capabilities through access
to quality education, healthcare and basic services,
as well as enabling access to employment and
transforming ownership patterns of the economy.
Promoting social cohesion across society through
increased interaction
Daily interactions on an equal basis build social
cohesion and common understanding. At the
moment, the country is divided by the services
people use, with economic wealth gradually
replacing race as the key driver of differentiation.
Cultural activities and art can play a major role in
facilitating the sharing of common spaces, fostering
values, and facilitating dialogue and healing.
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Social compacts
Meaningful social contracts which could help
propel South Africa onto a higher developmental
trajectory as well as build a more cohesive and
equitable society will be developed. The foundation

NDP Outcome 9
STRATEGIC GOAL: To promote social cohesion
and nation-building across society through
increased interaction across race and class.
AIMS: The development of policies and
programmes that enable innovative and
effective interventions in:
■■ Meeting the goal of economic transformation
by achieving a virtuous cycle of growth, job
creation, poverty reduction and sustainable
livelihoods. The plan emphasises five key
dimensions of a more holistic approach to a
developmental policy framework:

of these partnerships must be buy-in by all
stakeholders to a clearly articulated vision. The
singular area that demands a social contract is the
area of employment creation.

1. inclusive social and economic development
2. sustainable investment and growth
3. decent jobs and sustainable livelihoods
4. a capable state
5. expanding opportunities
■■ Economic inclusion by advancing an agenda
for economic transformation, deepening the
process of transforming South Africa in broad
and inclusive terms
■■ Social cohesion and nation-building by
promoting greater harmony within society
towards outcomes that advance nation-building
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CATALYTIC FORCES THAT HAVE SHAPED THE
SOUTH AFRICAN ECONOMY
The initial impetus to
industrialisation from the
mining industry was followed
by others at key points in South
Africa’s industrial development,
mostly driven by policies that
incentivised surges of
foreign direct investment.

The rise of mining
The origins of the modern South African economy
can be traced to the discovery of coal in the
1840s. However, the economic importance of
the mining sector in South Africa was widely
recognised only with the discovery of diamonds in
Kimberley in 1870, and later the discovery of gold
in the Witwatersrand basin in 1886.5
By the turn of the twentieth century, South Africa’s
gold output exceeded $40 million,6 partly on the
back of an abundant supply of mineral reserves
and partly because of a ready supply of cheap
black labour.
The discovery of gold saw the rise of mining
houses, which owned shares and controlled
mines rather than operated them. Mining houses
provided capital and technical assistance, and
created capacity through cross-subsidisation
and sharing overheads in a complex crossshareholding of mining concerns. These
corporations went on to carve the economic
landscape of South Africa from their headquarters
in Johannesburg.7

54

Economic diversification and
industrialisation
During the 1950s and 1960s industrial policy was
based mainly on state-owned corporations and
tariff protection in favour of large-scale capital and
energy-intensive industries within the minerals–
energy complex. From this point onwards, the
corporate economy that was built on the mining
industry gained a shape and structure in which a
number of very large enterprises dwarfed much
of the rest of the economy and consolidated
control in only a few hands. This enabled the
mineral industrialisation process to unfold in a
particular way.8
The initial impetus to industrialisation from the
mining industry was followed by others at key
points in South Africa’s industrial development,
mostly driven by policies that incentivised surges of
foreign direct investment. Refined and processed
precious ores were mostly exported. As major
mining companies such as Anglo American
diversified into other sectors, the flow of investment
provided the basis for support and repair firms

5 Robinson, IC & Von Below, MA. 1990. Role of the Domestic Market in Promoting the Beneficiation of Raw Materials in South Africa, Research Gate (online).
6 Curtis, M. 2009. Mining and Tax in South Africa: Costs and Benefits, p. 1 (online).
7 Mawby, AA. 2000. Gold mining and Politics – Johannesburg, 1900-1907: The Origins of the Old South Africa, Edwin Mellen Press, New York, p. 172 (book).
8 Feinstein, CH. 2005. An Economic History of South Africa: Conquest, Discrimination and Development, Research Gate p. 172 (online).
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that were linked to the mining industry so that they
became larger and increasingly derived earnings
within other industries.9
This relative independence from the mining sector
saw the emergence of manufacturing companies
that were able to produce for the local as well as
the international market. A good example is Boart
Hardmetals, which was established in 1936 as
a support company within the Anglo American–
De Beers stable and branched out to develop
improved drilling techniques for the mines.10
The second catalytic force that impacted on the
structure and growth of the metal and engineering
sector was state incentives to develop the
automobile manufacturing industry. Motor vehicles
were first sold in South Africa as fully assembled
units. However, by the early 1920s Ford and
General Motors had established assembly plants
in South Africa. Initially, a large percentage of the
components that were used in these early plants
were imported. Local maintenance and repair
services and components manufacturers tended
to become involved only indirectly, providing
non-functional parts such as tyres, window glass
and batteries. This changed fundamentally with
the introduction of the government’s local content
incentive programme, which evolved through
three phases. In the third phase, a range of tariffs
incentivised motor vehicle manufacturers to source
66% of the vehicle weight from components
manufactured in South Africa.
The catalytic effect of the investment by foreign
vehicle manufacturers coupled with state incentives
on local content impacted significantly on the
development of the metal and engineering sector.11

9 Feinstein (2005), pp. 172–176.
10, 11: Innes (1984).
12, 13: Feinstein (2005).

Initially, the large mining companies were central
to a network of suppliers of infrastructure and
services. The enterprises that emerged to provide
specialised services to the core operations of
mining, including metal and engineering firms,
found markets in the agricultural, transport and
manufacturing sectors. This created opportunities
to expand their operations beyond maintenance
and repair. So it was that the activity of largescale mining, which had very specific technical
demands, created a supporting industrial
infrastructure to meet its engineering challenges,
which in turn provided a catalyst for a much wider
range of operations.12
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The catalytic effect of the
investment by foreign vehicle
manufacturers coupled with
state incentives on local
content impacted significantly
on the development of the
metal and engineering sector.

By the 1970s, the entrenchment of the minerals–
energy complex was predominantly at the hands of
South Africa’s state corporations in joint ventures
with private capital. In the metal and engineering
sector, state-owned enterprises were established
to stimulate the sector and provide a ready supply
of cheap energy and material inputs (ingots and
ancillary products derived from pig iron and scrap
iron) to firms within the sector.
Following the 1973 gold and energy price boom,
industrialisation around the mining industry
intensified. The growing intermingling of Afrikaner
and English capital in specific sub-sectors such as
coal (which facilitated large-scale coal exports) and
manufacturing propelled such policy decisions.13
The diversification of mining houses as well as a
strong beneficiation focus from the then-parastatals
SASOL, ISCOR and FOSKOR gave impetus to the
development of the industrial sector.

55

PART 1
Chapter 4

A UNIFYING FRAMEWORK FOR INCENTIVISING INCLUSIVE DEVELOPMENT

The origins and development
of a territorial mechanism for
racial domination – the location
strategy in South African cities
since the mid-nineteenth
century – have had farreaching consequences that
persist to this very day. Various
urban planning and urban
administration networks
coalesced to promote urban
segregation for the better part
of the twentieth century.

Late apartheid reforms
The economic-spatial form of the apartheid
economy was peri-urban townships which served
as labour reservoirs initially for the mining industry
and later for manufacturing and services. By
1986, the National Party government finally came
to terms with reality in a new policy of orderly
urbanisation, set out in the 1986 White Paper
on Urbanisation. The spontaneous urbanisation
of the African population was to be turned from
a problem into a solution. The outcome was
hardly orderly, however. Having abandoned its
earlier role as direct provider of housing for urban
Africans, as seen in the construction of townships,
the state sought the benefits of accelerated
urbanisation without all the costs. The result was
the spontaneous spread of informal settlements
and survivalist informal enterprises in and around
the major metropolitan areas, a legacy which
stubbornly persists in second-tier cities today.
The structure of South Africa’s townships and
cities since 1986 revealed a complexity reflecting
the divided society of apartheid. The vision of
a white heartland that drew in African workers
from peripheral reserves, on a purely temporary
basis, was patently unstable. By the time the
government was ready to allow a large and
permanent African presence in the cities, it had
been overtaken by events. An economy that was
never seriously tempted by business incentives
to decentralise to the then-homelands or ‘border
areas’ needed a local and settled workforce,
and this coincided with the wishes of workers
themselves. A largely spontaneous reorganisation
of South Africa’s spatial structure, centred on the
major metropolitan nodes, was under way well
before the government proclaimed its policy of
orderly urbanisation, although there had been
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strong hints of a change in official thinking in
regional development strategy at the beginning of
the 1980s. The emerging deconcentrated urban
structure in effect transferred part of the old rural
labour reserves to the growing peri-urban shack
settlements in the outer metropolitan peripheries.
By the close of the 1980s the classic apartheid
city, which sought to externalise African population
growth, surplus to what the economy could absorb,
by confining it to peripheral homeland reserves
had all but collapsed under the impact of a
massive shift of the African population from rural to
urban metropolitan areas.
The origins and development of a territorial
mechanism for racial domination – the location
strategy in South African cities since the midnineteenth century – have had far-reaching
consequences that persist to this very day. Various
urban planning and urban administration networks
coalesced to promote urban segregation for the
better part of the twentieth century. All promoted
the concepts of physical order, social stability, and
visibility which were seen to be met by the enforced
segregation of African people in formal, neatly laid
out townships which were closely administered by a
bureaucracy headed by white officials.
Such was the model which the apartheid state
promoted in its efforts to solve the urbanisation
problem.

The South African economy today
The present period marks a key discontinuity in the
legal deployment of the apartheid spatial technique.
However, the socio-economic and spatial gap has
required examination and strategic engagement in
terms of its continuity beyond apartheid.
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One of the more recent (post-apartheid)
characteristics of the South African economy
is investment patterns that have emerged from
the global integration of many of its economic
sectors and sub-sectors. Before 1994, the local
mining and manufacturing industry was largely
domestically owned and focused almost exclusively
on raw material exports and important machinery
and services. Following the reintegration of
South Africa into the global economy in 1994,
multinational manufacturers and services
companies reinvested in domestic manufacturing
and services industries, partly in pursuit of
opportunities and markets in sub-Saharan Africa.
The result is that both the structure and ownership
profile of the economy have changed. Although the
country’s global footprint is small, the tertiary sector
is growing – in the case of Gauteng, contributing to
more than 90% of the province’s growth – as part
of a totally integrated value chain, with annually
increasing exports and imports. The automotive and
metal sector for exports is highly integrated into the
global economy. The primary steel sub-sector earns
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the province and country considerable revenue
in foreign exchange from exports. Ranking about
twentieth in the world, Gauteng procures in the
region of 1% of the world’s crude steel. Total South
African crude steel production is in the order of
10 million tonnes a year. Primary steel producers
manufacture over 8 million tonnes of finished steel
products a year, of which about 5 million tonnes are
consumed domestically.14
Overall, these structural economic shifts have
shaped new geographies and economies that
are vastly different from the days of mining.
Government now has a plethora of strategies
and policies (backed by commitments) aimed
at facilitating global integration and investment
and, in the process, supporting economic and
employment growth in manufacturing and
infrastructure development. However, we have yet
to see whether recent interventions will be enough
to address some of the underlying structural
problems, and reconcile the social and spatial
reality with the current economic reality.

14 Davis Tax Committee (2014).
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The kind of spatial and economic
patterns constructed under
apartheid and investment
incentives themselves have
conspired to constrain the
capacity of the post-apartheid
government to respond to the
imperatives of inclusive growth.

Contemporary barriers to change
Beyond formal apartheid, the legacy of economic
concentration and urban apartheid in the form
of residential segregation, buffer zones between
races, the peripheralisation of township economies
and long dislocations between residence and
work opportunities may no longer have been
legally enforceable. However, the kind of spatial
and economic patterns constructed under
apartheid and investment incentives themselves
have conspired to constrain the capacity of the
post-apartheid government to respond to the
imperatives of inclusive growth.
Moreover, there have been extensive disincentives
to investment in South Africa, such as electricity
shortages and energy-mix challenges (the debates
around nuclear versus renewable energy paths),
policy uncertainty, and disruptions to production
as a result of tense industrial relations.
There are a number of reasons for this, including:
■■ South Africa’s minerals and processed
commodities are largely locked into and traded
by the offshore corporate global marketing
divisions of the transnational corporations.15
■■ The significant decline in gold production
(which declined by 71% between 1990 and
2013). The switching off of the electricity supply
to the gold mining industry at the time of the
electricity crisis in 2008 further prematurely
downscaled the sector.
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■■ Binding infrastructure constraints (rail
and electricity) held back growth in bulk
commodities and electricity-intensive
commodities (platinum, gold and ferro-alloys).
■■ There have been regulatory challenges relating
to mining and environmental licensing.
■■ Rapidly escalating production costs, resulting in
electricity prices trebling in the past five years.
Technological and environmental developments,
too numerous to mention, mean that cost
control models, a reduction in human resource
numbers, and other drastic measures to curtail
expenditure and increase profitability have
become part of everyday business.
■■ Falling productivity, which can be ascribed to
structural reasons such as skills, but which also
relate to issues of technology, management,
investment decision-making, workplace culture,
and so on.
■■ There has been low beneficiation beyond
the primary stage, which is where the most
employment creation occurs by far. For instance,
100% of gold mined in South Africa is refined but
only 2% is beneficiated into a final product.
Confronting these challenges from a publicsector perspective has often involved a mixture
of incentives and disincentives, from direct fiscal
transfers and subsidies to tax rebates, to which we
now turn.
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Tax and non-tax incentives in
South Africa
Fiscal incentives and industrial-policyfocused support measures
Between 1994 and 2014 R476.5 billion was
devoted to national industrial development
programmes, 71% in the form of tax incentives
and the remainder allocated to providing
public services in support of industrial sectors,
spatial development, export promotion, small
business development, and transformation and
skills development. In this discussion, we start
by exploring the industrial policy measures
undertaken by the Department of Trade and
Industry (the dti) under successive iterations
of the Industrial Policy Action Plan (IPAP).
These policy measures include non-tax forms of
incentives, although they are driven from the fiscal
framework.

Industrial policy measures
South Africa’s industrial policy focus is driven
largely by a view of economic history which
suggests that, owing to value-added exports and
strong multipliers, manufacturing is the only
path to inclusive development. This view is often
determined by comparative insights drawn from
East Asia, mercantilist Great Britain and even
the industrialisation of North America. It is also
strongly informed by the work of Cambridge
economist and former Labour Party adviser,
Nicolas Kaldor, who suggested that the ‘most

important component of demand relates to export
growth’. The 2017 iteration of the IPAP suggests
that, despite being a wide-ranging incentive aimed
at labour absorption, the scheme places specific
priority on manufacturing because of strong
multipliers emerging from the industry:
[...] the manufacturing sector has high
economic multipliers because of its value
addition, linkages to upstream production
sectors of the economy (mining and
agriculture) and downstream sectors,
including services; and because of its
all-round contribution to strengthening
integrated value chains.16
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South Africa’s industrial policy
focus is driven largely by a
view of economic history
which suggests that, owing
to value-added exports
and strong multipliers,
manufacturing is the only path
to inclusive development.

Manufacturing also confronts a structural barrier
(discussed at length in Part 1: Chapter 2):
vulnerability to commodity prices because of
South Africa’s reliance on mineral exports.
The other dimension of the IPAP is more
future focused. In previous editions of Benefits
Barometer, we discussed the role that exponential
changes in technology, including additive
manufacturing and 3D printing, were playing in
manufacturing. This, it seems, is something the
IPAP acknowledges as an area for support, with
its emphasis on research and development and
moving towards a knowledge economy.

16 Department of Trade and Industry. 2017. Industrial Policy Action Plan 2017/18 – 2019/20. Presentation to the Portfolio Committee on Trade and Industry, 13 June 2017 (online).
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Approaches to supporting local industry
The IPAP has two related approaches to
supporting local industry: a direct sectoral focus
and a transversal focus. The direct sectoral
focus refers to designating key sectors, using
direct incentives (for example, for the business
process outsourcing sector), policy guidelines

and supply-side interventions (skills development,
production subsidies and exporter-focused
incentives). The transversal focus involves
industrial financing, public procurement,
clustering models (in the form of special economic
zones), research and development support, and
developing localisation initiatives in priority sectors.

Figure 1.4.1: Industrial Policy Action Plan 2017–18: sectoral focus 1
Transformation and
competitiveness

Impact monitoring and
beneficiation

Localisation,
competitiveness, market
access and exports

Localisation,
procurement and niche
opportunity programme

Source: the dti
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Figure 1.4.2: Industrial Policy Action Plan 2017–18: sectoral focus 2
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Figure 1.4.3: Industrial Policy Action Plan 2017–18: transversal focus 1
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Some of the interventions involve targeting key
investments crucial to reducing supply-side
bottlenecks in certain sectors, such as high
transaction costs in the case of the rail localisation
programme. Much of the industrial policy
incentive expenditure is undertaken by the dti.
Its 2016/2017 annual report states that between
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17 The Department of Trade and Industry. 2017. the dti Annual Report 2016/2017 (online).

the 2015/16 and 2016/17 fiscal years there was
an increase of 18.9% in the disbursement of
development incentives to manufacturing and
services companies and incentives supporting
industrial infrastructure, from R5.8 billion
to R6.9 billion.17
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Impact of incentives
In the same report, the dti states that R30 billion
in investment was attracted in 2017, on the back
of a R6.9 billion investment. Put simply, of the
roughly R30 billion in investments, R6.9 billion
was ‘subsidised’ by the state, making the net
investment R23.1 billion.18
Incentives have also been used to aid struggling
sectors, such as the textile sector, a dominant
employer of working-class women in the Western
Cape that was decimated by the lifting of import
tariffs in the 1990s. The Clothing and Textiles
Competitiveness Programme, a partnership
between the Industrial Development Corporation
and the dti, has extended incentives to the tune of
R4.2 billion to this industry. This has saved 70 000
jobs and created an estimated 9 550 new jobs in
the textile sector.19

Recognising that the economy is dominated by
the growing influence of the services sector in
terms of national output and employment, the
dti’s incentives have also extended to the business
process outsourcing (BPO) sector and the creative
economy, including film and TV production. Notable
investments have been made in the BPO sector
and the South African government. The dti has
developed an incentive programme which pays
employers R124 000 for each job created in this
sector. This is quite interesting as, in some instances,
this amount covers more than three-quarters of the
salary of someone typically employed in such work
(for example, a call centre agent). In the BPO sector,
such subsidies are similar in scope to some of the
far-reaching tax subsidies and capital allowances
provided to historically dominant sectors in
South Africa, like mining.
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Incentives have also been used
to aid struggling sectors, such
as the textile sector, a dominant
employer of working-class
women in the Western Cape
that was decimated by the
lifting of import tariffs in
the 1990s.

Having discussed non-tax and industrial
policy-focused incentives, we now turn our
attention to the allocation of incentives.

18 The Department of Trade and Industry (2017).
19 The Department of Trade and Industry (2017).
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Table 1.4.1: Some of the industry-specific public incentives on offer in South Africa
Automotive
industry

Aquaculture

Automotive Investment Scheme
(AIS)

Aquaculture Development and
Enhancement Programme
(ADEP)

People-carrier Automotive
Investment Scheme (P-AIS)

Business Process Services
(BPS) Incentive Scheme

Film and television

Film and Television Production
and Post-production incentive

Tourism

Tourism Enterprise Support
Programme (TEP)

Other incentives
Black Business Supplier Development Programme (BBSDP)
Critical Infrastructure Programme (CIP)
Co-operative Incentive Scheme (CIS)
Employment Creation Fund (ECF)
Export Marketing and Investment Assistance (EMIA) Scheme
Incubation Support Programme (ISP)
Isivande Women’s Fund
Support Programme for Industrial Innovation (SPII)
SEDA Technology Programme (STP) (SEDA is the Small Enterprise Development Agency)
Technology and Human Resource for Industry Programme (THRIP)
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General
manufacturing
Manufacturing Competitiveness
Enhancement Programme
(MCEP)
Capital Projects Feasibility
Programme (CPFP)

Textiles

Clothing and Textiles
Competitiveness Programme
(CTCP)

Business process
outsourcing

Section 12l Tax Allowance
Incentive (additional tax
allowance for manufacturers,
under section 12I of the Income
Tax Act No. 58 of 1962)
Foreign Investment Grant

LESSON: TAX-DRIVEN INCENTIVES

WHY PROVIDE TAX INCENTIVES?
Other notable incentives worth mentioning are
the tax breaks, rebates and exemptions that
organisations in various sectors receive for
activities in production processes that require
the significant use of resources or capital. These
include the import of machinery (as is the case
in manufacturing and mining), the expansion of
production, and normal wear and tear on working
capital (for which depreciation allowances can
be claimed).

(something we discuss below). The intention
behind these incentives is not only to attract
investment but also to reduce the marginal
effective tax rate (METR).
The METR is often used to assess incentives for
investment. It measures the impact of a tax applied
to an additional rand of capital income. University
of Texas academic, Don Fullerton, states that
the measure accounts for the impact of multiple
composite elements, including an investment
tax credit, a statutory corporate tax rate and
accelerated depreciation allowances.20

There are elements of the tax incentive structure
that penalise or advantage certain sectors or
businesses on the basis of the mix of debt
and equity they have in their capital structure

METR =

(

It is calculated as follows:

)

expected before-tax
rate of return

Fullerton states that the METR is a ‘forward-looking
measure that summarises the incentives to invest
in a particular asset as provided by complicated
tax laws’. Put simply, the METR is a measure
weighing up the mix of taxation and incentives
for a marginal investment. A higher METR would
disincentivise investment and lead to fewer
investment projects; a lower METR would serve
as a stronger incentive to investment. Table 1.4.2
shows METRs by sector in 2015, which helps us
understand which sectors in South Africa benefit
most from existing tax incentives.

LESSON

–(

expected after-tax rate of return
on a new marginal investment

)

(before-tax rate of return)
In 2015, the World Bank conducted a
sector study of the tax burden and investment
incentives in South Africa.21 Some of the findings
are unsurprising and suggest that the continued
predominance of the minerals–energy complex in
policy thinking about the tax incentive structure
favours sectors associated with the complex. From
a macro-economic perspective, in 2015 the METR
across all sectors of capital investment was lower
than the statutory corporate income tax rate of 28%.

20 Fullerton, D. 1999. Marginal effective tax rate. In Cordes, J, Ebel, R & Gravelle, J (eds.): The Encyclopedia of Taxation and Tax Policy, Urban Institute Press (online).
21 World Bank. 2015. South Africa: country-level fiscal policy notes. Sector study of effective tax burden and effectiveness of investment incentives in South Africa – Part 1 (online).
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The current corporate tax
code may encourage greater
investment in capital, which
at times may be labourdisplacing. It may serve
certain sectors (such as the
minerals–energy complex) at
the expense of employment
and output expansion in
other sectors – sectors that
could offer greater growth
and employment potential. In
simple terms, these are the
opportunity costs and tradeoffs in the existing raft of tax
incentives that this discussion
seeks to make visible.

This is important to note, as in public discourse
this rate of taxation is often used interchangeably
with the actual tax paid by corporations. It does
not consider the allowances on capital costs that
make the effective tax paid lower than 28%. These
allowances in South Africa include accelerated
depreciation schedules, investment allowances and
interest deductibility, all of which work to reduce the
effective tax burden considerably.

Table 1.4.2: Marginal effective tax rates in
South African industries, 2015
Sub-sector
Iron ore
Electricity

Marginal effective tax rate
31.9%
23%

Manufacturing

19.6%

Chrome mining

-19.7%

The differences in METR between the different
sectors shown in Table 1.4.2 imply differences in
not only the tax treatment of different sectors but
also the sensitivity of tax incentives to different
capital structures and asset mixes (which influence
rates of depreciation). For instance, the mining
sector and qualifying small businesses enjoy 100%
depreciation on plant and machinery, while the
agricultural and manufacturing sectors receive
much lower depreciation benefits.
The World Bank study suggests that accelerated
depreciation allowances generate tax advantages
that depend on how the tax rate of depreciation
compares to the actual rate of economic
depreciation (for example, buildings depreciate
far slower than heavy machinery). The other
comparative advantage some sectors would enjoy
would depend on the mix of debt and equity they
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22 World Bank (2015).

have on their balance sheets. This is because
the tax system allows for the deduction of interest
payments from the calculation of taxable income,22
which serves to lower the cost of financing capital
investments through debt instruments. This is in
line with a longstanding concept in capital structure
theory, the Modigliani–Miller theorem, which states
that the value of a company increases in proportion
to the amount of debt used (ignoring other frictions
and transaction costs) as a result of the tax
deductibility of the interest on that debt. This would
introduce advantages to sectors that rely on debt to
finance investments. In South Africa, the tourism
sector has the highest debt-to-asset ratio, 0.78,
followed by the construction and electricity sectors.

Which sector receives the best
incentives?
The current corporate tax code and system of
depreciation and investment allowances may
encourage greater investment in capital, which at
times may be labour-displacing. It may serve certain
sectors (such as the minerals–energy complex) at
the expense of employment and output expansion
in other sectors – sectors that could offer greater
growth and employment potential. In simple terms,
these are the opportunity costs and trade-offs in the
existing raft of tax incentives that this discussion
seeks to make visible.
The mining sector receives the most generous
tax treatment (with the lowest METR). Not only
are some of its capital investments subsidised
but ‘mining companies can immediately and fully
write off their capital investment in the year it is
incurred’. This generates a significant subsidy to
capital investment in the sector. Table 1.4.3 gives
a detailed outline of the respective METRs for each
type of capital investment.
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Table 1.4.3: Marginal effective tax rates on capital in South Africa
METR
For investment in asset:
Land

Manufacturing

Mining

Forestry
and fishing

Construction

Tourism

Services (not
including finance)

Transport, storage
Electricity, gas
and communication and water supply

11.4%

15.1%

11.4%

11.4%

11.4%

11.4%

11.4%

12.3%

5.8%

-3.3

3.5%

3.5%

3.5%

3.5%

3.5%

7.0%

Non-residential buildings

23.8%

28.1%

12.3%

9.5%

3.5%

3.5%

3.5%

7.0%

Construction works, roads
and parking areas

18.8%

20.9%

49.9%

47.2%

18.8%

18.8%

18.8%

22.4%

Land improvements

11.4%

-17.6%

-24.6%

-24.6%

-24.6%

11.4%

11.4%

12.3%

Network equipment

13.6%

31.8%

25.6%

25.6%

25.6%

25.6%

21.0%

33.2%

Computers and other IT equipment

8.6%

23.7%

37.6%

18.2%

37.6%

37.6%

37.6%

45.7%

Motor vehicles and other
transport equipment

9.2%

24.6%

29.1%

11.0%

19.4%

19.4%

10.2%

29.7%

Plant, machinery and other
office equipment

-3.1%

-30.5%

6.3%

3.7%

2.2%

10.1%

8.3%

-7.9%

Capital work in progress

-5.9%

-30.3%

35.8%

29.3%

34.1%

34.9%

30.9%

37.4%

Other property, plant and equipment

-5.9%

-17.0%

35.8%

29.3%

34.1%

34.9%

30.9%

37.4%

Computer software

11.9%

29.7%

11.9%

11.9%

11.9%

11.9%

11.9%

25.2%

Inventory

35.5%

30.8%

35.5%

35.5%

35.5%

35.5%

35.5%

36.4%

Overall METR

19.6%

-1.2%

17.0%

19.5%

6.1%

14.0%

18.8%

23.0%

Residential buildings

Source: World Bank (2015)

Furthermore, in the gold mining sector (which is in
serious decline in South Africa and characterised
by deeper ore bodies), the corporate tax rate is
determined by the gold tax formula, which starts at
45% for highly profitable projects but can go as low
as single digits for companies whose ratio of taxable
income to revenue is less than zero. It is worth
noting that such a tax may also serve to incentivise
the understating or repatriation of profits through
complex and aggressive tax-planning approaches.
From the discussion above, a clear picture emerges:
■■ The electricity sector has the highest METR as a
result of a sector-specific environmental levy of
1% of turnover tax. Manufacturing comes a close
second because of the high weight of inventory
(rather than debt) in its asset structure.

■■ Mining not only enjoys the most generous of
benefits but also has the lowest METR, despite
differences as a result of profit-sensitive royalty
rates and different asset profiles by mineral. The
tourism sector comes a close second to mining
owing to the tax advantages gained on land
improvements, and plant and machinery.
Which leads us to ask: Do the sectors that receive
the greatest advantages from tax incentives on
capital deliver the most in terms of output and
employment, especially the employment of
unskilled and semi-skilled South Africans? This is a
question we address in our main story.
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UNLOCKING THE COUNTRY’S REAL
GROWTH POTENTIAL
The World Bank’s 2017
Economic Update on
South Africa found that
South Africa’s investment
tax incentives and private
investments have increasingly
gone towards sectors that
are not very productive and
which generate relatively
weaker total factor productivity
growth (mining, electricity
and transport) and away from
sectors with increasing factor
productivity (manufacturing,
agriculture, construction, trade
and finance).

Are tax incentives well allocated?
A noteworthy finding of our assessment of
incentives is that their allocation is closely linked
to the characteristics of the minerals–energy
complex – in particular, high levels of poverty
and concentrated wealth. The World Bank’s
2017 Economic Update on South Africa found
that South Africa’s investment tax incentives and
private investments have increasingly gone towards
sectors that are not very productive and which
generate relatively weaker total factor productivity
growth (mining, electricity and transport) and away
from sectors with increasing factor productivity
(manufacturing, agriculture, construction, trade
and finance).
Our METR analysis showed that tax incentives
have favoured mining and tourism in particular.
Has this relative advantage been well placed?
Every year, during the budgetary process, the
National Treasury publishes its budget review.
The review contains the key information and
evidence used to inform the budgetary choices
adopted by lawmakers for the next one-year and
three-year periods, and for setting a mediumterm framework. One of the most useful pieces of
information in the Budget Review is the calculation
of sector multipliers. These sector multipliers show
the relationship between demand, output and
employment. They explore the impact that a
R1 million expansion of output in a sector will
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have on employment and national output.
Table 1.4.4 on page 72 shows how an expansion
of R1 million in output in mining and quarrying
creates one unskilled job, and even fewer (0.6)
for those who have a post-secondary-school
qualification. In sectors like construction, every
R1 million of expansion in sector output creates
over three unskilled jobs. Table 1.4.4 shows that
agriculture, forestry and fishing have the strongest
multipliers in absorbing unskilled labour, with close
to four people employed for each R1 million of
expansion in output and, by extension, they have
a R1.7 million impact on national output. The
electricity, gas and water sector has the weakest
employment multipliers for unskilled labour,
followed by mining and quarrying.

The National Development Plan
The fixation on traditional large industries with
greatest export growth potential is clearly out of
sync with South Africa’s pressing development
priorities. Within this context, a major recent
development is the change in approach by the
NDP which suggests that the only way that the
country can meaningfully reduce unemployment,
poverty and inequality is through higher,
sustainable, more balanced and more inclusive
economic growth. The NDP recognises that higher
and more balanced growth requires faster growth
in the country’s tradable export sectors. This will
result in better export performance, less vulnerability
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to capital flows through smaller current account
deficits, greater and more balanced employment
creation and a faster reduction in unemployment,
poverty and inequality.
As shown in this discussion, South Africa is host
to considerable mineral reserves of strategic
significance to the global economy. The NDP seeks
to place the national economy on a production-led
growth trajectory in order to tackle the country’s
developmental challenges of unemployment,
inequality and poverty. A particular focus is to
ensure greater local processing of South Africa’s
abundant natural resources. This policy framework
prioritises the mining value chain, which includes
mineral beneficiation, as one of the key economic
activities that present the highest value proposition
towards the attainment of its objectives.
The beneficiation strategy for South Africa’s
minerals industry focuses on developing mineral
value chains and facilitating the expansion of
beneficiation initiatives in the country, up to the last
stages of the value chain. The South African ferrous
industry shows some of the benefits of higher stages
of mineral beneficiation. In 2008, a sale of
65.4 metric tons (Mt) of ferrous ore realised
R45 billion in revenue, while a sale of 4.2 Mt of
processed ferrous metals realised a revenue of
R52 billion. In the same year the total sale of South
African minerals (excluding diamonds and strategic
minerals) was R300.3 billion.23 In 2000, it was
established that a tonne of stainless steel containing
chromium was worth 147 times more than a
tonne of chromium chromite ore, and the value of
polished diamonds was between 30 and 173 times
more than that of rough diamonds, depending on
where they were along the value chain.24

23 Department of Mineral Resources, Briefing Note, 2009.
24 Chamber of Mines (2014).

The strategy is also aligned to other broader national
programmes, including the industrialisation,
energy security programme and the Advanced
Manufacturing Technology Strategy (AMTS).
The strategy is premised on the need to unlock
downstream and side-stream values and provides
the initial analysis of opportunities and challenges
in downstream beneficiation as well as suggesting
instruments that must be investigated and
implemented to enhance value addition. The total
net beneficiation of minerals is maximised by a
combination of downstream and side-stream linkages.
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The beneficiation strategy for
South Africa’s minerals industry
focuses on developing mineral
value chains and facilitating
the expansion of beneficiation
initiatives in the country, up
to the last stages of the value
chain. The South African ferrous
industry shows some of the
benefits of higher stages of
mineral beneficiation.

■■ In the main, the beneficiation strategy is
supported by a number of provisions within
existing national policy and legislation
■■ Minerals and Mining Policy for South Africa (1998)
■■ Minerals and Petroleum Resources Development
Act (No. 28 of 2002)
■■ Broad-Based Socio-economic Empowerment
Charter for the South African Mining Industry
■■ Precious Metals Act (No. 37 of 2005)
■■ Diamonds Amendment Act (No. 29 of 2005)
■■ Energy security plan
■■ IPAP 2014
The strategy seeks to advance development by
optimising linkages in the mineral value chain and
facilitating economic diversification, job creation
and industrialisation. It also aims to speed up
progress towards a knowledge-based economy and
contribute to incremental GDP growth in mineral
value addition, the transformation of ore into
smelted or manufactured products, per capita, in
line with the vision outlined in the New Growth Path
(NGP) and IPAP 2014.
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Through its connectedness in
the South African economy,
mining can stimulate growth in
secondary and tertiary sectors
of the economy if appropriate
policies are adopted.

The broader context of the NDP (and this
review) has therefore related to the challenge of
enhancing the role of traditional sectors such as
mining and agriculture in improving the country’s
tradable sectors.

Shifting priorities: towards a new
development path
South Africa faces the challenge of diversifying
away from resource extraction and a reliance on
commodity exports towards a manufacturing,
value-adding and more labour-intensive growth
path with the highest economic and employment
multipliers and spillover effects.
Economic data suggests the current growth
trajectory is unsustainable. GDP contraction is
evidence of the importance of mining but there is a
critical need to move up the value chain. Upstream
mining, downstream beneficiation and linkages to
the manufacturing sectors are critical (and should
not be equated with further mega-capital and
energy-intensive investment projects).
Most growth industries are part of the fast-growing
tertiary sector of the South African economy.
Although the importance of tertiary industries
in recent times is acknowledged, we argue that
the primary sector of the economy, in particular
mining, can still contribute significantly to the
economic well-being of the country.
Through its connectedness in the South African
economy, mining can stimulate growth in
secondary and tertiary sectors of the economy if
appropriate policies are adopted. For example,
the resource-based research that is linked to
mining and mineral beneficiation competency and
enterprise development could be engineered to
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create the required labour absorptive employment
opportunities in the manufacturing industry, with
finance provided by institutions in the tertiary sector.
Slow growth in the tradable export sectors
and higher growth in the non-tradable sectors
exacerbate the structural mismatch in the
labour market, which aggravates the country’s
unemployment challenge. Tradable export sectors
(agriculture, mining and manufacturing) that
traditionally provide permanent employment to
unskilled, semi-skilled and some skilled workers,
have grown slowly and reduced their labour
numbers. Non-tradable sectors, which tend to offer
temporary employment for semi-skilled and skilled
workers, have grown quickly. The result is less
demand for unskilled and semi-skilled workers –
categories which cover the majority of the country’s
unemployed people.

The need to reallocate incentives
Government’s industrialisation strategy is
essentially a labour-intensive, urban-employment
creation and black industrialisation policy that aims
to supplement new economic strategies of export
promotion in services and manufacturing. It’s
acknowledged, however, that these sectors have
limited capacity to employ people because they
rely heavily on technology and automation.
At one level, government’s black industrialisation
strategy is of prime strategic importance to the
long-term ambition of inclusive and sustainable
development – or development through an
industrialisation strategy using clusters to build
synergies in value chains. These industry clusters
are a selection of contiguous industries identified
by government to build synergies across value
chains and attract investment through a range of
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complementary incentive schemes. It’s also an
attempt to direct investment through the creation
of economies of scale.

■■ regulatory and cost barriers to new
enterprise formation

However, bringing together the data on incentives in
a more structured way highlights the broad spatial
and structural characteristics of the economy, a
direct result of legacy issues and ongoing barriers.
This is important for an assessment of policy,
current planning and future interventions.

The key message from this discussion is that
we need to reallocate both tax and non-tax
incentives to sectors like tourism, agriculture
and construction, and community and personal
services. Although they have high METRs,
they have the strongest employment multiplier
impacts for people whose highest qualification
is a secondary-school certificate. For instance,
construction has strong employment multiplier
effects on unskilled labour, but with an METR of
19.5% has a much higher effective tax rate on
capital investment than mining (-1.2%).

One factor to consider is the issue of structural
economic reconfigurations. This is particularly
important now because of the challenges the
country has historically faced (and continues to
face), brought about by racially skewed patterns
of ownership and, beyond 1994, the structural
economic problems that hinder an inclusive
development trajectory. The dominant themes
emerging from the data which are shaping the
economic landscape include the phenomenon
of economic dualism – that is, the skewed
distribution of income and opportunities towards
the minerals–energy complex economy, resulting
in economic inequalities, spatial separation, and
township deindustrialisation – have resulted in the
unintended consequence of entrenched apartheid
patterns of accumulation and concentration, a
spatial and structural economic configuration that
is unsustainable in the long term.
Other issues to be considered include:
■■ the entrenchment of apartheid settlement
patterns
■■ skills available to meet the needs of an
increasingly sophisticated tertiary sector
■■ government expenditure allocations and
infrastructure development priorities

■■ integrated planning
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The key message from this
discussion is that we need to
reallocate both tax and non-tax
incentives to sectors like
tourism, agriculture and
construction, and community
and personal services.

In addition, they have a greater capacity to absorb
unskilled workers. High METRs are a disincentive
to significant and long-term investment in these
sectors. Public funds could be better used by
investing in the prospects of these sectors rather
than funding the full capital costs of a sunset
industry like mining, which has a finite and very
capital-intensive shelf-life.
It stands to reason that tax incentives should
support sectors such as agriculture, wholesale and
retail trade, and construction.

Jargon buster
Multiplier effect
The ability of an investment to stimulate
broader economic and social benefits to a
country. (In Part 2: Chapter 3, we pointed out
that, managed effectively, direct investing into
long-term care could have a multiplier effect
of as much as 1.5 times over three years.)
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Table 1.4.4: Multiplier effects in different sectors of the South African economy
Employment multiplier1

Domestic output
multiplier

Secondary schooling or less

Post-school qualification

Agriculture, forestry and fishing

1.7

3.9

1.0

Wholesale, retail and motor trade, catering and
accommodation

1.6

3.5

1.8

Construction

1.9

3.4

1.5

Community, social and personal services

1.5

2.3

1.8

Finance, real estate and business services

1.7

1.8

1.4

Transport, storage and communication

1.6

1.7

1.1

Manufacturing

1.4

1.7

0.9

Mining and quarrying

1.3

1.0

0.6

Electricity, gas and water

1.6

0.8

0.6

1. This does not include the effects of higher employment on consumption and assumes there are no supply constraints in the economy. Based on 2012 Social Accounting Matrix.
Source: National Treasury
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The tourism sector is where some of the tax
incentives on capital spend seem well placed.
This sector has strong employment multiplier
effects on people without a post-secondary-school
qualification, with just over three people employed
for every R1 million invested.

the cost of fully subsidising the remuneration of one
employee.26 What accounts for this high fiscal cost,
relative to average remuneration, is the large extent
to which incentives are targeted at sectors which
do not generate additional investment, increased
output returns or even more employment.

The World Bank, in its 2017 Economic Update on
South Africa, suggested that policy should consider
targeting capital allowances to sectors generating
the same amount of additional investment at
much lower fiscal cost. We would suggest going
much further: policy should consider targeting
capital allowances to sectors which display strong
employment multipliers for people without a
secondary-school qualification. On average, the
cost of capital investment tax allowances to create
one job is R188 377, whereas average gross labour
remuneration for the same year (2012) stood at
R107 509.25 This implies that, on average, the
fiscal cost of creating one job through capital
allowances (and foregone revenue) is greater than

Lastly, the cost of capital allowances and other
incentives must always be considered alongside
the investment response and the employment
and output impact of such fiscal outlays. We have
sought to outline the extent of these tax incentives,
the marginal effective tax rates associated with key
sectors, and whether the tax advantages from these
incentives are commensurate with the employment,
investment and output performance of those
sectors. It is clear that the greatest beneficiary of
these incentives continues to be the mining sector,
but without a commensurate multiplier effect on
employment when compared with sectors like
construction, tourism and agriculture.
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The World Bank, in its 2017
Economic Update on
South Africa, suggested that
policy should consider
targeting capital allowances
to sectors generating the
same amount of additional
investment at much lower
fiscal cost.

Lastly, the cost of capital allowances and other incentives must always be considered
alongside the investment response and the employment and output impact of such
fiscal outlays. It is clear that the greatest beneficiary of these incentives continues to be
the mining sector, but without a commensurate multiplier effect on employment when
compared with sectors like construction, tourism and agriculture.

25 Davis Tax Committee (2014).
26 World Bank. 2017. Private Investment for Jobs: South Africa Economic Update, January 2017 (online).
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LESSON

TOWARDS A UNIFYING
FRAMEWORK FOR
COLLABORATION

The government’s capacity for carrying out its
policy mandate is, in principle, determined by two
main variables:
■■ the total amount of value created in the economy
■■ government’s ability to capture an appropriate
share of such value creation for service delivery
A fundamental trade-off in designing appropriate
policies, strategies and systems (which in theory is
the modality for matching investment with needs)
is the balance between different sets of incentives:
between investment and employment; between
investment and taxation; between employment and
taxation; between taxation and well-being.
However, even if government appreciates the
efficiency of private investment in the economy,
there is frequently concern about the ability of the
authorities to secure a ‘fair share’ of resources for
the state. To be clear, the objective of government is
to create a conducive environment for development
and revenue-generation by providing tax and nontax incentives. Compensation should not be levied
at such a high rate that it discourages companies
from investing. By contrast, policy should avoid a
vicious cycle of value destruction, where value is
lost to vested interests, consequently leaving less
value for circulation in the economy. Policy and
strategy need to be evaluated from the perspective
of all stakeholders: both vested interests and
general interests ought to be considered.
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The task before us is to identify the optimal mix
of tax instruments and non-tax incentives towards
investments that meet the NDP objectives. We
suggest a framework for analysing an investment–
incentive balance between (a) the national
imperatives of growth and escalating investments
in new activities, and (b) the overriding need to
ensure an appropriate revenue base for creating
employment and reducing poverty.
The framework has three dimensions of analysis:
1. Value creation occurs when the value of
aggregate outputs exceeds the value of
aggregate inputs on a sustainable, long-term,
basis. A major objective is to provide an
analytical frame for assessing how employers
and the state address value creation: what are
their approaches to enhancing value associated
with escalating investment, opportunities for
greater inclusion by people in small businesses,
and new employment opportunities?
2. Value capture measures the state’s share of
value created. At the societal level, we can
equate net value creation to net social benefits
(or tax returns to the state).
3. Value circulation, based on the
aforementioned, incorporates the process by
which income and opportunities derived from
the benefits to government from remittances to
the fiscus generated by an expanding economy
are redistributed towards a more equitable,
shared and sustainable growth path.

LESSON: BALANCING INVESTMENT AND EMPLOYMENT

The framework provides a holistic and integrated
view of the processes by which value is created,
captured and circulated as a basis for a new
alignment of incentives. It suggests a feedback
from the total value created within the sector to
the country’s financial and economic welfare in a
virtuous cycle of growth and employment creation.

Figure 1.4.4: Framework for analysing an
investment–incentive balance

Embedded in this approach is the coordination
of fiscal, tax and non-tax incentives around the
NDP. The NDP is a foundation for inclusive growth
based on a combination of incentives and cast
within an overall industrial strategy. Its long-term
effectiveness depends on all stakeholders to
cohere around a new investment paradigm.
A systemic, structural multistakeholder and
collaborative response to the issues outlined above,
involving both the public and private sector, is
needed to align and trade off public incentives with
sectors that have the proven potential to create
jobs and value (in the form of innovation, structural
change and transformation). This will require, as
the World Bank suggests, ‘reorienting investment
tax incentives towards more responsive sectors
(those with greater employment multipliers), which
would stimulate growth, create employment and
support the alleviation of poverty’.27

27 Davis Tax Committee (2014).

Value
creation

Value
capture

Value
circulation
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Concluding remarks
Our emphasis is on assessing the effectiveness of
tax and non-tax incentives as an instrument to cause
structural changes in the economy towards a more
inclusive and sustainable growth path. We have
looked at the array of tax and non-tax incentives
on offer in South Africa, the relative advantages
they bestow on key sectors, and the investment
some of these incentives have been able to attract.
We discussed the important dimensions of tax
incentives, and how sector and organisation-level
dynamics influence their efficacy. Lastly, we explored
what should be taken into account when assessing
the value of incentives, in particular the important
role of employment and output multipliers.
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We believe there is a role that corporations receiving
support (or industry bodies representing them)
can play in ensuring that incentives do not focus
on capital in a way that displaces labour. This is
important as we consider the changing world of
work. Moreover, it is important to prioritise sectors
that have a wide-ranging and significant impact on
the employment of unskilled workers, the largest
group of unemployed people in South Africa.
In this way, both the private and public sector
can contribute to developing an ecosystem that
limits the tendency to narrowly privatise returns
while socialising losses. This is not just the role of
policymakers and policy and tax advocates, but of
all parties interested in enabling greater and more
widespread individual and collective well-being.
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BENEFITS BAROMETER 2018

THE ROLE OF STAKEHOLDERS
IN BUILDING A WELL-BEING
DISCOURSE

Policymakers have an important role to play
in shifting the debates on development away
from a narrow focus on growth targets.
■■ Engage in multistakeholder dialogues and
consultations on the notion of inclusive growth,
how to achieve it and how to measure progress
towards it. This will shift the policy debate
towards a broader focus on multidimensional
well-being in a context where growth has been
largely unaccompanied by a broad-based
redistribution of income and opportunities.
■■ Initiate multistakeholder dialogues on how we
could reconceptualise the way we measure
societal progress, beyond the notion of GDP
growth. Some key discussion points include:
• a progressive measure of social progress that
takes account of well-being

Conclusion

ACTION
POINTS
FOR PART 1

■■ creating an index that provides a roadmap for how
corporates can engage with other stakeholders in
their ecosystem, both private and public, to build
a common language in addressing needs that are
greatest in that ecosystem
Financial service and benefits providers have
an opportunity to rethink and remodel financial
and other products and services that best
respond to the specific needs of the end users.
■■ Refocus financial saving models from catering
only for those who are employed to addressing
the needs of a society where a wellspring of
indigenous schemes has emerged to cater for
the poor.
■■ Take into account the societal ties and social
capital communities rely on to mobilise money
outside the formal solutions currently on offer.

• constructing a new baseline and set of
indicators (or metrics) in our theoretical toolkit
to measure social progress independently of
economic progress
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The role of workplace
organisations as microcosms
of society
As potential microcosms for a well-being
economy, employer organisations are
instrumental in actualising the principles and
goals of a well-being ecosystem.
■■ Respond proactively to social problems and
challenges by integrating transformation, diversity,
gender equality, inclusion and social cohesion
into strategic and operational plans.
■■ Build supportive industry clusters (including
small business) and facilitate investment in
areas where there is great potential to diversify
the sources of productive economic activity in
South Africa.
■■ Create a well-being workplace:
• Build platforms of engagement and establish
transformation forums in the workplace where
people can exchange ideas, cross divide and
build social cohesion.
• Create frameworks for engagement on the role
employers can play in strengthening social
ties with other stakeholder groups, such as
suppliers, customers and regulators.
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• Launch communications campaigns that
send a unifying message of employers and
employees working together for mutually
beneficial outcomes that have a positive
impact on employment and the company’s
bottom line.
• Establish early childhood development
facilities on-site for the children of all
employees, regardless of their salary or
position, to foster early voluntary interactions
across barriers of class and culture,
contributing to greater social cohesion.
• Prioritise employees’ physical and mental
health through preventative stressmanagement approaches.
• Respond to their financial vulnerability by
facilitating access to financial products that
meet specific needs.
■■ Reposition workplace organisations as
transformation change agents in society by
supporting small business development,
channelling investments to underserved
economic corridors and second-tier cities,
and pursuing diversity and transformation.
■■ Popularise a model of integrated strategic
planning around issues of skills development,
diversity and inclusion, transformation, gender
equality, enterprise development, social cohesion,
and social mobility and protection.

PART 1

THE ROLE OF STAKEHOLDERS IN BUILDING A WELL-BEING DISCOURSE

Confronting the barriers to
social mobility

Build a model of multistakeholder
collaboration

Recognise that there are barriers to
social mobility and, therefore, access to
opportunities. These include the absence of a
strong middle class, and structural and spatial
barriers shaped by past and current policies.

Recognising that the pursuit of well-being is
not the preserve of a single party, a model of
multistakeholder collaboration based on tradeoffs between interest groups, individuals and
organisations should be considered as the best
route to the pursuit of well-being.

■■ Consider deliberate corrective measures at a
macro level, including the allocation of incentives,
educational improvements, efficient transportation
networks and new settlement patterns.

This model is premised on a shared-value approach,
loosely defined as a model of development which
produces value for society by addressing societywide challenges.

■■ Financial services players should combine their
expertise in investing, markets and technology with
a greater understanding different backgrounds,
levels of wealth, time horizons, life goals and
aspirations to provide products and services that
meet a wide range of individual needs.

A response to specific barriers to the equitable
distribution of investment, educational, recreational
and social capital opportunities requires thoughtful
multilevel collaborations between various groups of
stakeholders, including:

■■ They should acknowledge and embrace
technological change to create client-centric
solutions that facilitate financial inclusion and
social mobility.

Conclusion

■■ individuals and families with expectations that
demand constantly evolving solutions
■■ employers and labour, who provide access to
social insurance and enable social mobility –
primarily because government simply does not
have the fiscal capacity to fully play that role
■■ fiduciaries, who must ensure there is a robust
governance process for deploying those benefits
effectively and efficiently
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■■ policymakers and regulators, who provide the
parameters and guidelines for how these support
systems should be framed and delivered

Recasting the allocation of
incentives

■■ financial service providers, who are the frontline
in both determining what is really needed to meet
these demands and how products and services
should be best structured to meet them

Engage policymakers in reallocating tax and
non-tax incentives to target key investments
crucial to reducing supply-side bottlenecks in
certain sectors with a view to diversifying away
from resource extraction and towards sectors like
tourism, agriculture, construction, and community
economies and personal services, where economic
and employment multipliers are highest.

Specifically, the following should be considered:
■■ Re-conceiving products and markets:
Organisations, alongside government and the
NGO sector, have the potential to be effective by
creating and marketing products and services
that solve community problems. An intimate
understanding of social problems and challenges
presents opportunities to differentiate, innovate
and grow. This can be done by redesigning
products, or implementing innovative and unique
distribution methods.
■■ Redefining productivity in the value chain: This
refers to the importance of linking productivity to
societal progress, and internalising externalities
such as environmental degradation of the
production process.
■■ Building supportive industry clusters in
company locations: The success of any company
is influenced strongly by certain clusters: the
geographical concentration of the organisation,
related businesses, suppliers, service providers
and logistical infrastructure. Clusters also include
entities like academic programmes, industry
associations, utilities and competition policy that
reinforce a broadly defined social compact.
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■■ Specific interventions to be considered include:
• reversing the entrenchment of apartheid
settlement patterns
• developing skills to meet the needs of an
increasingly sophisticated tertiary sector (in
particular services)
• government expenditure allocations and
infrastructure development priorities
• lowering regulatory and cost barriers to new
enterprise formation
• integrated planning and data-sharing within
public entities and agencies
The key message here is the need to reallocate
both tax and non-tax incentives towards a more
labour-intensive growth path, with a bias towards
the unskilled, who constitute the bulk of those who
are unemployed.
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OVERVIEW
In Part 1 we introduced the idea that the multiplier impact for creating
a well-being economy is significant when multistakeholder collaborations prioritise
strategic initiatives that focus on both economic and social gains.
Part 2 provides several excellent examples of not just how this could
be done in the future, but how it is also taking place
in some instances today.
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DRIVING INCLUSIVE GROWTH THROUGH TARGETED
INVESTMENT: THE LOCATION ATTRACTIVENESS INDEX
South Africa faces a large degree of spatial inequality, as economic activity is concentrated in
a few places. Many other parts of the country have inherent economic potential but they need
targeted investment if such potential is to be unlocked. A key benefit of investing in regions
with potential is that it leads to positive socio-economic spillovers in surrounding areas.

Marianne Matthee
Professor
GIBS/North-West University

Waldo Krugell
Professor
North-West University
Additional contributor:
Lesiba Mothata

84

While the four major city-regions (Johannesburg,
Durban, Cape Town and Pretoria) are magnets for
investment in South Africa because they are centres
of intense economic activity, this chapter reveals
certain secondary cities which could become
investment drawcards and development hubs.
It does this in two ways: by using a theoretical
framework of spatial agglomeration and spillovers
to analyse spatial development and inequality in
the country; and by using an index of location
attractiveness to pinpoint the most deserving
investment prospects from among the country’s
more than 200 municipalities. Whoever is bringing
the investment to a particular region – government
or business, or both – the chances of it bearing
fruit are greatly enhanced if there are cooperation
and trust among all relevant stakeholders,
including the communities that directly and
indirectly benefit from such investment.
Any discussion of South Africa’s current and
future economic prospects would be incomplete
if attention were not paid to how entrenched
the problem of inequality has become. South
Africa’s official economic blueprint, the National

Development Plan (NDP), sees inclusive growth
as one of the cornerstones of socio-economic
stability and well-being in the country. Yet, over the
years, inequality has intensified and this has made
inclusive growth increasingly elusive. A healthy rate
of growth is necessary to reduce inequality, but
when inequality is so pronounced, it simply adds
to social costs and puts a strain on productivity,
which in turn suppresses economic activity.1 A
relentless cycle of rising inequality and declining
growth becomes the norm.

Where to start? Addressing
skewed spatial development
through targeted investment
Many places are not growing economically
because of a lack of infrastructure,
inadequate skills, poor innovation capacity
and weak governance. The locked-in potential
of these areas could be released through
targeted investment in economic and social
infrastructure and institutional support.2

1 Benner, C, Pike, A & Mackinnon, D. 2018. ‘Inclusive Growth’ and ‘Inclusive Economies’ – Concepts and Theories Description (online).
2 National Planning Commission. 2012. National Development Plan 2030: Our Future – Make It Work, p. 277 (online).
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This extract from the NDP calls for a systematic
response to South Africa’s spatial inequality
problem, bearing in mind that different parts of
the country have different levels of potential and
underlying requirements.
While it is widely acknowledged that tackling
the inequality challenge in South Africa calls for
enormous effort and commitment, it also requires
a different way of looking at and doing things.
What exacerbates social inequality and economic
inefficiency in South Africa are the skewed spatial
patterns in the country that originated in colonial
times and were reinforced during the apartheid
era.3 For example, as much as 65% of economic
activity in the country is generated in just three of
its nine provinces.4
Many of South Africa’s municipalities – often
the target of criticism for perceived inefficiency
and underperformance – have a great deal of
inherent investment potential which, if unlocked,
could stimulate growth and jobs. For this to
happen, government, business and civil society
– stakeholders that would benefit from more
productive and efficient economic activity – need
to form active partnerships rather than maintain
typically adversarial positions towards one another.
Targeted investment in regions with potential will
generate growth through spillovers, which will
ultimately enhance the potential and productivity
of surrounding areas. The aim of this chapter is to
answer the ‘where to start?’ question by identifying
places in South Africa that have strong investment
potential. In other words, where will the investment
deliver the best returns?

It will do this in two ways: firstly, by using a
theoretical framework of spatial agglomeration and
spillovers with an analysis of spatial developments
and inequality in the country, and secondly, by
using a specially constructed index of location
attractiveness for the country’s 205 municipalities.
This index will rank the top 40 municipalities
according to their investment potential and show
the spillovers that would likely be generated within
each municipality.
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What exacerbates social
inequality and economic
inefficiency in South Africa
are the skewed spatial
patterns in the country that
originated in colonial times
and were reinforced during the
apartheid era.

Some theoretical concepts:
locations and agglomerations
In his seminal 1991 work, Paul Krugman5
developed the theory of new economic geography
(NEG), which provides insight into the spatial nature
of an economy and how the physical concentration
of economic activity is shaped by economic forces.
These forces can either pull economic activity
together (for example, market-size effects, thick
labour markets, and pure external economies such
as knowledge spillovers) or pull it apart (for example,
immobile factors of production, land rents, and
pure external economies such as congestion).6
The former are called centripetal forces; the latter,
centrifugal forces. In essence, the NEG provides
a modelling approach to illustrate the role of
centripetal and centrifugal forces in shaping the
spatial structure of an economy.7

Targeted investment in regions
with potential will generate
growth through spillovers,
which will ultimately enhance
the potential and productivity of
surrounding areas.

3 National Planning Commission (2012).
4 Greyling, L & Mothata, L. 2017. Ramaphosa’s New Deal is Incomplete, Alexander Forbes (online).
5 Krugman, PR. 1991. Geography and Trade, The MIT Press, Cambridge. (book).
6 Fujita, M, Krugman, PR & Venables, A. 1999. The Spatial Economy: Cities, Regions, and International Trade (book); Fujita, M & Krugman, PR. 2004. The new economic geography: past,
present and the future. Papers in Regional Science, Volume 83, Issue 1, pp. 139–164 (journal); Fujita & Krugman (2004).
7 Fujita & Krugman (2004).
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When economic activity is pulled together,
agglomerations are created. Over time, these
agglomerations generate spillovers (or externalities)
which can be classified either as localisation
economies or urbanisation economies.8

Jargon buster
Urban agglomeration: an extended city or
town area comprising the built-up area of
a central place and any suburbs linked by
continuous urban area.9

Externalities, Fujita and Krugman write,
are positive or negative consequences (or
external effects) of economic activity. These
effects influence not only the producer
but also those not directly involved in
production. A well-known example of a
negative externality is pollution; research and
development activities, or a skilled labour
force create positive externalities.10
Localisation economies are externalities that occur
when the same, or similar, industries are grouped
together11 (for example, in Silicon Valley12). The
externalities created as a result of this regional
specialisation of economic activity can be grouped
into two categories: the availability of a specialised
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8 Definition.net. 2018. ‘urban agglomeration’. 19 July 2018 (online)
9 International Monetary Fund. 2010. What Are Externalities? (online); Investopedia. 2018. Externality (online).
10 B
 rakman, S, Garretsen, H & Van Marrewijk, C. 2001. An Introduction to Geographical Economics (book).
11 Desmet, K & Fafchamps, M. 2005. Changes in the spatial concentration of employment across
US counties: a sectoral analysis 1972–2000. Journal of Economic Geography, Volume 5, Issue 3,
pp. 261–284 (journal).
12 Rosenthal, SS & Strange, W. 2007. The micro-empirics of agglomeration economies. In Arnott, RJ &
McMillen, DP (eds.): A Companion to Urban Economics, Blackwell Publishing Ltd. (book).

(or thick) labour market, and access to a diverse
range of intermediate inputs.13 A thick labour
market benefits both the organisation and the
employee, as it enables organisations to choose
the most appropriate person for the job. The result
is a better match between employees and jobs.
Over time, the organisation’s efficiency improves if
employees are well suited to their tasks. Moreover,
a thick labour market allows employees to become
more specialised, which also enhances efficiency.
The availability of a diverse range of both tradable
and non-tradable inputs further contributes to
improved productivity. (Tradable inputs are used
in the production process; non-tradable inputs
include a range of auxiliary services, such as
maintenance and repair services, and finance.14)
Linkages with foreign markets through import
and export activities extend the range of inputs
available to a region. In short, when there is
specialisation, innovation and growth occur
at a faster rate for all organisations, as similar
organisations are able to share knowledge,
sector-specific inputs, and skilled (or specialised)
labour and technologies.15

Urbanisation economies
Urbanisation economies are externalities that occur
when an organisation is close to all economic
activity16 (for example, being located within the

13 Krugell, WF & Matthee, M. 2008. Measuring the inward FDI potential of South African regions.
Acta Commercii, Volume 8, pp. 160–180 (journal).
14 Krugell & Matthee (2008).
15 Lall, SV, Koo, J & Chakravorty, S. 2003. Diversity matters: the economic geography
of industry location in India, The World Bank (online).
16 Desmet & Fafchamps (2005).
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city of Los Angeles17). In general, organisations
that operate in a location with a diverse range of
industries have access to a wide range of services
that can support and expand their business.18 The
spillovers are linked to an organisation’s proximity
to knowledge-sharing and infrastructure.19
Knowledge spillovers, or knowledge-sharing, can
result in learning, innovation and, ultimately, faster
growth, especially if knowledge is shared among
organisations from diverse industries.20 In addition,
access to infrastructure, or public goods and
services, can reduce costs and increase efficiency
within a particular location.21
In summary, investment flows to a location where
investors are likely to experience spillovers or
benefits accruing from a large local market, a thick
labour market, foreign trade linkages, a diverse
range of intermediate inputs, knowledge-sharing
and access to infrastructure.22

Spatial inequality in South Africa:
studies to date
South Africa has always been characterised by
significant spatial inequality. A small percentage of
regions in the country contribute to the bulk of the
country’s output – a situation that remained largely
unchanged from 1996 to 2017 (see Table 2.1.1).
This section delves into the South African literature
before setting out a location attractiveness index
based on localisation and urbanisation economies.
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In summary, investment flows
to a location where investors
are likely to experience
spillovers or benefits accruing
from a large local market, a
thick labour market, foreign
trade linkages, a diverse
range of intermediate inputs,
knowledge-sharing and access
to infrastructure.

Unequal development
South Africa’s unequal or skewed spatial structure
can to some extent be attributed to developments
on the policymaking front, but the main cause can
be traced to the discovery of diamonds and gold.

17 Rosenthal & Strange (2007).
18 Lall et al. (2003).
19 Krugell & Matthee (2008).
20 Jacobs, J. 1969. The Economy of Cities (book); Krugell & Matthee (2008).
21, 22: Krugell & Matthee (2008).
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Figure 2.1.1: Contribution to total gross value added by province (in 2010 constant prices)23

NORTH WEST
NORTHERN CAPE

3%
2017 2%
1996

6%
2017 5%
1996

LIMPOPO

7%
2017 7%
1996

GAUTENG

33%
2017 35%
1996

WESTERN CAPE

MPUMALANGA

13%
2017 14%
1996

EASTERN CAPE

8%
2017 7%
1996

8%
2017 7%
1996

FREE STATE

6%
2017 5%
1996

Source: Authors’ calculations using Global Insight’s Regional Economic Explorer (ReX) data23
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23 Global Insight Southern Africa. 2018. Regional economic explorer (ReX) database (online).
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During the 1700s, spatial development in South
Africa was largely concentrated along the coast
(in Cape Town, Port Elizabeth and Durban). The
discovery of diamonds in the 1800s changed this
concentration, with Kimberley developing into the
first major inland agglomeration. The discovery of
gold spurred the development of Johannesburg in a
similar fashion. Johannesburg and its surrounding
areas experienced rapid urbanisation, as supporting
industries to the mining sector stimulated the
development of a manufacturing sector within the
Johannesburg–Pretoria agglomeration.24
By the 1950s, the tightening of apartheid’s grip
reinforced South Africa’s spatial inequalities, with
the introduction of various territorial development
policies fostering the unequal development of
economic activity.The NDP explains that because
of apartheid the majority of South Africans were
relegated to locations far from their places of
work.25 This created inefficient land use, exclusion
from the benefits of society, high transport costs
and under-investment in transport infrastructure,
telecommunications and electricity, as these
services could not be sustained.26
At the onset of democracy in 1994, South Africa’s
trade liberalisation process also influenced the
spatial structure of economic activity in the
country. Owing to changes in trade policy and
incentives, including the reduction of protective
tariffs, organisations that could not cope with rising
levels of competition closed down (for example,
the textile industry in the Western Cape), while
those that were able to move into new markets
thrived (for example, the motor industry in the
Eastern Cape).27

The NDP summarises developments in South
Africa’s spatial structure since 1994 as follows:
The Gauteng city-region has reinforced its
national dominance and attracted growing
migration. The coastal city-regions have
performed less well, especially in terms of job
creation, largely because the manufacturing
sector has failed to gain traction despite
the apparent advantages of their location.
The performance of smaller cities has been
uneven, depending on their dominant
industries. Many small towns and rural areas
have stagnated or declined as agriculture
and mining have gone through structural
changes, while others have developed
dramatically as economic activity has
increased. Parts of the former homelands are
changing their economic structure, supported
by increased spending from social grants,
which raises questions about long-term
sustainability but does potentially open new
opportunities. This is occurring along major
transport corridors, in developing tourism
areas and along national borders where trade
and transport are growing.28
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By the 1950s, the tightening
of apartheid’s grip reinforced
South Africa’s spatial
inequalities, with the
introduction of various territorial
development policies fostering
the unequal development of
economic activity. The NDP
explains that because of
apartheid the majority of South
Africans were relegated to
locations far from their places
of work.

Studies at firm, city and
municipal level
Many empirical studies have been conducted to
investigate the spatial structure of South Africa’s
economy at various subnational levels. Table 2.1.1
summarises a selection of those studies.

24 Krugell, WF. 2011. Putting the Economy in its Place: Geographical Economics in South Africa (online).
25 Krugell (2011).
26 Naudé, WA & Krugell, WF. 2005. The geographical economy of South Africa. Journal of Development Perspectives, Volume 1, Issue 1, pp. 85–128 (journal); Matthee, M. 2007. Essays in
domestic transport costs and export regions in South Africa. North-West University (online); National Planning Commission (2012).
27 Matthee (2007); Edwards, L., Cassim, R. & Van Seventer, D. 2009. Trade policy in South Africa (in South African Economic Policy under Democracy) (book).
28 National Planning Commission (2012), p. 262.
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Table 2.1.1: Studies on the spatial structure of South Africa’s economy
Level of study

Authors

Topic

Organisation-level studies

Kleynhans and Drewes (2008)29;
Krugell and Rankin (2010)30

Does location explain differences in efficiency at organisation level?

City-level studies

Naudé and Krugell (2003a)31;
(2003b)32

The optimal size of cities; role of cities

Naudé and Krugell (2005)

The specialisation and diversification of cities

Krugell et al. (2005)

The distribution of income within magisterial districts

Naudé and Krugell (2006)34

The convergence of per capita income between magisterial districts

Bosker and Krugell (2008)35

Dynamics of spatial income distribution

36

Krugell and Matthee (2008)

Investment attractiveness of magisterial districts

Matthee and Naudé (2008)

37

Determinants of regional manufactured exports

Magisterial district or
municipality-level studies

33

Gries and Naudé (2008)38

Geography and trade patterns

Krugell and Matthee (2009)

The measurement of the export capabilities of South Africa’s magisterial districts

Kleynhans and Sekhobela
(2010)40

The spatial development and structure of value-added production in the
manufacturing industries of the Southern District Municipality
(SDM; now the Dr Kenneth Kaunda District Municipality)

Naudé et al. (2010)41

Export specialisation and local economic growth

39

Naudé and Matthee (2010)42

The dynamics of the location decision of manufacturing exporters in South Africa

Kleynhans and Claassen (2012)

The performance of the Platinum Spatial Development Initiative (Platinum SDI)
development corridor in South Africa

Laubscher (2017)44

The resilience of the Western Cape’s regional economy through an analysis of
the recession in 2009

43
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29 Kleynhans, EPJ & Drewes, E. 2008. The influence of location on the efficiency of manufacturers in
South Africa. Town and Regional Planning, Volume 53, pp. 1–8 (journal).
30 Krugell, W & Rankin, NA. 2012. Agglomeration and manufacturing output: Firm-level evidence from
South Africa. Urban Forum, Volume 23, Issue 3, pp. 299–318 (journal).
31 Naudé, WA & Krugell, WF. 2003a. Are South African cities too small? Cities: The International Journal of
Urban Policy and Planning, Volume 20, Issue 3, pp. 175–180 (journal).
32 Naudé, WA & Krugell, WF. 2003b. An enquiry into cities and their role in sub-national economic growth in
South Africa. Journal of African Economies, Volume 12, Issue 4, pp. 476–499 (journal).
33 Krugell, WF, Koekemoer, G & Allison, J. 2005. Convergence or divergence of South African cities and towns:
Evidence from kernel density estimates, Paper presented at the Biennial Conference of the Economic Society
of South Africa (online).
34 Naudé, WA & Krugell, WF. 2006. Sub-national growth rate differentials in South Africa: an econometric
analysis. Papers in Regional Science, Volume 85, pp. 443–457 (journal).
35 Bosker, M & Krugell, WF. 2008. Regional income evolution in South Africa after apartheid. Journal of
Regional Science, Volume 48, Issue 3, pp. 493–523 (journal).
36 Krugell & Matthee (2008)
37 Matthee, M & Naudé, WA. 2008. The determinants of regional manufactured exports from a developing country.
International Regional Science Review, Volume 31, Issue 4, pp. 343–358 (journal).

38 Gries, T & Naudé, WA. 2008. Trade and endogenous formation of regions in a developing country. Review of
Development Economics, Volume 12, Issue 2, pp. 248–275 (journal).
39 Krugell, WF & Matthee, M. 2009. Measuring the export capability of South African regions. Development
Southern Africa, Volume 26, Issue 3, pp. 459–476 (journal).
40 Kleynhans, EPJ & Sekhobela, MJ. 2011. Shift-share analysis of production in the manufacturing industry of
South Africa’s Southern District Municipality. Journal of Economic and Financial Sciences, Volume 4, Issue
1, pp. 10–30 (journal).
41 Naudé, WA, Bosker, M & Matthee, M. 2010. Export specialization and local economic growth in South Africa.
The World Economy, Volume 33, Issue 4, pp. 552–72 (journal).
42 Naudé, WA & Matthee, M. 2010. The location of manufacturing exporters in Africa: empirical evidence.
African Development Review, Volume 22, Issue 2, pp. 276–291 (journal).
43 Kleynhans, EPJ & Claassen, C. 2012. A shift-share analysis of job creation by the Platinum SDI during its first
decade (1996-2006). Journal of Economic and Financial Sciences, Volume 5, Issue 2, pp. 591–606 (journal).
44 Laubscher, P. 2017. The business cycle resilience of the Western Cape economy: A regional analysis of the
2009 recession and subsequent recovery. Studies in Economics and Econometrics, Volume 41, Issue 3,
pp. 1–33 (journal).
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These studies show that spatial inequality is
persistent. Krugell emphasises how inclusive
spatial development can be achieved through
investment in, for example, human capital and
infrastructure.45 In light of this body of evidence,
where could investment be directed in order to
stimulate development?

investors or its investment potential. The indicators
of investment potential that were used to construct
the location attractiveness index are:

The current study: empirical
evidence

■■ Measures of the agglomeration of people: total
population; population density; the percentage
of the population who are urbanised

Computing the location attractiveness
index

■■ Measures of the agglomeration of economic
activity: manufacturing employment as a
percentage of total employment; the Tress index
(smaller values indicate a more diversified
economy); location quotient for manufacturing
(a larger quotient reflects a comparative
advantage in manufacturing)

The data used in this study was obtained from
Global Insight’s Regional Economic Explorer
(ReX)46 database. The ReX provides data at
provincial, metro, district and local municipality
level for the years 1996 to 2017. For this study,
mainly municipality-level data was used.
Principal component analysis was used to
construct the location attractiveness index. The
investment attractiveness (or investment potential)
of a location is a latent variable which cannot be
directly measured. Krugell and Matthee47 provide a
range of subnational variables, based on the United
Nations Conference on Trade and Development’s
(UNCTAD’s) Inward FDI Potential Index, which
are measures of how attractive a location is to

45 Krugell (2011).
46 Global Insight Southern Africa (2018).
47 Krugell & Matthee (2008), pp. 166–174.

■■ Measures of local market size: gross domestic
product (GDP) per capita; index of buying power
with retail spending as a percentage of total
retail spending

Chapter 1

These studies show that spatial
inequality is persistent. Krugell
emphasises how inclusive
spatial development can be
achieved through investment
in, for example, human capital
and infrastructure.

■■ Measure of the openness of the local economy:
total trade as a percentage of GDP
■■ Measure of the cost of labour: average wage
per worker in manufacturing
■■ Measure of the quality of labour: the
percentage of the population with post-matric
qualifications
■■ Measures of local stability: the percentage of
people who live below the food poverty line; the
Gini coefficient (larger values indicate greater
inequality); an overall crime index
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The location attractiveness
index results are presented
to provide a holistic overview
of the performance of the
municipalities and their
corresponding cities and towns
within the index since 1996:
comparing top and bottom
ranked places, showing places
that have improved their ranking
and discussing places that have
persistently performed well.

Principal component analysis is used to group
these variables into factors based on their
commonalities. These factors correspond with
the literature and present investment themes,
namely: urbanisation economies (diversity),
localisation economies (specialisation), thick
markets (in terms of size) and openness. The
factors are then summed to arrive at the overall
location attractiveness index. We can unpack
the information of a location with a high index
score in terms of one or more of the investment
themes. For example, a location with a high score
in openness, relative to the other factors, indicates
that it can offer investors spillovers from openness.
Negative values imply that the variables in the
factor (or investment theme) make a weaker
contribution to the overall index value than those in
other factors.
We present the results from three angles to provide
a holistic overview of the performance of the
municipalities and their corresponding cities and
towns within the index since 1996:
■■ We compare the top 10 ranked places in 1996
and 2017, together with the worst performers.
■■ We show the top 40 places that have improved
their ranking between 1996 and 2017.

92

■■ We give a detailed view of the places that
have persistently performed well since 1996.
Those marked in bold have consistently (with
the exception of 2012 in some places) shown
investment location attractiveness. These are
also discussed in further detail.
The first set of results is shown in Table 2.1.2.
Places ranked high in the 1996 index are also
those that ranked high in the 2017 index, with
the exception of a few. The same goes for the
lowest-ranking places.
Over the period, numerous places have improved
their ranking, as shown in Figure 2.1.2 on
page 95. For example, the Mantsopa Local
Municipality (whose towns include Excelsior,
Hobhouse, Ladybrand, Thaba Patchoa and
Tweespruit) has moved up from number 146 to 70.
Comparing the raw data from the indicators listed
above, the municipality has since 1996 improved
its location quotient in manufacturing, become
more urbanised and open, and grown both its
percentage of skilled workers and the average
wage per person in manufacturing. While these
are off a very low base, they represent an
improvement nonetheless.

PART 2

DRIVING INCLUSIVE GROWTH THROUGH TARGETED INVESTMENT: THE LOCATION ATTRACTIVENESS INDEX

Chapter 1

93

PART 2
Chapter 1

DRIVING INCLUSIVE GROWTH THROUGH TARGETED INVESTMENT: THE LOCATION ATTRACTIVENESS INDEX

Table 2.1.2: Highest-ranking and lowest-ranking municipalities in the location attractiveness index, 1996 and 2017
Top 10 ranked places in 1996

Top 10 ranked places in 2017

1

Evaton, Sebokeng, Vaal Oewer, Vanderbijlpark, Vereeniging

Empangeni, Richards Bay

2

Ashburton, Pietermaritzburg

Evaton, Sebokeng, Vaal Oewer, Vanderbijlpark, Vereeniging

3

Deneysville, Kragbron, Oranjeville, Sasolburg

Dolphin Coast/Ballito, KwaDukuza, Nkwazi/Zinkwazi Beach

4

Krugersdorp, Magaliesburg, Muldersdrift

Ashburton, Pietermaritzburg

5

Franschhoek, Klapmuts, Pniel, Stellenbosch, Stellenbosch Farms

De Doorns, Rawsonville, Touws River, Worcester

6

Hopefield, Jacobs Bay, Langebaan, Paternoster, Saldanha,
St Helena Bay, Vredenburg

Franschhoek, Klapmuts, Pniel, Stellenbosch, Stellenbosch Farms

7

Empangeni, Richards Bay

Krugersdorp, Magaliesburg, Muldersdrift

8

Gouda, Paarl, Saron, Wellington

Gouda, Paarl, Saron, Wellington

9

Kriel, Ogies, Phola, eMalahleni

Deneysville, Kragbron, Oranjeville, Sasolburg

10

Hendrina, Middelburg, Pullens Hope, Rietkuil

Hopefield, Jacobs Bay, Langebaan, Paternoster, Saldanha,
St Helena Bay, Vredenburg

Bottom 10 ranked places in 1996

Bottom 10 ranked places in 2017

196

Alldays

Dutywa, Elliotdale, Willowvale

197

Utrecht

Cofimvaba, Tsomo

198

Mbazwana

Bizana

199

Ingwavuma, Jozini, Mkuze

Mbazwana

200

Pomeroy

Alldays

201

Nkandla

Engcobo

202

Tabankulu

Disaneng, Kraaipan, Madibogo, Setlagole

203

Piet Plessis, Pomfret

Nkandla

204

Impendle

Cacadu (Lady Frere), Dordrecht, Indwe

205

Hotazel, Santoy, Van Zylsrus

Tabankulu

Source: Authors’ calculations using ReX data
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Figure 2.1.2: Top 40 municipalities that improved
their ranking in the location attractiveness index48

Municipalities that improved ranking

The location attractiveness index identifies
places where an investor is likely to enjoy returns
from spillovers or benefits. These spillovers can
accrue from a large local market, a thick labour
market, foreign trade linkages, a diverse range of
intermediate inputs, knowledge-sharing and access
to infrastructure. Places that offer these spillovers
are more likely to be attractive to potential investors.
Although many places have improved significantly
in the rankings, they may have done so from a
low base and therefore may not yet offer benefits
to fully lock in investment. We therefore need to

investigate places that consistently offer spillovers
to investors by identifying those that have
performed well consistently since 1996. Investing
in these places will unlock the potential of not only
the cities themselves but also the surrounding
areas through proximity and connectivity. The
Western Cape provides an interesting example of
this: in 1996, the province had 14 of the top
40 municipalities. In 2017, this number increased
to 20. This kind of focused investment will
ultimately contribute to transforming South Africa’s
entrenched pattern of spatial inequality.

48 Htonl. 2016. South Africa municipalities 2016 blank, Wikimedia Commons (online).
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Table 2.1.3: Breakdown of scores of top 80 municipalities in the location attractiveness index
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District name

Cities or towns

Major cities

Urbanisation

Market size

Localisation

Openness

1. C
 ity of uMhlathuze
(KZN)

Empangeni, Richards Bay

Empangeni,
Richards Bay

-0.51

2.35

1.10

5.81

2. Emfuleni (GP)

Evaton, Sebokeng, Vaal Oewer,
Vanderbijlpark, Vereeniging

Vanderbijlpark,
Vereeniging

0.19

5.48

0.82

1.02

3. KwaDukuza (KZN)

Dolphin Coast/Ballito,
KwaDukuza, Nkwazi/Zinkwazi
Beach

-0.22

1.63

1.08

4.39

4. Msunduzi (KZN)

Ashburton, Pietermaritzburg

-0.08

5.24

0.08

1.24

5. Breede Valley (WC)

De Doorns, Rawsonville, Touws
River, Worcester

0.72

-0.11

0.30

5.22

6. Stellenbosch (WC)

Franschhoek, Klapmuts, Pniel,
Stellenbosch, Stellenbosch Farms

Franschhoek,
Stellenbosch

1.66

1.42

1.01

1.47

7. Mogale City (GP)

Krugersdorp, Magaliesburg,
Muldersdrift

Krugersdorp

1.13

2.50

0.32

1.20

8. Drakenstein (WC)

Gouda, Paarl, Saron, Wellington

1.08

1.50

1.05

1.21

9. Metsimaholo (FS)

Deneysville, Kragbron,
Oranjeville, Sasolburg

1.83

1.16

2.66

-0.88

10. Saldanha Bay
(WC)

Hopefield, Jacobs Bay,
Langebaan, Paternoster,
Saldanha, St Helena Bay,
Vredenburg

1.32

0.08

1.31

1.75

11. Midvaal (GP)

De Deur/Walkerville, Eikenhof,
Meyerton, Vaal Marina

1.54

0.50

0.81

0.90

12. Overstrand (WC)

Betty's Bay, Birkenhead,
De Kelders, Fishers Haven,
Franskraal, Gans Bay, Hawston,
Hermanus, Kleinmond, Onrus,
Pearly Beach, Pringle Bay,
Rooi-Els, Sand Bay, Stanford,
Van Dyks Bay, Vermont

1.88

0.33

0.55

0.80

Pietermaritzburg

Sasolburg
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District name

Cities or towns

Major cities

13. C
 ity of uMhlathuze
(KZN)

Empangeni, Richards Bay

Empangeni,
Richards Bay

8.75

1

31

6

4

7

14. Emfuleni (GP)

Evaton, Sebokeng, Vaal Oewer,
Vanderbijlpark, Vereeniging

Vanderbijlpark,
Vereeniging

7.51

2

1

1

1

1

15. KwaDukuza
(KZN)

Dolphin Coast/Ballito,
KwaDukuza, Nkwazi/Zinkwazi
Beach

6.88

3

35

15

19

19

16. Msunduzi (KZN)

Ashburton, Pietermaritzburg

6.48

4

5

2

2

2

17. Breede Valley
(WC)

De Doorns, Rawsonville, Touws
River, Worcester

6.13

5

174

18

11

15

18. Stellenbosch
(WC)

Franschhoek, Klapmuts, Pniel,
Stellenbosch, Stellenbosch Farms

Franschhoek,
Stellenbosch

5.56

6

10

5

5

5

19. Mogale City (GP)

Krugersdorp, Magaliesburg,
Muldersdrift

Krugersdorp

5.15

7

12

4

7

4

20. Drakenstein (WC)

Gouda, Paarl, Saron, Wellington

4.84

8

13

10

8

8

21. Metsimaholo (FS)

Deneysville, Kragbron,
Oranjeville, Sasolburg

4.77

9

2

3

3

3

22. Saldanha Bay
(WC)

Hopefield, Jacobs Bay,
Langebaan, Paternoster,
Saldanha, St Helena Bay,
Vredenburg

4.46

10

24

14

6

6

23. Midvaal (GP)

De Deur/Walkerville, Eikenhof,
Meyerton, Vaal Marina

3.75

11

22

12

12

12

24. Overstrand (WC)

Betty's Bay, Birkenhead,
De Kelders, Fishers Haven,
Franskraal, Gans Bay, Hawston,
Hermanus, Kleinmond, Onrus,
Pearly Beach, Pringle Bay,
Rooi-Els, Sand Bay, Stanford,
Van Dyks Bay, Vermont

3.56

12

32

19

13

18

Pietermaritzburg

Sasolburg

Index
2017

2017
rank

2012
rank

2007
rank

2002
rank

1996
rank
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Table 2.1.3: Breakdown of scores of top 80 municipalities in the location attractiveness index (continued)
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District name

Cities or towns

25. Mandeni (KZN)

Isithebe, Mandeni

26. Govan Mbeki
(MP)

Bethal, Charl Cilliers, Embalenhle,
Evander, Kinross, Leandra,
Secunda, Trichardt

27. George (WC)

Major cities

Urbanisation

Market size

Localisation

Openness

-0.82

0.35

1.60

2.31

1.19

1.64

1.31

-0.73

George, Haarlem, Herolds Bay,
Uniondale, Victoria Bay, Wilderness

1.47

0.63

0.26

0.40

28. Swellendam
(WC)

Barrydale, Buffeljagsrivier, Infanta,
Malagas, Suurbraak, Swellendam

1.27

-0.89

0.94

1.33

29. Swartland (WC)

Abbotsdale, Chatsworth,
Darling, Grotto Bay, Kalbaskraal,
Koringberg, Malmesbury,
Moorreesburg, Riebeeck Kasteel,
Riebeek West, Riverlands,
Yzerfontein

0.60

-0.31

0.92

1.34

30. Kannaland (WC)

Calitzdorp, Ladismith, Vanwyksdorp,
Zoar

0.73

-1.19

0.96

2.04

31. R
 and West City
(GP)

Randfontein, Westonaria

0.93

1.16

-0.08

0.42

32. N
 ewcastle (KZN)

Charlestown, Newcastle

-0.23

1.61

1.31

-0.27

33. Theewaterskloof
(WC)

Bot River, Caledon/Myddleton,
Genadendal, Grabouw, Greyton,
Riviersonderend, Theewaterskloof,
Villiersdorp

1.08

-0.47

0.53

1.23

34. M
 ossel Bay
(WC)

Boggoms Bay, Brandwag,
Friemersheim, Great Brak River,
Herbertsdale, Mossel Bay, Vleesbaai

Mossel Bay

2.07

0.42

1.82

-1.95

35. City of
Mbombela (MP)

Barberton, Emoyeni, Entokozweni,
Hazyview, Kaapschehoop,
Kabokweni, Kanyamazane, Luphisi,
Matsulu, Mbombela, Mpakeni,
Msogwaba, Ngodwana, Skukuza,
Tekwane, White River

Mbombela

0.30

3.23

0.48

-1.67

Secunda

Newcastle
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District name

Cities or towns

36. Mandeni (KZN)

Isithebe, Mandeni

37. Govan Mbeki
(MP)

Bethal, Charl Cilliers, Embalenhle,
Evander, Kinross, Leandra,
Secunda, Trichardt

38. George (WC)

Major cities

Index
2017

2017
rank

2012
rank

2007
rank

2002
rank

13

70

25

20

20

14

6

8

10

11

George, Haarlem, Herolds Bay,
Uniondale, Victoria Bay, Wilderness

15

29

22

16

17

39. Swellendam
(WC)

Barrydale, Buffeljagsrivier, Infanta,
Malagas, Suurbraak, Swellendam

16

63

38

32

34

40. Swartland (WC)

Abbotsdale, Chatsworth,
Darling, Grotto Bay, Kalbaskraal,
Koringberg, Malmesbury,
Moorreesburg, Riebeeck Kasteel,
Riebeek West, Riverlands,
Yzerfontein

17

54

27

14

14

41. Kannaland (WC)

Calitzdorp, Ladismith, Vanwyksdorp,
Zoar

18

115

53

43

51

42. Rand West City
(GP)

Randfontein, Westonaria

19

39

23

31

27

43. Newcastle
(KZN)

Charlestown, Newcastle

20

16

13

15

13

44. Theewaterskloof
(WC)

Bot River, Caledon/Myddleton,
Genadendal, Grabouw, Greyton,
Riviersonderend, Theewaterskloof,
Villiersdorp

21

73

51

54

43

45. Mossel Bay
(WC)

Boggoms Bay, Brandwag,
Friemersheim, Great Brak River,
Herbertsdale, Mossel Bay, Vleesbaai

Mossel Bay

22

3

9

9

16

46. City of
Mbombela (MP)

Barberton, Emoyeni, Entokozweni,
Hazyview, Kaapschehoop,
Kabokweni, Kanyamazane, Luphisi,
Matsulu, Mbombela, Mpakeni,
Msogwaba, Ngodwana, Skukuza,
Tekwane, White River

Mbombela

23

4

11

21

24

Secunda

Newcastle
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Table 2.1.3: Breakdown of scores of top 80 municipalities in the location attractiveness index (continued)
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District name

Cities or towns

47. Langeberg (WC)

Ashton, Bonnievale, McGregor,
Montagu, Robertson

48. Knysna (WC)

Brenton, Brenton-on-Sea,
Buffels Bay, Knoetzie, Knysna,
Rheenendal, Sedgefield

49. C
 ape Agulhas
(WC)

Major cities

Urbanisation

Market size

Localisation

Openness

0.85

-0.50

0.89

1.06

1.72

0.20

0.68

-0.34

Agulhas, Arniston, Bredasdorp,
Elim, Klipdale, Napier, Protem,
Struis Bay, Suiderstrand

1.85

-0.87

0.20

0.98

50. Witzenberg (WC)

Ceres, Op-die-Berg, Prince Alfred
Hamlet, Tulbagh, Wolseley

0.73

-0.41

0.86

0.97

51. Steve Tshwete
(MP)

Hendrina, Middelburg, Pullens
Hope, Rietkuil

1.62

1.47

0.94

-1.96

52. Cederberg (WC)

Citrusdal, Clanwilliam, Elands Bay,
Graafwater

1.10

-0.74

-0.44

2.05

53. uMngeni (KZN)

Hilton, Howick

1.14

0.89

1.17

-1.35

54. Lesedi (GP)

Devon, Heidelberg, Nigel,
Vischkuil

Nigel,
Heidelberg

0.69

0.44

1.67

-0.94

55. Emalahleni (MP)

Kriel, Ogies, Phola, eMalahleni

eMalahleni

1.28

2.17

-0.37

-1.29

56. Ray Nkonyeni
(KZN)

Hibberdene, Margate, Port Edward,
Port Shepstone, Southbroom

-0.17

1.48

0.21

0.25

57. Madibeng (NW)

Brits, Hartbeespoort, Mooinooi

0.28

2.22

0.28

-1.04

58. O
 udtshoorn (WC)

De Rust, Dysselsdorp, Oudtshoorn

1.02

-0.79

-0.06

1.48

59. Bitou (WC)

Keurboomstrand, Krantshoek,
Kurland, Kwanokuthula, Nature's
Valley, Plettenberg Bay, Wittedrift

1.43

0.16

0.54

-0.68

60. Bergrivier (WC)

Aurora, Eendekuil, Piketberg,
Porterville, Redelinghuys, Velddrif

0.90

-0.55

0.30

0.74

61. Alfred Duma (KZN)

Colenso, Ladysmith, Van Reenen

-0.67

0.80

1.04

0.20

62. Rustenburg (NW)

Hartbeesfontein-A, Marikana,
Phatsima, Rustenburg, Tlhabane

0.82

3.09

-2.91

0.36

63. uMfolozi (KZN)

KwaMbonambi

-0.84

0.09

2.52

-0.45

Knysna

Middelburg

Brits
Plettenberg Bay

Rustenburg
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District name

Cities or towns

64. Langeberg (WC)

Ashton, Bonnievale, McGregor,
Montagu, Robertson

65. Knysna (WC)

Brenton, Brenton-on-Sea, Buffels
Bay, Knoetzie, Knysna, Rheenendal,
Sedgefield

66. Cape Agulhas
(WC)

Major
cities

Index
2017

2017
rank

2012
rank

2007
rank

2002
rank

1996
rank

2.30

24

64

43

45

42

2.26

25

17

20

18

22

Agulhas, Arniston, Bredasdorp, Elim,
Klipdale, Napier, Protem, Struis Bay,
Suiderstrand

2.16

26

74

45

33

39

67. Witzenberg (WC)

Ceres, Op-die-Berg, Prince Alfred
Hamlet, Tulbagh, Wolseley

2.15

27

68

54

44

40

68. S
 teve Tshwete
(MP)

Hendrina, Middelburg, Pullens Hope,
Rietkuil

2.07

28

7

16

22

10

69. Cederberg (WC)

Citrusdal, Clanwilliam, Elands Bay,
Graafwater

1.97

29

159

108

89

87

70. uMngeni (KZN)

Hilton, Howick

1.85

30

11

21

27

30

71. Lesedi (GP)

Devon, Heidelberg, Nigel, Vischkuil

Nigel,
Heidelberg

1.86

31

14

17

25

26

72. Emalahleni (MP)

Kriel, Ogies, Phola, eMalahleni

eMalahleni

1.79

32

9

7

17

9

73. R
 ay Nkonyeni
(KZN)

Hibberdene, Margate, Port Edward,
Port Shepstone, Southbroom

1.77

33

42

32

42

45

74. Madibeng (NW)

Brits, Hartbeespoort, Mooinooi

1.74

34

8

24

24

23

75. Oudtshoorn (WC)

De Rust, Dysselsdorp, Oudtshoorn

1.65

35

128

69

50

50

76. Bitou (WC)

Keurboomstrand, Krantshoek, Kurland,
Kwanokuthula, Nature's Valley,
Plettenberg Bay, Wittedrift

1.45

36

18

26

26

28

77. Bergrivier (WC)

Aurora, Eendekuil, Piketberg, Porterville,
Redelinghuys, Velddrif

1.39

37

92

60

47

35

78. Alfred Duma (KZN)

Colenso, Ladysmith, Van Reenen

1.37

38

38

33

29

38

79. Rustenburg (NW)

Hartbeesfontein-A, Marikana, Phatsima,
Rustenburg, Tlhabane

1.36

39

76

36

36

21

80. uMfolozi (KZN)

KwaMbonambi

1.32

40

28

44

30

29

Knysna

Middelburg

Brits
Plettenberg
Bay

Rustenburg

Source: Authors’ calculations using ReX data
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Targeting investment
in secondary cities
The appointment of four special investment envoys
by President Cyril Ramaphosa is a testament to
his commitment to bolstering investment in the
South African economy. The envoys are tasked
with campaigning for investment to the amount
of $100 billion over the next five years. President
Ramaphosa has emphasised that a conducive
environment has to be created to attract investment
and unlock the growth potential of the economy.48
The location attractiveness index presented here
provides a first step towards identifying places that
are conducive to investment and where growth
potential can be unlocked. Using municipal data,
we now give a synopsis of the economies (and
spatial locations) of the secondary cities that
have performed consistently well in the location
attractiveness index.

President Ramaphosa has emphasised that a conducive environment has to be
created to attract investment and unlock the growth potential of the economy.The
location attractiveness index presented here provides a first step towards identifying
places that are conducive to investment and where growth potential can be unlocked.
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48 Sunday Times. 2018. 5 ways Ramaphosa’s investment envoys will boost the economy, 8 May 2018 (online).
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Chapter 1

OVERVIEW OF LOCATION AND ECONOMIC
CHARACTERISTICS OF BEST-PERFORMING MUNICIPALITIES
THROUGHOUT THE PERIOD 1996 TO 2017
49

City of uMhlathuze Local
Municipality
The City of uMhlanhuze Local Municipality (which
comprises the secondary cities of Richards Bay and
Empangeni) has the greatest location attractiveness.
This municipality offers investors both openness and
market-size spillovers to investors.
The municipality’s economy grew at an average
annual rate of 0.5% between 1996 and 2017.
Most of its formal-sector employment is generated
through construction (7.2%), education (7.8%),
land and water transport (5.7%), metal products,
machinery and household appliances (4.5%), and
other business activities (12.7%). The municipality’s
highest location quotient is for manufacturing (2.17),
followed by transport (1.48) and agriculture (1.26).
A value above one means the municipality has a
comparative advantage (taking production and
employment into account) over other municipalities
in those sectors. The region is involved in the
manufacture of basic metals, fabricated metal
products, machinery and equipment, and office,
accounting and computing machinery.
Apart from manufacturing, land and water transport
made the greatest contribution to the gross value
added (GVA) in 2017. The municipality is home
to the Richards Bay Industrial Development Zone
(RBIDZ), which offers access to the port of
Richards Bay and strategic inland links through
the R43 and N2 roads.

Emfuleni Local Municipality
Emfuleni Local Municipality offers market-size
spillovers to investors.
The Emfuleni Local Municipality’s secondary
cities, Vanderbijlpark and Vereeniging, are
located in the southern part of Gauteng. They
have access to a well-maintained road network
and are strategically located near the N1 freeway
linking Johannesburg and Bloemfontein. The
municipality’s largest location quotient is in
manufacturing (1.96), followed by financial
intermediation, insurance, real estate and
business services (1.10) and construction (1.04).
The majority of formal-sector employees work
in the manufacturing sector, specifically the
manufacturing of basic metals, fabricated metal
products, machinery and equipment, and office,
accounting and computing machinery (10.3%).
Around 9.6% of employees are in the retail trade
and repair of personal household goods sector
9.6%, and 13.3% are in business services.
The municipality’s average annual GDP growth
rate between 1996 and 2017 was 0.8%. Sectors
that contributed most to GVA in 2017 were
manufacturing, real estate and education.

49 In this section (unless indicated otherwise), information relating to economic indicators is from the Global Insight Southern Africa regional economic explorer database (2018). Other information
related to the municipalities is sourced from https://municipalities.co.za/.
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The Msunduzi Local
Municipality has a comparative
advantage in a number
of sectors: electricity, gas
and water supply (1.45),
community, social and personal
services (1.28), transport,
storage and communication
(1.20), agriculture (1.09),
construction (1.02) and
manufacturing (1.00).

Msunduzi Local Municipality

Stellenbosch Local Municipality

The Msunduzi Local Municipality offers marketsize spillovers to investors.

The Stellenbosch Local Municipality offers
urbanisation-economies spillovers to investors and
is located next to the Cape Town metropolitan area.

The municipality consists largely of
Pietermaritzburg and is part of two major
development corridors, namely the industrial
corridor between Durban and Pietermaritzburg
and the agro-industrial corridor between
Pietermaritzburg and Estcourt. Moreover, the
municipality is strategically placed along the
N3 freeway and is connected to King Shaka
International Airport and the port of Durban.
The municipality’s economy grew at an average
annual rate of 2.2% between 1996 and 2017.
The NDP asserts that the region could enhance
national growth through its port and industrial
and agro-processing hubs.50 The Msunduzi
Local Municipality has a comparative advantage
in a number of sectors: electricity, gas and
water supply (1.45), community, social and
personal services (1.28), transport, storage
and communication (1.20), agriculture (1.09),
construction (1.02) and manufacturing (1.00). The
education industry employs 9.7% of formal-sector
workers, with the health and social work sector at
9.4%, retail trade and repair of personal household
goods at 8.8% and business services at 12.9%.
Sectors that contributed most to the municipality’s
GVA in 2017 were retail trade, land and water
transport, other business activities, public
administration and defence activities, education,
and health and social work.
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50 National Planning Commission (2012).

Its GDP grew at an average annual rate of 2.9%
between 1996 and 2017. The Stellenbosch
district boasts a comparative advantage in many
sectors: agriculture (2.08), manufacturing (1.45),
construction (1.34), financial intermediation,
insurance, real estate and business services
(1.07), wholesale and retail trade, hotels and
restaurants (1.04) and community, social and
personal services (1.00).
The largest contributors to the district’s GVA in
2017 were financial intermediation, insurance
and pension funding and activities auxiliary to
financial intermediation, and the manufacture of
food products, beverages and tobacco products.
The retail and wholesale trade sector and business
services sector have the highest formal-sector
employment rates in the municipality (16.0% and
11.7%, respectively).
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Mogale City Local Municipality

Metsimaholo Local Municipality

Mogale City Local Municipality offers market-size
spillovers to investors.

The Metsimaholo Local Municipality’s main urban
area is Sasolburg. The district’s proximity to
Johannesburg provides an opportunity for investors
to make use of the localisation-economies
spillovers created in this municipality.

Situated in the West Rand region of Gauteng,
this municipality forms part of the development
around the mining belt between Johannesburg and
Krugersdorp. It has strategic transport linkages to
both Johannesburg and Pretoria, and a large urban
concentration between Krugersdorp and Kagiso.
Although Mogale City recorded an average annual
GDP growth rate of 0% between 1996 and 2017,
it has a location quotient above one in various
industries: manufacturing (1.56), electricity, gas
and water supply (1.11), construction (1.14) and
community, social and personal services (1.19).
Most formal-sector workers are employed in
business services (15.9%), with 7.6% in the
manufacture of basic metals, fabricated metal
products, machinery and equipment, and office,
accounting and computing machinery, and 8.9%
in the retail and wholesale trade. The largest
contributors to GVA (in 2017) were financial
intermediation, insurance and pension funds and
activities auxiliary to financial intermediation, and
health and social work.

The municipality’s average annual growth rate
between 1996 and 2017 was 3.2%, and the largest
contributor to GVA in 2017 was the manufacture
of fuel, petroleum, chemical and rubber products.
This sector also formally employs the most workers
(14.2%), followed by construction (9.3%). Another
significant contributor to GVA is the mining of coal
and lignite. The municipality’s location quotient
values for 2017 reflect this, with manufacturing at
3.21, mining at 2.11 and electricity, gas and water
supply at 2.10.
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The Metsimaholo Local
Municipality’s main urban
area is Sasolburg. The district’s
proximity to Johannesburg
provides an opportunity for
investors to make use of
the localisation-economies
spillovers created in this
municipality.

Govan Mbeki Local Municipality
The Govan Mbeki Local Municipality is located in
Mpumalanga, with Secunda its main urban area.
It offers market-size and localisation-economies
spillovers to investors.
The municipality’s economy grew at an average
annual rate of 0.9% between 1996 and 2017.
The largest contributors to GVA in 2017 were the
manufacture of fuel, petroleum, chemical and
rubber products, and the mining of coal and lignite.
Around 10.0% of formal-sector employees work
in other business services and around 9.6% in
agriculture. The municipality had a 2017 location
quotient above one in the following sectors: mining
(4.02), manufacturing (2.31) and electricity (1.38).
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Newcastle Local Municipality
Newcastle is a secondary city located in KwaZuluNatal which offers market-size and localisationeconomies spillovers to investors.
The municipality’s GDP increased at an average
annual rate of -0.1% between 1996 and 2017.
Its comparative advantages are in manufacturing
(1.51), electricity (1.14), agriculture (1.04)
and community services (1.08). The sector
that contributed most to GVA in 2017 was the
manufacturing of metal products, machinery and
household appliances. Business services (13.4%)
have the highest percentage of formal-sector
employees in the municipality, followed by retail
(11.4%) and construction (6.4%).

Mossel Bay Local Municipality
The Mossel Bay Local Municipality offers
urbanisation-economies spillovers to investors. It
is situated midway between the port cities of Cape
Town and Port Elizabeth, along the N2 freeway.
The municipality’s economy grew at an average
annual rate of 6.3% between 1996 and 2017.
Its highest location quotients are for electricity
(5.90), construction (1.75), agriculture (1.59) and
manufacturing (1.14). The majority of formalsector employees work in other business activities
(19.0%) and in retail (12.1%). The largest
contributor to GVA (in 2017) was the supply of
electricity, gas, steam and hot water.
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City of Mbombela Local
Municipality
Mbombela, the capital of Mpumalanga, offers
market-size spillovers to investors.
The municipality’s average annual growth rate
between 1996 and 2017 was 4.0%, and the
largest contributors to GVA in 2017 were wholesale
and retail trade, finance, public administration
and education. The education sector also formally
employs 9.2% of workers, whereas agriculture
employs 10.0%, other business activities 14.2%
and the retail sector 9.5%. The municipality’s
location quotient values for 2017 reflect this
diverse range of sectors, with electricity at 1.53,
trade at 1.43, agriculture at 1.11, construction
at 1.08, manufacturing at 1.05 and community
services at 1.00.

Knysna Local Municipality
The Knysna Local Municipality offers urbanisationeconomies spillovers to investors and is situated
between George and Plettenberg Bay.
The municipality’s GDP increased at an average
annual rate of 4.1% between 1996 and 2017. Its
comparative advantages are in agriculture (which
includes fishing) (1.27), construction (3.54) and
trade (1.57). The sectors that contributed most to
GVA in 2017 were construction and retail trade.
Construction (13.7%) has the highest percentage
of formal-sector employees in the municipality,
followed by hotels and restaurants (11.5%) and
other business activities (10.9%).
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Steve Tshwete Local Municipality

Emalahleni Local Municipality

The Steve Tshwete Local Municipality’s main urban
area is Middelburg in Mpumalanga. The district
is located between Johannesburg and Mbombela
and offers an opportunity for investors to make use
of the market-size and urbanisation-economies
spillovers created in this municipality.

The Emalahleni Local Municipality in Mpumalanga
offers market-size spillovers. Its particular spatial
importance is outlined on the Municipalities
South Africa website as follows:
The Emalahleni Municipality is strategically
located in terms of the provincial context
and transport network. It is situated in
close proximity to the City of Ekurhuleni,
City of Johannesburg and City of Tshwane
Metropolitan Municipalities in Gauteng, and
is connected to these areas by the N4 and
N12 freeways. These freeways converge at
eMalahleni in Emalahleni, from where the N4
extends to Mbombela, the provincial capital,
and ultimately Maputo in Mozambique. The
N4 freeway, along with the railway line that
runs adjacent to the freeway from Gauteng to
Mozambique, constitute the Maputo Corridor.51

The municipality’s average annual growth rate
between 1996 and 2017 was 2.6%, and the
largest contributors to GVA in 2017 were the
mining of coal and lignite and the manufacture
of metal products, machinery and household
appliances. This sector also formally employs
the most workers (15.4%), followed by other
business activities (13.1%). The municipality’s
location quotient values for 2017 reflect this, with
manufacturing at 1.49 and mining at 4.57.

Lesedi Local Municipality
The Lesedi Local Municipality, situated
between the N17 and N3 freeways, offers
localisation-economies spillovers to investors,
which makes it attractive for future economic
development.
The municipality’s GDP increased at an average
annual rate of 4.8% between 1996 and 2017.
Its comparative advantages are in agriculture
(1.60), manufacturing (1.48), construction (1.14),
community services (1.15) and transport (1.01). The
sectors that contributed most to GVA in 2017 were
the manufacturing of food, beverages and tobacco
products, and finance, retail trade and public
administration. Business services (14.6%) have the
highest percentage of formal-sector employees in
the municipality, followed by retail (9.3%) and the
manufacturing of metal products (8.5%).
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The Steve Tshwete Local
Municipality’s main urban area
is Middelburg in Mpumalanga.
The district is located between
Johannesburg and Mbombela
and offers an opportunity for
investors to make use of the
market-size and urbanisationeconomies spillovers created in
this municipality.

The municipality’s economy grew at an average
annual rate of 1.3% between 1996 and 2017. The
Emalahleni Local Municipality has a comparative
advantage in two sectors: mining (6.36), and
electricity, gas and water supply (2.23). The mining
sector employs 22.0% of formal-sector workers,
with business services employing 11.8%.
Sectors that contributed most to the municipality’s
GVA in 2017 were mining (coal, lignite and metal
ores) and the manufacturing of metal products,
machinery and household appliances.

51 Municipalities of South Africa. 2018. Emalahleni Local Municipality (online).
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Madibeng Local Municipality
The municipality’s average
annual growth rate between
1996 and 2017 was 0.7%, and
the largest contributor to GVA in
2017 was the mining of metal
ores, followed by real estate.
The mining sector also formally
employs the most workers
(36.4%), followed by business
services (6.9%).

The Madibeng Local Municipality in the North
West province is strategically located near Gauteng
and Limpopo. It also offers a gateway to Botswana
via the N4 freeway. The municipality offers
urbanisation-economies spillovers to investors.
The municipality’s economy grew at an average
annual rate of 4.8% between 1996 and 2017.
Mining contributed most to the municipality’s GVA
in 2017, followed by education. Correspondingly,
the mining sector employs 18.9% of formal-sector
workers, followed by business services at 9.9%.
The municipality’s location quotient values for
2017 reflect this, with mining having a location
quotient above one (3.97).

Bitou Local Municipality
The Bitou Local Municipality is located in proximity
to the N2 freeway connecting Port Elizabeth and
Cape Town. It provides an opportunity for investors
to make use of the urbanisation spillovers created
in this municipality.
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The municipality’s average annual growth rate
between 1996 and 2017 was 6.6%, and the largest
contributors to GVA in 2017 were construction,
retail trade and finance. The construction sector
also formally employs the most workers (14.4%),
followed by hotels and restaurants (10.1%) and
business services (12.7%). The municipality’s
location quotient values for 2017 reflect this, with
construction at 4.03, trade at 1.63 and agriculture
at 1.44.

Rustenburg Local Municipality
The Rustenburg Local Municipality’s main urban
area is Rustenburg, which is also the most
populated municipality in the North West province.
It offers market-size spillovers to investors.
The municipality’s average annual growth rate
between 1996 and 2017 was 0.7%, and the
largest contributor to GVA in 2017 was the mining
of metal ores, followed by real estate. The mining
sector also formally employs the most workers
(36.4%), followed by business services (6.9%).
The municipality’s location quotient values reflect
the role of the mining sector, as only mining had a
location quotient above one for 2017 (9.43).
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Consolidating the evidence
Economic theory and international evidence show
that economic activity is never evenly distributed
across a country. People and organisations tend
to cluster together in cities to take advantage of
the benefits that proximity offers. This chapter has
shown that specialised and diversified economies
offer cost benefits to organisations and efficiency
benefits to workers. Large local markets and
openness to international markets attract more
people and more organisations. It is easy to arrive at
a general recommendation for attracting investment:
make it cost-effective for people and organisations
to be close to one another. That means developing
land for commercial and residential use in ways
that encourage density and also lower the cost of
connectivity. However, as our brief history since
democracy has shown, urban development and
renewal are slow and precarious processes.
Special zones and industrial parks are often
planned without consideration of urbanisation
and localisation economies. Many spatial policies
fall into the political trap of trying to spread out
economic activity instead of finding ways to
agglomerate it. Instead of initiating grand projects
with the thinking, ’build it and they will come’, we
need to realise that people will always be attracted
to safe neighbourhoods with reliable services, good
schools, efficient and affordable public transport
systems, and functioning hospitals.

Chapter 1

More quick wins, particularly for organisations,
are possible. Organisations also prefer safety
and services but really benefit from reliable
and cost-effective transport (refer to Part 2:
Chapter 1 flx case study on page 115), as well as
connectivity. Investment in roads and information
and communication technology infrastructure is
paramount. If specific sectors in specific places are
to be targeted, the next step would be conducting
an input–output analysis of backward and forward
linkages, specifically within the context of global
value chains.

Looking ahead
Unlocking potential through trusting
partnerships
South Africa has always had embedded social and
spatial inequalities. The country needs to grow
in a more inclusive manner: a process that can
be accelerated through targeted investment and
a policy environment that supports this vision. In
seeking to provide an answer to the question of
just where this investment should be targeted, an
overriding consideration should be that investment
is a scarce resource. For this reason, it must be
allocated in the most efficient manner.
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Only through compacts that
involve business, government
and citizens can the slow
process of transforming
South Africa’s entrenched
spatial anomalies start
to gain momentum.

The above cities and towns offer various benefits
to investors, according to the identified investment
themes. Participants in the economy must give
these places special attention with a view to
unlocking their investment potential, leading to
inclusive growth and development. As emphasised
in the NDP:
There is also a critical lack of trust between
different interest groups which reduces the
willingness of economic players to commit to
the kind of long-term investments which are
needed to generate jobs and the economic
returns that would support sustainable
(urban) growth.52

Proximity and connectivity at the core of
policy development
Proximity and connectivity (to agglomerations)
must be at the core of policy development.
After all, spatial development needs to focus on
enabling people to be pulled into agglomerations
through mobility and connectivity. For example, the
development of transport infrastructure, in line with
the government’s infrastructure plan, is crucial for
linking economic hubs across the country.
The NDP points out that numerous spatial
opportunities remain unrealised because of a lack
of connectivity. In this regard, the NDP prioritises
17 development projects which should act as
catalysts for connectivity in the different provinces.
Importantly, lower transport costs as well as the
rollout of internet and communication technology
will enable people to benefit from opportunities
in secondary cities and towns as proximity and
connectivity are enhanced.
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52 National Planning Commission (2012), p. 267.
53 National Planning Commission (2012).
54 Greyling & Mothata (2017).

Ultimately, policies must be place-specific or
location-specific, and investment should play to
a location’s strengths. For example, industrial
policy should see to it that global value chain
connections are built or strengthened through
developing upstream and downstream activities
around existing industries. An example of this is
creating or expanding agro-processing industries in
agriculture-intensive areas.
This chapter has presented some of the thinking
behind, and the methodology used to arrive at the
location attractiveness index. It has also identified
places where targeted investment and focused
policies are likely to bear fruit. The results have
shown that places with the greatest potential are
close to major agglomerations. A few secondary
cities and towns have also featured in the rankings,
as they are well connected through road and rail
networks as well as transport corridors.

By way of conclusion:
Is a ‘new deal’ possible?
Greyling and Mothata argue that the proposed
‘new deal’ of President Ramaphosa must be
accompanied by the creation of special economic
zones that contribute to the development of
secondary cities, with both public and private
investment being used to unlock opportunities
for growth and expansion.53 The NDP calls
this a spatial compact, in which trust is the
foundation and broad community engagement and
enrichment are recurring themes. Only through
compacts that involve business, government and
citizens can the slow process of transforming
South Africa’s entrenched spatial anomalies start to
gain momentum.54
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Looking at
second-tier
cities for
growth: The
Odisha case
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Mothata

Figure 2.1.3: The state of Odisha has
one of the fastest-growing regional
economies in India
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India has consistently grown its gross domestic
product (GDP) by more than 6% every year since
Prime Minister Narendra Modi came into power
on a promise of becoming a leader who will place
the country’s economy on a sustained higher
growth trajectory.

The Principal Secretary from the state of Odisha,
India, gave an update on progress made by the
Startup India initiative since its 2016 launch (see
Figure 2.1.4). Nineteen states have constructed
Startup India policies and notable progress has been
made in peripheral locations, including Odisha.

At the April 2018 India–South Africa Business
Summit held in Sandton, Johannesburg,
authorities from India detailed what has
contributed to this enviable economic growth
outcome, specifically the approach taken by
the country to focus on second-tier cities to
produce sustained economic advancement.
(Second-tier cities are those at the periphery
of a major metropolitan area.)

Located on the east coast of India along the Bay
of Bengal, Odisha has a coastline of 485 km and
is endowed with large mineral deposits. According
to Invest India, the National Investment Promotion
and Facilitation Agency of India, Odisha is
considered a hub for mineral-based industries.55

Figure 2.1.3: Startup India progress from January 2016 to March 2018

8 916

$314

start-ups
recognised

million
funds to start-ups

1 019

203 208

intellectual property
facilitators

learning and
development users

$208

million sanctioned
funds for
infrastructure

19

state Startup India
policies

89 472

query resolutions

2 441
tinkering labs

Source: Invest India and Office of the High Commissioner of India presentation delivered at the India–Africa Business Summit April 2018, Sandton Convention Centre, Johannesburg
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Odisha is one of the fastest-growing regional
economies in India, outpacing national growth
since 2012 and expected to achieve double-digit
GDP growth by 2020. It is also home to a few
second-tier cities, defined as having a population
of less than one million. The government of Odisha
has positioned the state to become a budding hub
for start-ups so it can occupy a top-three spot in
India by 2020.56
It is interesting that economic growth in Odisha is
the result of a deliberate strategy to focus on startups and entrepreneurs in second-tier cities.
A lesson here is that achieving sustained high levels
of GDP growth requires micro-economic reforms,
focused on second-tier cities, to augment the macro
initiatives expressed at national-government level.
A framework for productive multistakeholder
engagement has underpinned the success of
the strategy to ignite growth in second-tier cities
in India. The interplay between business (big
and small), policymakers (regional and national)
and private capital (local and foreign) has
yielded meaningful results. The policy framework
established by the government has become
a major support for business to invest in new
projects and has allowed funders to take risks by
providing them with capital for development.

Technology-enabled opportunity
set
Odisha has embraced the use of technology in
creating investment opportunities in the region.
To improve the ease of doing business, in 2017
its government launched an online single-window
investor portal called GO-SWIFT (Government of
Odisha Single Window Investor Facilitation and
Tracking).57 GO-SWIFT makes it easy for investors
to access information on projects, simplifies
application processes and expedites approvals
for projects.

Chapter 1

It is interesting that economic
growth in Odisha is the result
of a deliberate strategy to focus
on start-ups and entrepreneurs
in second-tier cities. A lesson
here is that achieving sustained
high levels of GDP growth
requires micro-economic
reforms, focused on second-tier
cities, to augment the macro
initiatives expressed at
national-government level.

The system removes human involvement from the
investment process. It’s a single portal for lodging
applications and seeking clearance for establishing
a business. Investors no longer have to knock
on the doors of various government departments
to comply with regulations, which improves
implementation efficiency. The Associated
Chambers of Commerce and Industry of India, an
industry body, ranks Odisha highly on its ability to
implement projects and attract investment.58

A framework for productive multistakeholder engagement has underpinned the success
of the strategy to ignite growth in second-tier cities in India.

56 Invest India (2018).
57 Government of Odisha. 2018. Welcome to GO-SWIFT, 22 June 2018 (online).
58 ASSOCHAM India. 2017. Odisha Ranks 3rd Top-most in Attracting Live Investments across India, ASSOCHAM, The Associated Chambers of Commerce & Industry of India, 12 October 2017 (online).
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Private funders looking for value
Second-tier cities such as
Odisha, given their status as
peripheral and unexplored,
usually present a compelling
investment proposition. Their
low-cost structure, relative to
established metropolitan
areas, is attractive in many
important aspects.

Given its investment constructs, Odisha is most
likely to attract funders from the private sector
looking to deploy capital into assets expected to
yield high returns at a commensurate risk level.
Second-tier cities such as Odisha, given their status
as peripheral and unexplored, usually present a
compelling investment proposition. Their low-cost
structure, relative to established metropolitan areas,
is attractive in many important aspects.
Wages are naturally low in second-tier cities,
and municipal costs, housing and land prices
are competitive relative to those in big cities.
According to an Asian Development Bank (ADB)
study, Odisha has a competitive edge over other
Indian cities in terms of the cost of establishing
and running a business. Using three key variables
– wages of skilled labour, electricity tariffs and
land costs – the ADB’s study found Odisha had a
constructive cost environment for doing business.59
Environments such as these can attract formal
savings using pension funds, endowments and
saving pools from private investment companies

and governments in the form of sovereign wealth
funds looking to make a meaningful impact on
society, and high net worth individuals seeking
to diversify their wealth in less-researched and
untapped markets.

Bottom line
India presents a useful example of how to integrate
micro-economic reforms focused on secondtier cities with big macro initiatives to unlock
sustainable growth. The multistakeholder approach
undertaken by Modi’s administration shows that
development and growth can be achieved when all
parts of society are working together. Governments
need to create a conducive environment for
investment. Business ought to seek opportunities
and take risks. Private capital in the form of
savings can be used to fund development. The
interconnectedness of these three stakeholders –
business, government and savings owners – can
make a major contribution to economic growth and
improve the livelihood of citizens.

59 Dash, J. 2018. Odisha steals march over other states in cost of doing business: ADB study, Business Standard, 24 March 2018 (online).

114

PART 2
Chapter 1
LOOKING AT SECOND-TIER CITIES
CASE
FOR
STUDY:
GROWTH:
FLX THE
– MOBILITY
ODISHAAS
CASE
A SERVICE

CASE
STUDY

THE PROBLEM OF TRANSPORTING
SOUTH AFRICANS TO WORK IN
MAJOR URBAN CENTRES

Family guy
Waiting 40 minutes to exit our office parking
lot into rush-hour traffic isn’t exactly time well
spent. At the end of another hectic work day,
I’m exhausted. The stress of crawling home
in bumper-to-bumper traffic doesn’t help me
reboot for an evening with the family. But
what can you do? Public transport doesn’t
work for me. I’ll try ride-sharing to the office
if it’s reliable. And affordable. Uncapped WiFi
would be great.

Justin Coetzee
Funder
flx

Margaret O’Connor
Adventure Capitalist
The Centre for
Disruptive Technologies

Young working woman
After a year of riding with flx with four other
people from my office, I can honestly say I
generally feel better. I don’t waste endless hours
and money on minibus taxis. I don’t miss the
unwanted attention from some of the drivers
and passengers. In the morning, I’m rested and
I can easily get into work. On the way home, I
sink into my seat and listen to music. The one
morning I overslept was the only time I missed
flx. Luckily for me, my boss let me work from
home. But I’m on the development team and
the data bill was too expensive.
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Congestion on our ever-expanding road networks
is a reality for most people during the morning and
evening rush to work and to school. The physical
and emotional stress of navigating rush-hour traffic
is starting to challenge South Africans’ love affair
with their cars.

But what real choices do working people have?
Figure 2.1.4 shows the dimensions of quality a user
considers when deciding on a mode of transport.

Figure 2.1.4: Quality dimensions in order of importance

SATISFIERS

Positive emotions

EXPERIENCE

Time is available

Physical effort

COM

Personal convenience

EASE

No hassle, no stress

FORT

Mental effort

DISSATISFIERS

Travel time door to door
The faster, the better

SPEE

D

Trust

SAFE

TY

ITY

ABIL

RELI

Safe and secure journey. Get what you expect.

Source: Van Hagen60

Our current mobility options are limited. I can
choose the convenience of a car – and live with the
consequences of gridlock, air pollution, pedestrian
and cyclist accidents, and eroding disposable
income. Or I can make the socially responsible
choice to use public transport – assuming it’s
readily available and I know the schedule, the
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60 Van Hagen. 2016, p. 2.

route and where the bus stop is. Oh, and that I
have credit on my card, or cash, for the fare. And
my local bus or train or metro or taxi is safe, clean
and reliable, and the walk from the bus or train is
safe and not too hilly. Socially responsible? Yes.
Convenient? No.
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Figure 2.1.5 Expanding transport options
Your current options are limited

Convenient

What if we expanded our options by using
tech to promote shared mobility?

Socially responsible

But what if we could create new categories
of transport services that are convenient,
comfortable, affordable, predictable and safe?
What if we could create a compelling value
proposition for personal travel that removes the
need for parking, that reduces emissions, saves
money, gives back time, is safer to use than driving
yourself and gets you exactly where you want to
be, when you want to be there?
This is what we are working on at GoMetro. It’s
the world of flexible mobility: a smart engine
that matches supply and demand across a city
and uses the principles of shared mobility, ridehailing and subscription services to deliver a
transport experience like nothing before. flx offers
employees and employers the chance to contract
with a responsible corporate service provider to
deliver people between work and home, safely and
reliably, in a WiFi-enabled vehicle.
flx has been designed as an enterprise solution
that may one day help manage an entire fleet.
We’re focusing on corporate shuttles
and employee transport solutions, working with
like-minded companies to get this right.

Shared door-to-door

Shared mall-to-mall

What is flx?
flx was conceptualised in 2016 at a GoMetro
strategy day. The idea was to offer mobility as a
service to corporates.
The GoMetro Group is a South African
technology company with international
technical expertise. In the last six years,
GoMetro has become a trusted global B2B
brand in urban planning and smart city
transportation mapping.
South African companies and government
organisations have a unique opportunity to share
the future of global mobility with us, right here
and right now, by helping to test and to tweak flx.
We’d like to share our patented flexible-shuttle
technology solution to help calculate and build
customised contracts for daily commuting trips.

flx has been designed as an
enterprise solution that may
one day help manage an
entire fleet. We’re focusing
on corporate shuttles and
employee transport solutions,
working with like-minded
companies to get this right.
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Figure 2.1.6 Your home-to-work shared shuttle

We group you with
your colleagues.
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Fancy quality
shuttle.
Pick up all riders in
about 20 minutes.
Door-to-door.

Work is the
destination.
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Figure 2.1.7 How we group you with your colleagues

How does flx work?
flx works with independent transport service
providers (shuttle companies, transport operators,
individual professional drivers) to provide a
service to a market the service providers would
not otherwise have access to, with a pre-approved
fleet. It provides a demand-responsive transport
solution to commuters, allowing them to bend the
system to speak to their needs. Each person is
charged individually.
Employees are grouped into the most optimum
‘pods’ of people, based on where they are. Each
pod has an associated travel cost, regulated by a
smart social contract that’s calculated up front and
presented to the employee to accept.

Multistakeholder approach
flx is a multistakeholder initiative that involves:
■■ business (corporate customers, flx insurance,
banking partners, and flx operators – mostly
small businesses)
■■ public–private sector strategic urban planning
stakeholders
■■ government urban planners
■■ academic research partners (local and global)
■■ investors
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The role incentives play
While shared mobility isn’t
new (think buses and taxis),
the concept of innovating this
particular mode of transport
and saving money is the
new cool. The future holds
many unknowns but it’s
an exciting one, filled with
possibility and flexibility, where
decreasing expenditure and
increasing employee benefits
take centre stage.

The average person has become programmed to
ignore actual costs and instead focus on what we’ve
termed ‘direct costs’. These direct costs are what
drivers feel in their wallets: petrol, car payments,
insurance. Few South Africans factor in vehicle
depreciation, the cost to themselves and to their
employers of parking, and the value of their time
spent fighting traffic and looking for parking. Almost
no one factors in the cost to their personal wellness,
professional productivity and presenteeism, or
the cost to the country of pollution, congestion,
accidents and lost productivity.

What type of incentives do South African
workers need?
■■ Flexible auto insurance coverage that allows
people to pay only for the days on which they
drive their car.
■■ A cash grant for those who don’t cost the
company money in the form of parking. In
urban South Africa, the average cost for renting
parking bays is around R600 a month.
■■ A ‘well-being’ incentive of 0.25 days’ additional
annual leave for every month you’re with flx
(three days a year) to recognise the measurable
physical and emotional wellness improvements
that come from a reimagined commute. For
many companies, the bottom-line benefit
of improved employee health, morale and
motivation far outweighs any incremental cost.
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The future is flx. What does the
future look like?
While shared mobility isn’t new (think buses and
taxis), the concept of innovating this particular
mode of transport and saving money is the
new cool. The future holds many unknowns but it’s
an exciting one, filled with possibility and flexibility,
where decreasing expenditure and increasing
employee benefits take centre stage.
The use of electric vehicles will likely power up
more start-ups in an effort to reduce carbon
footprints and congestion in cities. Countries with
excess electrical supplies, like India, have already
shown a vast interest in scaling up electric vehicle
operations: with more electric vehicles on the road,
and less dependency on the cost of oil and fuel,
the mobility industry could become incredibly
sustainable in the long term.
But there’s more to this than just electric cars.
Property developers are seeing a future of business
parks and campuses without parking areas. This
vision of a carless society offers massive cost-saving
benefits to the developer, and corporate benefits,
too. More space for offices and less money spent
on parking facilities means companies can focus
on employee benefits and creating an environment
in which employees feel appreciated. The use of
a service such as flx allows businesses to offer
their employees a way to save money and time,
and arrive at work – and depart later – feeling
energised and relaxed, ultimately resulting in higher
productivity than in most current cases.

CASE STUDY: FLX – MOBILITY AS A SERVICE

A new role for the employer:
mobility change agent

their core focus. As change agents, organisations
should therefore put pressure on property
developers and lobby government.

The employer is key to the success of this initiative.
What businesses demand of property developers
and managing agents is what they will get. The
employer also needs to incentivise the change
for the user.

The clear and consistent interpretation of the
South African Revenue Service (SARS) policy
about the tax treatment of employee transport
services should help drive corporate subsidies
for employees who use services such as flx. In
the same way government taxes fuel, it could
offer a green-tax subsidy on monthly earnings for
contributing to efforts to look after the environment.

Organisations have a responsibility to their
employees to offer a workplace which promotes
well-being, and actively endorses and supports
campaigns which have employee well-being as

Figure 2.1.8: C
 ost of flx versus cost of
owning a vehicle
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Figure 2.1.9: T
 otal monthly savings
from riding with flx
R8 000+
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The employer is key to the
success of this initiative. What
businesses demand of property
developers and managing
agents is what they will get.
The employer also needs to
incentivise the change for
the user.

R7 000
Parking

Cost of flx

Fuel

R6 000

R4 000
Insurance
Depreciation
Vehicle
repayments

-R25
Actual monthly cost to own a vehicle
Actual monthly cost to ride with flx

Savings

R5 000

R3 000
R2 000

Total cost
of owning a
vehicle
Cost of flx

R1 000
R0

The graph above shows the total savings one
can make monthly when riding with flx

The graph above shows the actual cost of flx
versus the actual cost of owning a vehicle
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Figure 2.1.10 Benefits of using flx
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 ow do corporates start their own
H
flx experiment?
Market testing and customer journeys with likeminded corporates will help to evolve mobility
solutions in ways that make business and lifestyle
sense for employees across South Africa. When
starting its own flx experiment, the corporate has
to first ascertain the needs of employees and
their current transport challenges. For example,
it makes perfect sense for a corporate to invest
in (and potentially subsidise) an flx experiment
if employees live a fair distance from the office
and spend eight hours a week in traffic. Once
the corporate has identified a need for flx, the
next step is for a senior employee to lead the
ride-sharing recruitment drive and work with
the flx operations team to fill a shuttle. Once the
shuttle has been filled, and corporate ride-sharing
ambassadors are born, it’s only a matter of time
before demand grows organically and people are
signing up one after the other.

The different types of flx users
■■ The convenience user is looking for a more
convenient way to get to work (early adopters).
They’re not too perturbed by high prices
because they know the value of their time and
have been looking for a solution that’s far more
reliable and comfortable than public transport –
even if it’s at a premium.
■■ The cost-efficient user is looking to save money
through shared mobility (public transport
replacement).

They’re counting their pennies but at the same
time getting frustrated with the limited public
transport options out there. They’re hoping a
shared-mobility solution will give them back
their time, save them money and make their
journey to and from the office a far more
pleasant experience.
■■ The graduate user is just being introduced to
corporate life.
They have the perfect car in mind but may also
realise the benefits of investing their money into
property rather than a depreciating asset (the
car). This user has an opportunity to reinvent
or create their asset wealth, and ensure flx not
only saves them money but helps them build a
foundation of investment for the future.

Market testing and customer
journeys with like-minded
corporates will help to evolve
mobility solutions in ways
that make business and
lifestyle sense for employees
across South Africa. When
starting its own flx experiment,
the corporate has to first
ascertain the needs of
employees and their current
transport challenges.

■■ The company-supplied transport user relies
solely on the company for transport to and
from work.
Usually, this is a low-income earner who is
completely or mostly reliant on management’s
choice of transport to get them to the office and
back home again. They may also work shifts
outside regular working hours.

The law and regulations
Corporate group commuter transport is regulated
by the National Land Transport Act of 2009, which
states that local authorities are responsible for
regulation. If you can prove demand, municipal or
provincial regulating entities will consider and issue
licences for each vehicle in a charter or commuter
staff transport scheme.
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The world’s first electric
ride-sharing car, MOIA, aims to
create a solution for the typical
transport problems that cities
face, such as congestion, air
and noise pollution, and limited
space, while helping them
reach their sustainability goals.
Operational from the end of
2018, MOIA is a fully electric
car that provides space for up
to six passengers.

 he tax treatment of flexible
T
mobility services for
corporate employees
SARS released Binding Private Ruling 262
(BPR 262) and Binding General Ruling (Income
Tax) 42 (BGR 42) in 2017. According to BPR
262, there are two types of services that can be
implemented under the transport service scheme:
a direct service and a shuttle service. flx is a direct
service, as it provides a dedicated transport service
between the employee’s residence and their
place of work. Regarding the BGR 42 and under
paragraph 10(2)(b) of the Seventh Schedule to
the Act, transport services provided to employees
to and from any collection or drop-off point
en-route to or from the employees’ homes and
place of employment is accepted to fall within the
provisions of paragraph 10(2)(b). No value will,
therefore, be placed on these transport services.

Case studies
Google Corporate Shuttles, known as the ‘Google
Bus’, transport employees from various tech
companies, not just Google, from their homes in
San Francisco and Oakland to corporate campuses
in Silicon Valley, almost 65 km away. The commute
takes 90 minutes to two hours, depending on
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traffic. The bus is fitted with WiFi and tables, so
people can use their laptops during their commute
to work. ‘It’s the most useful Google fringe benefit,’
said Wiltse Carpenter, a 45-year-old software
engineer. ‘It’s changed my quality of life.’
The Ford Chariot is an on-demand ride-sharing
commuter shuttle service. It’s a 14-seater bus fitted
with WiFi. The aim is to provide a mass-transit
system that relieves congestion while offering a
more comfortable and personalised commuting
experience. Unlike the Google Bus, the service is
not limited to the employees of a certain company.
A commuter can reserve their seat on the Chariot by
using an app. The Chariot service is cheaper than
Uber and Lyft. Here’s one Chariot commuter’s review
of the service: ‘Commuting to the Financial District
from the Marina was extremely stressful until I found
Chariot. With Chariot, there are always plenty of vans
available to pick me up so it is very flexible with my
schedule. I never have to worry about surge pricing
or whether or not I’ll be able to find a ride to get me
to work on time, like I did with Uber and Lyft.’
The world’s first electric ride-sharing car, MOIA,
aims to create a solution for the typical transport
problems that cities face, such as congestion,
air and noise pollution, and limited space, while
helping them reach their sustainability goals.
Operational from the end of 2018, MOIA is a
fully electric car that provides space for up to six
passengers. It was developed with a ride-sharing
service in mind, so has spacious seating for
improved comfort. MOIA also comes with an app
that allows riders to book trips and pay for their
rides. This visionary shared-mobility service
offers an alternative to car ownership.
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RETHINKING SMME DEVELOPMENT
An innovative approach to creating a dynamic ecosystem for SMMEs to thrive requires
confrontation by multistakeholders with the barriers to social mobility for the entrepreneur.
Having set out a framework for inclusive development in urban areas, this chapter delves into
the challenges facing stakeholders in the SMME context.

Amanda Khoza
Alexander Forbes

By way of introduction:
The new age of entrepreneurship
As far back as 1911, Joseph Schumpeter
described entrepreneurship as ‘revolutionary’,
a catalyst for change in an economic system
characterised by pure competition.1 In this system
of pure competition, he asserts that the ‘circular
flow of economic life’ is in equilibrium – it is a
normal state where capitalism distributes the
factors of production routinely. In later writings,
he expounds on the revolutionary nature of the
entrepreneur, adding that economic development
is achieved through creating and destroying
existing structures.2

Jargon buster
Pure competition: broad range of competitors
who are selling the same products
This ‘creative destruction’, where new
combinations in production are devised, is what
leads to economic development and where credit
must be given to the entrepreneur.3
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What we can take from this theory is that SMMEs
play a critical role in the well-being of the economy
when they are able to develop ‘new combinations
in production’, and creatively do away with the old
and bring in the new.
The thinking on entrepreneurship in economic
books of yesteryear is not archaic by today’s
standards; we are simply in a new age of
entrepreneurship. Whether you are referring to
SMMEs, small business or entrepreneurship, this
theme has become a persistent global buzzword
that cannot be overlooked. And the presence of
entrepreneurship and recent interest is a largely
urbanised phenomenon even though government
is moving towards rewarding supporting nonurban structures. This is because infrastructural
support is concentrated in urban areas, resulting
in entrepreneurs migrating to the metros, where
researchers also tend to focus. The informality
and distance of rural area entrepreneurship
also creates a barrier to inclusion as additional
resources are expected to be availed, whereas
urban concentration is perceived to create greater
ease of engagement.

1 Schumpeter, JA. 2017. The Theory of Economic Development: An Inquiry into Profits, Capital, Credit, Interest, and the Business Cycle, translated from the German by Redvers Opie, with a new
introduction by John E Elliott. Routledge, Taylor & Francis Group, New York (book).
2, 3: Schumpeter, JA. 1976. Capitalism, Socialism and Democracy with a new introduction by Tom Bottomore, Harper & Row, New York (book).
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Some may argue that this rise in interest in
entrepreneurship is due to the failings of big
business and the growth of social citizenship.
This has shifted the lens towards using small
businesses to re-establish trust in commerce
following the fall and subsequent revitalisation of
global economies. Many may look to this sector
as the solution to worrying unemployment levels,
poverty and inequality. This is the hypothesis put
forward by Herbert and Link, whose studies saw
the emergence of entrepreneurship as a liberator
when the US experienced low growth, resulting
in a call for the revival of entrepreneurship. The
relative ease of establishing a small business has
seen these enterprises mushroom everywhere.
That they sometimes do little more than survive,
or don’t survive at all, leads to questions about the
ecosystem that sustains or threatens them.
Later in this chapter, we show the extent to which
the many stakeholders in the entrepreneurship
community can make a progressive impact. We
also present two case studies, in the automotive
and transport sector. The first case study on
transportation is in Part 2: Chapter 1 on page
115. The second case study on the automotive
sector follows in Part 2: Chapter 2 on page 154.
These give different perspectives on the position of
transformative entrepreneurship, and how it’s geared

to improve social mobility for the entrepreneur and
change cultural norms for socio-economic wellbeing. We reframe what research usually focuses
on in a more accessible way, and present innovative
approaches to enabling the ecosystem.

Semantics aside:
Some conceptual definitions
Entrepreneurship and small business

Chapter 2

The relative ease of establishing
a small business has seen
these enterprises mushroom
everywhere. That they sometimes
do little more than survive, or
don’t survive at all, leads to
questions about the ecosystem
that sustains or threatens them.

The word ‘entrepreneurship’ is the Latin entre,
which means ‘between’, and prendre, meaning ‘to
take’.4 Joining the words gives us the French verb
entreprendre, ‘to undertake’.5 Some definitions
suggest that ‘entrepreneur’ comes from the Sanskrit
Antha Prerna, which means ‘self-motivated’.6
Entrepreneurs have existed throughout history,
with references to entrepreneurship dating to
the 17th century, and early economic theorist
Richard Cantillon credited with acknowledging the
critical role of entrepreneurship in the economy.7
He posited that, at various times in their natural
environments, people spotted an opportunity or
prospect and set up a process to exploit it. They
gathered and activated resources and traded or
manufactured something for profit.

SMMEs:
annual turnover
between
R2 million and
R200 million

MICRO ENTERPRISES
employ under 10 people

4 Baskerville, P. 2016. Response to What is the origin of the word “entrepreneur”?.
Quora, 11 December 2016 (online).
5 Baskerville (2016).
6 Hossono, G. 2011. Entrepreneurship in 500 words, Huffington Post, 11 May 2011 (blog).

SMALL BUSINESSES
employ between
10 and 200 people

MEDIUM BUSINESSES
employ between
200 and 1 000 people

7 Cantillon, R. 1755. Essai sur la Nature du Commerce en Général [Essay on the Nature of
Trade in General], edited with an English translation and other material by Higgs, H, reissued
for The Royal Economic Society by Frank Cass and Co., LTD., London (online).
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Entrepreneurship, however,
is defined by opportunity
and innovation rather than
employment numbers. We
can’t always decouple them
from each other.

Throughout this chapter we use the words
‘entrepreneurship’ and ‘small business’
interchangeably but we are not suggesting they
are synonymous. Rather, we borrow from their
constructs as they are closely related.8 Small
businesses are often started and rooted in
entrepreneurship. Medium businesses are the
logical next phase of growth for a small business,
linking to the entrepreneurial ambition of growth.
We recognise, and distinguish between, different
types of small businesses and entrepreneurship
later on when we show that not all small businesses
are entrepreneurial; many are started with limited
growth ambitions. Other start-ups, such as micro
enterprises, maintain
their limited scope. Entrepreneurship, however,
is defined by opportunity and innovation rather
than employment numbers. We can’t always
decouple them from each other. Instead, we aim
to understand their nuances and note any
differences when necessary.

that should benefit from it. New research on the
connections between these two fields is emerging,
searching for answers to the questions, ‘What can
entrepreneurship researchers learn from wellbeing scholars?’ and ‘What can well-being scholars
learn from entrepreneurship literature?’ Linked to
that, another question considered in most national
strategies is the extent to which public policy and
corporate activity should promote entrepreneurial
activity to increase social mobility and help
marginalised communities advance to create
a more inclusive ecosystem.
Writers and researchers don’t all agree on the
meaning, or a definition, of entrepreneurship.9
Table 2.2.1 gives an overview of the genres in
this subject, and how they overlap and connect.
These make up the inputs to the subject of
entrepreneurship.10

Entrepreneurship and well-being
We need to consider the role small, medium and
micro-sized enterprises (SMMEs) play in the
financial services sector, and how they impact on
the social mobility of people and financial well-being
of an economy that represents all stakeholders

We need to consider the role small, medium and micro-sized enterprises (SMMEs) play
in the financial services sector, and how they impact on the social mobility of people
and financial well-being of an economy that represents all stakeholders that should
benefit from it.
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8 Filion, LJ. 1997. Entrepreneurship: entrepreneurs and small business owner manager, École Des Hautes Études Commerciales (HEC), Montréal (online).
9, 10: Cherukara, J & Manalel, J. 2011. Evolution of entrepreneurship theories through different schools of thought, Ninth Biennial Conference on Entrepreneurship, EDI, Ahmedabad,
16–18 February 2011 (conference paper).
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Table 2.2.1: Theories of the entrepreneur (adapted)
Genre

Economics

Sociology

Psychology

School of thought

■■ Early-classical

■■ History of entrepreneurship

■■ Locus of control

■■ Mainstream

■■ Social marginality

■■ Psychodynamic mode

■■ Austrian

■■ Evolutionary approaches

■■ Situational approach

■■ Radical
Key terms

■■ Social constructionism

■■ Innovation

■■ Religious concepts

■■ Need for achievement

■■ Action

■■ Social roles

■■ Problem solving

■■ Wages or profit

■■ Ethnicities

■■ Psyche or personality

■■ Uncertainty

■■ Group solidarity

■■ Behaviour

■■ Decision-making

■■ Population ecology and context

■■ Motivation for wealth creation

■■ Risk

■■ Institutional analysis

■■ Recognise opportunities

■■ Coordinator, motivator or organiser

■■ Time and economic geography

■■ Judgement

■■ Information or knowledge

■■ Intentionality

■■ Disequilibrium

■■ Social and economic process and
context

According to Shir, the pay-off structure that
determines the well-being of an entrepreneur is
on the personality and subjective characteristics
of the individual rather than an association to
external economic well-being.11 Interestingly,
his studies reveal that entrepreneur resilience
is often not a result of simply trying to maximise
profits but rather comes from ‘psychic income’.
Entrepreneurship is therefore closely associated
with well-being, which is broadly defined as an
important individualistic phenomenon and an
important indication of socio-economic progress
or social mobility.

Jargon buster
Psychic income: the pleasure and
satisfaction that someone gets from doing a
job, as opposed to the money they earn for
doing it

11 Shir, N. 2015. Entrepreneurial well-being: the payoff structure of business creation. Dissertation for the degree of Doctor of Philosophy, PhD, Stockholm School of Economics (online).
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11
million
jobs

49 000
SMMEs

Entrepreneurial realism and idealism:
Vision 2030
The entrepreneurship hype has been triggered by
a number of discourses driven by national policy.
In a climate of Broad-Based Black Economic
Empowerment (B-BBEE) legislation, sprouting
innovation and incubation hubs, multiple local and
global conferences, and financing propositions,
it seems natural for this interest to have reached
these proportions.
The National Development Plan (NDP) has the
aspirational goal of 11 million jobs coming from
the SMME sector by 2030.12
The Endeavor jobs calculator considers the
different factors that are essential for job creation.13
To meet the NDP target of 11 million jobs, the
calculator projects that South Africa needs over
49 000 SMMEs growing at a rate of 20% a year.14
University of Stellenbosch economics professor
Neil Rankin is quoted as saying that, if the last
few years are anything to go by, with many small
businesses closing down, this 2030 goal is grossly
ambitious and overestimated, especially when
small businesses are conversely shedding the
most jobs.15 Statistics South Africa is also unable to
confirm that its Labour Survey accurately reflects
the extent of small business job creation, as the
data collection process does not filter the reporting
for duplications.16 If the statistics continue to
confirm this narrative, this goal definitely seems to
be beyond reach. Is the national strategy flawed, or
is there something systemic that is creating barriers
which may not be insurmountable? This warrants a
closer look.
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A reform happens when you change the
policy of the government, a revolution
happens when you change the mind-set of a
country. (Dan Senor)
What does it take for a country to be referred
to as a ‘start-up nation’ whose dominance in
entrepreneurship is unrivalled? In their book
Start-up Nation, Dan Senor and Saul Singer write
that Israel has the world’s highest concentration
of start-ups per capita as well as the highest
subsequent significant listings on the NASDAQ
(a US stock exchange).17 The book observes
from the perspectives of the authors that Israel’s
national culture of entrepreneurship has been
shaped by: firstly the adversities the country has
faced; its collective communities or kibbutzim as
catalysts for collective innovation and hard work;
and lastly, by modelling and instilling resilience,
or chutzpah, from an early age. It seems then that
grassroots policies and regulations must support
an entrepreneurial culture to sustain start-up
businesses. However, culture cannot emerge
and thrive only through a policy event. We can
deduce that entrepreneurialism requires gradual
introduction and continuity in the way of doing
things for an entrepreneurial culture to change.
National strategies can begin to create the right
environment for encouraging entrepreneurial activity
that leads to the outcomes envisaged for growth.18

12 National Planning Commission. 2012. National Development Plan 2030: Our Future: Make it Work (online).
13, 14: Fin24. 2015. CALCULATOR: See How Many SMEs SA Needs to Create 11m Jobs. 4 May 2015 (online).
15, 16:Tims, S. 2017. Doubts cast on role of small business in creating jobs, Business Day, 27 February 2017 (online).
17 Senor, D & Singer, S. 2009. Start-up Nation: The Story of Israel’s Economic Miracle, Twelve, Hachette Book Group (book).
18 Friedman, BA. 2011. The relationship between governance effectiveness and entrepreneurship, International Journal of Humanities and Social Science, Volume 1, Issue 17, pp. 221–225 (journal).
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Pressing onward

Policy or policing?

We cannot wait for time to pass to tell whether
entrepreneurial activity will contribute to growth.
If entrepreneurship is the answer, how does the
government begin to structurally change and
support this view through policies, systems,
institutions and financing strategies? A more
comprehensive and holistic review of the existing
ecosystem is required. Small businesses do not
exist in a vacuum, nor is a government framework
enough (it is necessary, though). Big business
is a key role player in the ecosystem. It is both a
source of inputs and a market, in some cases, for
small business. Without appetite from government,
no policy will ensure that we ‘move the needle’.
Looking to SMMEs to achieve the NDP’s lofty, yet
necessary, goal may seem like petty idealism if a
more holistic rethink is not considered.

The National Small Business Act (No. 102 of
1996) was introduced to provide an enabling
environment for SMMEs and establish several
institutions to provide financial and other support
to entrepreneurs.19 The advent of Black Economic
Empowerment (BEE) was also meant to show
government leadership in driving entrepreneurship
and small business development, with the support
of corporates, for the benefit of all – in line with
globally adopted shared-value principles.20

Rather than writing off this goal as unattainable, a
closer look at the sector may reveal what is working
and what is not, and what can inform the national
strategy to realise this all-important contribution to
the well-being of our society and economy. Having
the political intent to support small businesses,
as evidenced in establishing a dedicated ministry,
has not been as successful as many envisaged it
to be. If you survey the corporate landscape, you
will find that South Africa is the birthplace and
home to some of the biggest global businesses. We
thus have no doubt that the small business sector
has potential for significant growth, provided the
ecosystem is conducive to sustainable development.
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Without appetite from
government, no policy will
ensure that we ‘move the
needle’. Looking to SMMEs
to achieve the NDP’s lofty, yet
necessary, goal may seem like
petty idealism if a more holistic
rethink is not considered.

Jargon buster
Shared value: policies and operating
practices that enhance the competitiveness
of a company while simultaneously advancing
the economic and social conditions in the
communities in which it operates21
This piece of legislation was to drive the way
government engaged in its procurement practices,
as set out in the Public Finance Management
Act. Strategic engagement with non-governmental
institutions, all-sized corporates and individuals
incentivise organisations to secure government
business within the ambit of public sector
procurement reform by demonstrating their
contribution to transformation.

19 South Africa. National Small Business Act (No. 102 of 1996); National Small Business Amendment Act (No. 26 of 2003); National Small Business Amendment Act (No. 29 of 2004).
20 South Africa. 2013. Broad-Based Black Economic Empowerment Amendment Act (No. 46 of 2013 and Act No. 53 of 2003) (‘B-BBEE Act’).
21 Porter, ME, & Kramer, MR., 2011. Creating Shared Value. Harvard Business Review, January–February 2011.
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More than 80% of businesses
in South Africa now hold a
valid BEE certificate. Despite
the good intent behind these
government-led initiatives,
many beneficiaries of these
measures are seeing how they,
and their businesses, have
become mere points on a
compliance scorecard.

To lend support to the Department of Trade
and Industry’s (the dti’s) legislative strategy for
transformation and demonstrate how seriously
government viewed entrepreneurship, the
Department of Small Business Development
(DSBD) was established in 2014. If political reform
was to be foundational, then national policy took
the right turn.

It is sad to see the unintended consequences
of these SMME-supporting structures, which,
rather than generating a marked increase in small
businesses and an economic contribution (noted
earlier in this chapter), have resulted in a mass
of entrepreneurs who speak of systemic biases
that hinder them or may push them to resort to
desperate measures of doing business at all costs.24

More than 80% of businesses in South Africa now
hold a valid BEE certificate.22 Despite the good
intent behind these government-led initiatives,
many beneficiaries of these measures are seeing
how they, and their businesses, have become
mere points on a compliance scorecard. The
policy has become the policing of big business,
small business and verification agencies, which,
in some instances, have become adept at finding
ways around the system. Even though fronting
(criminal misrepresentation, as defined by the
BEE Commissioner) has not been prosecuted,
government plans to curb the practice by
publishing the names of those it has investigated
since 2017.23 Naming and shaming may not
occur, though, as perpetrators are given an
opportunity to rectify the situation.

Black industrial revolution
Industrialisation is another local catchphrase,
referring to the inclusive economic growth
programme driven by government using the
combined policies of BEE, the NDP and the
Industrial Policy Action Plan (IPAP). The Black
Industrialists Scheme (BIS) seeks to increase
market participation beyond small business
development, reduce poverty levels and inequities,
and curb unemployment.25 The ambition of the
BIS programme is to create big business, not to
sustain small business (this is in addition to the
mandate of other government programmes which
are supported by the DSBD, whose budget for
2018/2019 is R1.48 billion).26

Black industrialists
■■significant influence in an enterprise or industry
■■control of an enterprise through shareholding
■■board and executive management control
■■production of products (goods or services) with significant wide use
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22, 23, 24: Ensor, L. 2017. Fronting still a problem, says BEE regulator, Business Day, 10 October 2017 (online).
25 The dti. Black Industrialist Programme, 26 June 2018 (online).
26 Zulu, L. 2018. Address by the Minister of Small Business Development, Ms Lindiwe Zulu (MP), on the Occasion of Delivering Budget Vote 31 on Small Business Development, Ministry of Small
Business Development, 17 May 2018 (online).
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According to a Business Day report, the dti
has provided financial support to 102 black
industrialists. Under the programme:27
■■ 48 companies have received market access
support amounting to R2.2 billion
■■ R8 billion has been leveraged in investment
■■ 18 484 jobs have been created and retained
These allowances went to businesses in various
industries: plastic and pharmaceuticals
(R567 million), agro-processing (R316 million)
and the metal industry (R279 million). Among
the recipients is Microfinish Automotive in
KwaZulu-Natal, which last year received
R13.5 million28 (see the case study on the
transformation of black suppliers within the
automotive component industry on page 154
of this chapter).
Another success story is agribusiness Maneli
Foods, which was founded from start-up capital
received from the Awethu Project. It has received
R12.5 million from the Black Industrialists
Scheme, a further R26.6 million from the Industrial
Development Corporation, and the owners have
put in R8 million of their own capital.29
A further 100 industrialists are to be funded, with
the dti aiming to shift state-owned companies’
procurement spend by issuing targets. The
traditional business landscape is about to change,
but not for the majority of small businesses that
are trying to get any form of access to sustain
their businesses.30

Access, access, access
A common access myth is that all small businesses
want to grow, which is why they seek support.
Ascertaining what type of support is needed,
and essential, is where they need clarity. Some
small businesses are only looking for solutions to
sustainability. This should be clearly articulated
in the business intent so that the right support
and resources are provided. Others want access
to funding and financing, which also needs to be
clearly stated to determine the solution to be put
forward. Interventions such as these will go a long
way towards enhancing our understanding of what
small businesses require at various stages in the
growth and maturity trajectory and their potential
to contribute to economic development and job
creation. Any programme implementer must be
aware of these distinctions and cater differently
for both linear and J-curve entrepreneurs, or small
business ambitions.
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A common access myth is that
all small businesses want to
grow, which is why they seek
support. Ascertaining what
type of support is needed, and
essential, is where they need
clarity. Some small businesses
are only looking for solutions
to sustainability. This should
be clearly articulated in the
business intent so that the
right support and resources
are provided.

The J-curve effect is a curve that falls then rises
steeply to a point higher than the starting point.
It is notably found in economic policy or action.
According to Howard Love, in his book The
Start-Up J Curve, a J-curve entrepreneur goes
through six steps of success.31 These are shown
in Figure 2.2.1.

27, 28: Ensor, L. 2018. More black industrialists selected for empowerment programme, Business Day, 15 May 2018 (online).
29 Issuu. 2017. Enterprise Africa, 4 September 2017 (online).
30 Ensor, 2018.
31 Love, H. 2016. The Start-up J Curve: The Six Steps to Entrepreneurial Success, Greenleaf Book Group Press, Austin, Texas (book).
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Figure 2.2.1: The 6 steps of a J-curve entrepreneur
Rand
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A linear entrepreneur, however, is happy to follow a linear path from:

ideation

finance or fund		

company 		

liquidate assets 			

retire33

This entrepreneur is focused on sustainability to retirement, while the J-curve entrepreneur is interested in
scalability. These different characteristics must be considered, as many programmes miss the mark because
of their generalist approach to SMME development.
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32 Love (2016).
33 Burkett, S. 2006. Linear entrepreneurship and why it sucks, Scott Burkett’s Pothole on the Infobahn, 25 July 2005 (blog).
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Access to finance and funding: Limited or
prohibitive access to funding and financing is the
one area most businesses say is their greatest
challenge. Requirements vary from: a specified
period of existence, a financial track record and
providing performance indicators to giving the
credentials of the entrepreneur. It appears that
many businesses don’t even bother applying
because some of these requirements sought
by funders and financiers are unattainable or
premature to have accomplished (especially
for start-ups).
Access to development: The spirit of
entrepreneurship is often about serendipity;
the execution is not. Entrepreneurship is also
not only a mindset but a skill set. The main
aim of business incubation initiatives is to
develop entrepreneurs who can run successful,
sustainable businesses.34 These incubators
provide various access opportunities, including
business tools, business education and business
networks that entrepreneurs wouldn’t ordinarily be
able to access or afford.35

Access to markets: For a business to progress
from being a start-up it needs to have access to
clients. This is a key challenge when the financing
and sustainability of the business are at risk
and are dependent on doing business to stay in
business. An example on how small business
can access clients is when corporates comply
with BEE legislation to have targeted spend
that favours small business.36 Unfortunately, a
proportionately small component of procurement
spend is channelled towards big business, on most
BEE scorecards. This is especially the case when
the total measured procurement spend allows
for certain exclusions that reduce the ratio to be
directed towards small business.37
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The spirit of entrepreneurship
is often about serendipity; the
execution is not.
Entrepreneurship is also not
only a mindset but a skill set.
The main aim of business
incubation initiatives is to
develop entrepreneurs
who can run successful,
sustainable businesses.

Another barrier to accessing markets is small
business development programmes that are not
strategic but are designed to tick the right boxes
for compliance. Small businesses attend these
programmes but never get that elusive request for
proposal, or they remain on the client database,
landing small or no contracts. The result is that
they retain their small stature or are eventually
flushed out of the system.

An example on how small business can access clients is when corporates comply with
BEE legislation to have targeted spend that favours small business. Unfortunately, a
proportionately small component of procurement spend is channelled towards big
business, on most BEE scorecards.

34 Al-Mubaraki, HM & Busler, M. 2013. Business incubation as an economic development strategy: a literature review, International Journal of Management, 2013, Volume 30, Issue 1,
pp. 362–372 (journal).
35 Rice, MP & Matthews, JB. 1995, Growing New Ventures, Creating New Jobs: Principles and Practices of Successful Business Incubation, Quorum Books, Westport, Connecticut (book).
36, 37: South Africa. 2013. Broad-Based Black Economic Empowerment Amendment Act (No. 46 of 2013 and Act No. 53 of 2003) (‘B-BBEE Act’).
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The Omidyar Network’s study on the access
ecosystem reveals the challenges faced as a
sub-Saharan region (see Figure 2.2.2).38 If small
business is to contribute to employment and
growth, and achieve long-term impact, it must
evolve from being mostly informal to becoming
entrenched and supported in the economy.39

The survey showed that a culture of
entrepreneurship is growing in sub-Saharan Africa,
with indicators for entrepreneurial motivations on
par with or higher than the global average.

Figure 2.2.2: Sub-Saharan entrepreneurship ecosystem compared with the global average
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38, 39, 40: Omidyar Network. 2013. Accelerating Entrepreneurship in Africa Report: Understanding Africa’s Challenges to Creating Opportunity-driven Entrepreneurship, 4 April 2013 (online).
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Does size matter?
According to the theory of market structures, only
a small fraction of businesses are oligopolies,
duopolies or monopolies, despite their dominance
in terms of assets, employment and turnover.

Jargon buster
Oligopoly: a market dominated by a small
number of large suppliers
Duopoly: a market with only two suppliers
Monopoly: a market with only one supplier

41 Schumpeter (1976).

In many industries, companies are either
monopolistically competitive or operate in
conditions which approximate perfect competition.
These types of markets have very low barriers to
entry, so many companies exist and each has a
low market share. The size of each business is
therefore likely to be ‘small’ relative to the total
market size.
Schumpeter argued that monopolies would only
be temporary and therefore we shouldn’t be
too concerned about their power. His analysis
suggested that entrepreneurs encouraged
innovation, even by monopolies, which is evident
decades later as various analyses and empirical
results confirm.41 But do today’s markets, showing
the persistence of high monopoly profits, threaten
the growth potential and market share access of
entrepreneurs? A glance at a global industry is
used here to assess how true this holds.
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RUN, FORREST, RUN

It’s all about the run, it’s all about the action. We all
know what needs to be done, we all know what we
need to do and we all have reasons why not to, but
what matters eventually – run! Run, irrespective
of the obstacles you face on the entrepreneurial
journey; they are mere hurdles to jump over.
The birth of the modern running shoe can be traced
to Goodyear affixing rubber soles to canvas shoes in
1892 (tyre companies were the first manufacturers
of sneakers, or as we know them here in South

Africa, takkies).42 In 1964 Bill Bowerman and Phil
Knight founded a company that manufactured
running shoes, launching the Nike brand in 1972
with the intent to improve athletic performance.43
Using new technologies, Nike continually evolved its
product line to meet specific customer needs. Over
the years, this has grown to include sports apparel
and accessories. Today, Nike dominates the market,
as shown in Figure 2.2.3, earning $21 billion out of a
$34 billion US market in 2017, and forecast to grow
its global market share by more than 35% by 2024.44

Figure 2.2.3: Revenue in footwear segment 2010 to 2017: Nike, Adidas and Puma
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42 Douglas, S & Fuehrer, D. 2014. A brief history of the running shoe, Runner’s World, 12 May 2014 (online).
43 SuccessStory. Nike, Inc. SuccessStory, 26 June 2018 (online).
44 Statista. 2018. Forecast of Nike’s global market share in athletic footwear from 2011 to 2024, January 2018 (online); Statista. 2018. Revenue from footwear segment of Nike, Adidas and Puma
from 2010 to 2017 (in billion U.S. dollars), February 2018 (online).
45 NIKEiD website, home page (www.nike.com/NIKEiD), 19 July 2018 (online).
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The trend for sneaker collecting, forums and
design options has fashioned a culture of
sneaker-freaks, so much so that in 2015 the
Brooklyn Museum launched an exhibition of
urban and pop culture aptly named The Rise of
Sneaker Culture.46 This has led to an exciting
era for designers to expand on customer insights
and interests, encouraging a new wave of
entrepreneurship. Nike has not been left behind:
its sheer size has meant that, as new trends
emerge, it has managed to capture this market,
too, at great speed. On its website, Nike has
launched a portal for its customers to customise
and even design their own pair of sneakers.47
Where customer service has previously been the
competitive edge of small business, big business
is now steering its marketing budgets towards
customer experience strategies and further
monopolising this space.
Similar insights arise from analysing other
industries and sectors. Small businesses already
have to navigate policy regulation and competitor
positioning. Big business, with its advantage
of size, can be an additional barrier to a small
business establishing itself and growing. However,
because of its size, a small business has the
agility to adapt faster, as it typically does not have
to navigate internal bureaucratic processes that
prohibit change.

The rise of micromarketing is adding to the
narrative. Here, small groups of potential
customers are targeted with advertising based
on their existing, predicted or expected buying
activities. This makes it easier to match the
consumer with the goods or services on offer.
Web-tracking cookies like search engine optimisers
make it easier for small businesses to find out
about their shopping habits, then target them
through the website or by email.

This has given rise to the
concept of the long tail where
new technology, low barriers to
entry, and micromarketing help
sustain a very large number of
small firms – even in markets
dominated by a few large firms.

Clickbait has also gained momentum (both positive
and negative) and is used to understand the
interests of users to develop intuitive marketing
practices. It is mostly not trusted, though, so small
business must use it sparingly to draw visitors
to a site.48 This has given rise to the concept of
the long tail where new technology, low barriers
to entry, and micromarketing help sustain a very
large number of small firms – even in markets
dominated by a few large firms. To their advantage,
small businesses can make a pivot much more
quickly than an established brand.

Jargon buster
Clickbait: internet content used to attract
attention and encourage people to click on a
link to a web page49

The truth lies between some businesses having
limited potential for growth (including niche
businesses for specialist or customised services)
and those set up as start-ups to grow by
exploiting opportunities in market gaps and new
technological insights.

46 CBS News. 2015. The Rise of Sneaker Culture, 3 October 2015 (online).
47 NIKEiD website (2018).
48 Riggins, N. 2017. What is Clickbait and Why Should You Be Careful Using it to Promote your Business? Small Business Trends, 24 July 2017 (online).
49 OED Online. 2018. ‘clickbait, n,1’, 26 June 2018, Oxford University Press (online).
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As alluded to earlier, we believe
that large businesses can
do more – much more – to
empower and promote small
business, both within and
outside their own organisations.
In the process, they can make
themselves more flexible,
intentional and collaborative
in designing their commercial
engagements.

Development beyond access
The failure of small businesses is part of their DNA
and the ensuing resilience of the entrepreneur
who gets up and starts again. It’s impossible
to predict which businesses will succeed and
should therefore be supported. That’s why there
is scope for multi-SMME mandates and initiatives
that seek to capture the elusive success factor.
These initiatives must be defined as broadly as
possible, while managing risks so that we don’t
waste time, effort and resources on this quest.
We need to rethink how to enable and equip the
players in the ecosystem to drive more exponential
change and impact. This is a multistakeholder
journey: as we’ve seen, resilience alone is
insufficient to move the needle of small business
contributing to the well-being of the South African
economy. Big funding vehicles and development
programmes are also not achieving the desired
impact efficiently and optimally. It cannot be left
to policy, or a response to policy only, as seen
from the actions of most role players. Certainly,
government plays an important role in the way
it fosters entrepreneurs, and sets and applies
regulation.50 But government support is not the
only solution. As alluded to earlier, we believe
that large businesses can do more – much more
– to empower and promote small business, both
within and outside their own organisations. In the
process, they can make themselves more flexible,
intentional and collaborative in designing their
commercial engagements.

Setting the scene
Stakeholder theory can be defined as ‘a view
of capitalism that stresses the interconnected
relationships between a business, its customers,
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suppliers, employees, investors, communities and
others’.51 Some definitions speak about the value
gained by all stakeholders.
Having looked at the many role players in the
SMME ecosystem, and their different mandates
and purposes, it is time to determine how best to
address the challenge raised in the introduction:
how can the ecosystem be optimised for better
impact? Though we do not present an ultimate
solution, we introduce and reconnect the dots,
starting with the end goal in mind, consider the
WIIFM factor for each stakeholder, and devise a
conceptual framework that gives a holistic view of
all contributory factors in the ecosystem.
WIIFM: What’s in it for me? The truth behind why
people do what people do.
In every ecosystem, it is localised knowledge that
determines its functioning capabilities. In other
words, the workings and characteristics of each
stakeholder (policymaker, entrepreneurial support
systems, educational foundation and corporate
involvement) differ from one setting to the next,
making regional successes context specific and
non-transplantable. Nonetheless, we can learn
from them.

The solution economy
The role of government is changing to be more
collaborative, with government being just one player
among many. In the solution economy there are no
sectoral divides; role players use social networks to
resolve persistent societal issues that hamper positive
socio-economic impact and development.52 Using
new business models and lightweight technologies,
solutions are developed by aligning financial and
social incentives towards a greater public good.53

50 Minniti, M. 2008 The role of government policy on entrepreneurial activity: productive, unproductive, or destructive? Entrepreneurship Theory and Practice, 2008, Volume 32, Issue 5,
pp. 779–790 (journal).
51 Stakeholder Theory. Home page: Stakeholder Theory, 26 June 2018 (online).
52, 53: Eggers, WD & Macmillan, P. 2013. The Solution Revolution: How Business, Government, and Social Enterprises Are Teaming up to Solve Society’s Toughest Problems,
Harvard Business Review Press (book).
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Human-centred design

Entrepreneurial back to basics

Technology is often put forward as the ultimate
solution for many challenges society faces. The
question we need to ask ourselves is whether it
is the best solution to use, and to what extent it
should be used or relied on. The Fourth Industrial
Revolution is very clear about technology as a
driver, part of the solution economy that was not
thought possible before. We propose, as do many
others, that technology must be used for the
benefit of humans. One of the things we do know
is that its many adopters say technology does not
change the problems, it changes us. It transforms
how we approach problem solving, preserving our
planet, enhancing our efficiency and progressing
society, as set out in the sustainable development
goals that governments have decided to focus on
for our collective well-being.

According to Guido Boysen, CEO of GroFin Africa,
‘There is a need for the focus to shift from the
available collateral in the business to the viability of
the business and the ability of the entrepreneur.’55

This human-centred approach clearly states that
human well-being is the goal of this new era. IDEO.
org, creators of The Field Guide to Human-Centred
Design,54 say the mindset adopted for the problems
faced by community groups should be solved with
these groups. This inclusive community-based and
community-driven approach produces desirable
outcomes for community groups. Desirability is
a very important foundational component of this
process, as it’s crucial to encourage buy-in through
the effective participation of community members
within the broader ecosystem. An impact that
addresses everyone’s desires and critical success
factors will get the most support, which is why
everyone must be considered in the design of the
solution. Defining the role of each player makes the
process of designing the solution less theoretical,
more tangible and more acceptable.

There are many business development support
programmes available across the country, so we
will not explore these in detail. All we’ll say here is
that it must be easy for hopeful small businesses
to gain access to these programmes. According
to a study by Omidyar Network, 76% of South
African entrepreneurs agree that current business
development services are insufficient to meet the
needs of new firms as there is no clear way to
identify services that have an effective impact.56
Sometimes, the criteria for accessing these
programmes are as onerous as those for funding,
creating a barrier for small businesses seeking this
kind of support. SMME support service providers are
often in metros, where office space and transport
costs are expensive, making it a difficult cost-benefit
consideration exercise for business owners. Once
they do gain access, a relevant approach to infusing
the learnings becomes the next challenge, as the
quality of these programmes varies significantly.
Sometimes this results in ‘career incubates’, who
sample every programme that they can get into.
This raises two questions:
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An impact that addresses
everyone’s desires and critical
success factors will get the most
support, which is why everyone
must be considered in the
design of the solution. Defining
the role of each player makes
the process of designing the
solution less theoretical, more
tangible and more acceptable.

1. Did they get anything out of the programmes
they attended?
2. Did the programmes themselves succeed in
achieving their objectives?
Risk-managed business advisory services are
critical to helping SMMEs navigate all these
programmes in the SMME development landscape.

54 IDEO.org. 2015. The Field Guide to Human-Centered Design (online).
55 The Small and Medium Enterprise (SME) Catalyst for Growth Initiative in South Africa: Final Report. 2013. Dalberg & J.P. Morgan.
56 Omidyar Network (2013).
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Additional research asserts that
SMMEs in South Africa do not
view risk management as a key
component of organisational
success, despite evidence that
businesses that adopt
risk management strategies are
more likely to survive and grow.
Development programmes
need to factor in this important
component to help create
robust businesses and increase
entrepreneurial success.

One, often ignored, hurdle that SMMEs will need
to overcome is to survive past the start-up and
early-growth stages, which means they will have to
adopt the characteristics, processes, systems and
practices that typically sustain big businesses as
going concerns and keep them competitive.
Risk management practices increase the potential
for business survival.
Studies on reasons for SMMEs failing put a
spotlight on basic business practices rather than
access,57 stating that SMMEs need to:
■■ acquire the right skills and experience by hiring
experienced employees and implementing
training programmes
■■ invest in reliable equipment
■■ maintain quality relationships
■■ provide value-adding services
These studies further affirm that SMMEs face
a number of business risks in their day-to-day
operations which threaten to reduce productivity,
increase costs and liabilities, and reduce profits.58
Additional research asserts that SMMEs in
South Africa do not view risk management as a
key component of organisational success,
despite evidence that businesses that adopt
risk management strategies are more likely to
survive and grow.59 Development programmes
need to factor in this important component to
help create robust businesses and increase
entrepreneurial success.
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57 Naude, MJ & Chiweshe, N. 2017. A proposed operational risk management framework
for small and medium enterprises, South African Journal of Economic and Management
Sciences, Volume 20, Issue 1, a1621 (journal).
58 Naude & Chiweshe (2017).
59 Smit, Y & Watkins, JA. 2012. A literature review of small and medium enterprises (SMME)
risk management practices in South Africa, African Journal of Business Management,
Volume 6, Issue 21, pp. 6324–6330 (journal).

Another interesting aspect, which is also a
measure of local and international acceptability
and competitiveness, is the South African Bureau
of Standards (SABS) mark. The SABS is a statutory
body established in terms of the Standards Act
(No. 5 of 2008), as amended, and is tasked with
developing, promoting and maintaining South
African national standards of quality on commodities,
products and services. A strategic goal is to advance
the socio-economic well-being of South Africa in
the global economy.60 As SMMEs develop beyond
our borders, their credibility is ultimately assured by
having the SABS endorsement, where applicable.
However, the SABS has recently been dismissed
as an obstacle to SMME development because
of its huge backlogs and onerous compliance
requirements. Manufacturers are understandably
upset ‘because they are unable to obtain the SABS
mark timeously, or they have been unable to renew
2 600 permits to use the mark’.61
Are automotive component suppliers caught up
in this unfortunate mess, unable to quality-assure
their products sufficiently so that they can remain
competitive? We address this niggling question
in the automotive case study in this chapter. The
SABS website lists just under 80 certification
and assessment marks for the auto industry on
its website, although it’s not clear how many are
still valid, as the assurer is plagued by archaic
systems.62 The SABS maintains it is a victim of policy
that has expectations which are not supported by
infrastructure;, government procurement of global
products that are not audited by SABS, and a
misalignment between its commercial mandate
and capacity.63

60 SABS website, strategic goal page (www.sabs.co.za), 26 June 2018 (online).
61 Kretzmann. S. 2018. SABS under fire for costing SA R4bn a year, City Press, 24 June 2018
(online).
62, 63: S
 ABS website, certification and accreditation page (www.sabs.co.za), 26 June 2018
(online); SABS website, automotive page (www.sabs.co.za), 26 June 2018 (online).
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Small businesses have little to no resources to
spend on consulting services that assist with
quality assurance, identifying growth strategy
levers, and understanding technical compliance
requirements. Survival becomes an ever-pressing
reality which takes away from business growth
strategies. Many development programmes provide
support for registering a business, and keeping
legal and compliance records, but few provide
advisory services. We believe risk management,
quality assurance and business advisory services
are critical to enabling business survival. Given the
short-termism of small business development and
support programmes, the small business owner
needs to find other ways to run the business, track
its progress and implement growth insights.

Business development support programmes will
sometimes conduct due diligence to ascertain the
position on the growth curve that a small business
in the programme is at. However, once the small
business exits the programme, they are left to
themselves to track and understand their gaps
and plans throughout their growth cycle: an often
difficult and impossible task to do. Given how
expensive business advisory services are,
it makes sense to adopt toolkits such as those
offered by GrowthWheel. They offer a visual
toolbox and online platform for decision-making
and action-planning for start-up and growth
companies. The toolbox gives the business a
360° perspective on its operations, as shown in
Figure 2.2.4, so it can take action to ensure its
survival and sustainability.64
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growth curve that a small
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Figure 2.2.4: GrowthWheel 360° toolbox
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64, 65: GrowthWheel website, home page (www.growthwheel.com), 19 July 2018.
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The goal of innovations is that
they are widely adopted as
quickly as possible. The theory
of diffusion of innovations is
that in any community there
are five different adopter
groups. These groups of
people can be categorised by
the time it takes them to adopt
any given innovation.

Bridging the gaps
A pharmacy-dispensing unit, similar to an
automated teller machine (ATM), was launched
in Alexandra – the first of its kind in Africa, with
technology developed with a team from Germany.
The launch was celebrated but questions were
raised about why local talent was not used,
especially when a young man from Tshwane was
busy developing the same technology.66 iAfrikan
founder Tefo Mohapi says the reason for this may
have been that the state’s internal communication
about what was being funded was limited –
ecosystems need accessible communication and
sharing processes so that localised inclusion can
be better realised.67 These are pertinent and solid
points, and both are right according to s-curve
theory, which we’ll get to next.

Jargon buster
Diffusion of innovations: a theory that
explains how, why, and at what rate new
ideas and technology spread
The goal of innovations is that they are widely
adopted as quickly as possible. The theory of
diffusion of innovations is that in any community
there are five different adopter groups.68 These
groups of people can be categorised by the time it
takes them to adopt any given innovation. To identify
which groups have already adopted an innovation,
or which groups marketing can be directed towards,
researchers measure the percentage of people in
a community who have adopted an innovation at
different points in time. The innovation graph for rate
of adoption looks like a stretched-out s-curve, which
was first sketched by Gabriel Tarde in his research
on innovation (see Figure 2.2.5).69

66, 67: Cawe, A. 2018. Entrepreneurs need long-game support, Business Day, 9 April 2018 (online).
68 Rogers, E. 2003. Diffusion of Innovations, 5th Edition, The Free Press, Simon & Schuster, New York (book).
69 Kinnunen, J. 1996. Gabriel Tarde as a founding father of innovation diffusion research, Acta Sociologica, Volume 39, Issue 4, pp. 431–442 (journal).
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Figure 2.2.5: The s-curve70
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70, 71: Kinnunen (1996).
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The innovation graph allows
researchers to measure the
rate of adoption from the time
it takes for the innovation to
go from 0% to 100% of the
community, which is where
the s-curve flattens out and
the innovation becomes part
of the social norm.

It is suggested that rates of diffusion may vary, but
the pattern of change is theorised to be the same.

The innovation graph allows researchers to
measure the rate of adoption from the time it takes
for the innovation to go from 0% to 100% of the
community, which is where the s-curve flattens out
and the innovation becomes part of the social norm.

Each of the elements for adoption are necessary to
achieve critical mass, as shown in Figure 2.2.6.

Figure 2.2.6: Elements in innovation diffusion
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In the case of the pharmacy ATM, it may be that
the innovator did not communicate to government
or was not aware of what government was doing
in his area of interest. Or perhaps the adopter (in
this instance, government) was not aware or did
not have the platform to be aware of innovations
going on nationally. There definitely has been a
communication process failure on both sides. A
failed diffusion is one that does not reach or even
approach 100% adoption due to any mix of its own
weaknesses, competition from other innovations or
simply a lack of awareness. Without a collaborative
platform of communication, many duplications
occur and some key nation-building innovations
don’t see the light of day. We cannot hope for,
or rely on, a serendipitous collision of innovation
(supply) and social need or policy exploration
(demand) for collaboration to occur. Deliberate and
strategic intent is necessary.

Corporate strategic enterprise development
It is not that big companies and organisations
are not interested in enterprise development.
It’s just that very few understand it. The principles
for participating in enterprise development are
simply that if you wish to benefit from operating,
you need to play a part in the country’s socioeconomic imperatives. This is not just a
government responsibility.
For big businesses to derive their own value
beyond enhancing their transformation strategy,
they need to recognise the benefits of participating
in socio-economic imperatives. In big business
and governmental institutions, whose core function

is business funding (financiers) and development
(training institutions), strategic alignment seems
simpler. Institutions that feel compelled to
incorporate enterprise development as a policy
activity are the ones seeking clarity in order to
shift their thinking more strategically. The following
options can be contemplated in an enterprise
development programme:
■■ The correct foundation must be based
on looking beyond compliance to BEE, to
consider objectives that include achieving:
measurable impact, core business benefits
and transformative leadership. To do this,
the institution must identify its core and
support functions, and consider developing or
supporting a small business in the same space.
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Without a collaborative platform
of communication, many
duplications occur and some
key nation-building innovations
don’t see the light of day. We
cannot hope for, or rely on,
a serendipitous collision of
innovation (supply) and social
need or policy exploration
(demand) for collaboration to
occur. Deliberate and strategic
intent is necessary.

■■ Internal resources such as human resources,
finance systems or templates, marketing
support, technical strategic insights and
proprietary systems can be used to help
optimise the functionality of the small
business and ease its resource burden. This
developmental support increases the ability and
capability of the business, while creating the
capacity for it to achieve its growth ambitions.
■■ Access to rent-free or reduced-rates office
space helps with lowering overhead costs and
making the small business more accessible to
its clients (64% of entrepreneurs work from
home, 21% own office space, and the rest rely
on shared work spaces, public spaces and
working between clients).72

72 Seed Academy. 2017. The Real State of Entrepreneurship Survey 2017 (online).
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LESSON

SPOTLIGHT ON VALUE-CHAINALIGNED PROGRAMMES
Two examples of value-chain-aligned programmes
we can learn from are Telkom and Woolworths.
The Telkom FutureMakers programme supports
strategic start-ups and existing small businesses
as well as other entrepreneurial ventures aligned to
the technology sector and the Telkom value chain.73
It has created an ecosystem that allows the small
business to access funding, space, networks and
sourcing opportunities. The Woolworths Supplier
and Enterprise Development programme supports
emerging small and medium-sized business in
the Woolworths supply chain.74 The automotive
industry can learn from Telkom’s and Woolworths’
component or value-chain development
programme to create pipeline-based strategies.
The missing link in programmes such as those run
by the Automotive Industry Development Centre
(AIDC) is inclusion in the supply chain (access to
markets). Development is pointless without that
last piece, especially as it adds more reliable small
businesses to the supply chain.
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73 Telkom. FutureMakers: Bringing Ideas to Life, 26 June 2018 (online).
74 Woolworths. Our Enterprise Development Initiatives, 26 June 2018 (online).
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Big business can also help small businesses
and themselves:
■■ with the development of, or access to,
infrastructure
■■ by relooking the supplier onboarding process
■■ by implementing payment processes that help
small businesses with cash-flow management
Most notably, programmes that seek only to be
compliant provide short-lived impact. These quick
initiatives benefit the big corporate’s scorecard
without creating sustainable impact. Phased
programmes that have different layers or types of
support over time have achieved much more for
small business survival.

Societal inclusion
Government often partners with business to
produce solutions that add value to society. Take
the example of the Med-e-Mass partnership
between Altron and the City of Johannesburg,
which was established in 2016 to create an
electronic health platform that reduces paperbased recording.75 ‘With the eHealth@Joburg
facility, healthcare workers use technology to
improve health delivery, reduce clinic waiting
times, improve patient record keeping, and
ultimately improve patient healthcare. This
benefits government health workers, business
and the general public.’76 By first assessing the
social structures and needs in communities, more
inclusive programmes can be designed.

The township economy
Focusing greater attention on township support,
the Gauteng Enterprise Propeller (GEP)
programme has put measures in place to
encourage even more involvement and interest

in the township economy, as well as in rural
economies. As part of the GEP’s ‘radical economic
development’ programme, the township economy
is going to receive up to 30% of its spend.77
Proper monitoring and evaluation of the success
and impact of this commitment will need to be in
place to drive the right behaviours. This supported
ecosystem will see money circulate within its
boundaries and overflow into societal development
and inclusion.
Township incubation programmes have
mushroomed to address the access and
geographic reach of township entrepreneurs and
small business owners. The spatial layout and
unique dynamics of townships such as the type of
entrepreneurship that occurs in this space changes
the discourse for multistakeholder collaboration,
however, as most SMME development is
concentrated in the big metros.78 We need to
examine whether the same methodology found in
the urban-based programmes is appropriate, as
some of these township programmes are replicas
of the urban ones.
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dynamics of townships such as
the type of entrepreneurship
that occurs in this space
changes the discourse for
multistakeholder collaboration,
however, as most SMME
development is concentrated
in the big metros. We need to
examine whether the same
methodology found in the
urban-based programmes is
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Unlike in other areas, the township economy has a
proliferation of micro-enterprises. With retail liquor
and grocery shops making up the bulk of them, it
shows how regular purchase requirements have
been satisfied through this local market. Another
group of micro-enterprises with a big presence in
townships is mechanical repair services, which is
closely related to our case study in this chapter.
In formulating policies and strategies for the
township economy, policymakers, funders and
SMME development agencies should consider this
context before disrupting what appears to be a
thriving community who have found ways to support
their own socio-economic needs. In a populous
low-employment environment, financial and
non-financial contributions of access to business

75 Med-e-Mass. Big Picture, 26 June 2018 (online).
76 Theobald, S. 2017. The Social Value of Business: An Analysis of the Role of Business in South African Society, Intellidex, Report commissioned by Business Leadership South Africa (online).
77 Majoko, S. 2017. State of the Township Economy, Polity, 24 March 2017 (online).
78 Charman, A & Petersen, L. 2015. The Layout of the Township Economy: The Surprising Spatial Distribution of Informal Township Enterprises, Polity, 3 March 2015 (online).
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Were it not for government
policy, in the form of BEE,
and integrated reporting
requirements, this number is
likely to have been lower. From
these numbers, we can deduce
that if businesses were not
thriving, there would be less to
contribute, and communities
would be adversely affected. It
is clear that, to support societal
inclusion and well-being,
business and government need
to collaborate and contribute.

developmental support do well to sustain these
enterprises while addressing their own situational
challenges. The township entrepreneur therefore
also seeks markets outside the township when
there is little disposable income that is available for
its product or service within the township.
The ability to execute a project successfully
helps the entrepreneur to retain clients and
source new ones through referrals. But another
major challenge for non-urban (township and
rural) businesses is geographic access: limited
transport options affect their access to markets.
This challenge is felt by SMMEs when having to
deliver in far-flung places, and by entrepreneurs
needing to source clients far from their place of
work or establishments. Social entrepreneurs have
tried to address this challenge for employees in
big corporates with solutions which entrepreneurs
can adapt and adopt easily to address their own
transport needs (see the flx case study on Go
Metro on page 115 in this chapter). With rising
transport costs and limited public transport
options, Go Metro has the potential to address
this by giving entrepreneurs who can’t be based
in metro areas access to market opportunities.
Entrepreneurs deliver a service for corporates,
just like employees do – they can use developing
transport ecosystems for their own benefit.

Corporate social investment
Over and above paying taxes for service
delivery, communities rely on corporate social
investment (CSI) from business to contribute to the
well-being of society. In 2017, this amounted to
R9.1 billion.79 The total contribution is calculated as
an average of 1% of net profit after tax across most
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contributors.80 Trialogue reports that
R137 billion was spent on advancing social
development over the past 20 years.81 Were it not
for government policy, in the form of BEE, and
integrated reporting requirements, this number is
likely to have been lower.82 From these numbers,
we can deduce that if businesses were not thriving,
there would be less to contribute, and communities
would be adversely affected. It is clear that, to
support societal inclusion and well-being, business
and government need to collaborate and contribute.
Moreover, CSI projects should be assessed on their
ability to leave a lasting and sustainable impact
on the communities where they are implemented.
Strategic CSI has now become a big consideration
for corporates as they seek to create shared
value for all beneficiaries and contributors. Small
businesses in turn need a platform for their ideas
and for showcasing how they can drive innovation
and social entrepreneurship or collaborate in big
government projects.

National strategic intent and
practice
In addition to enabling policymaking, government
plays a key role in collaborative partnerships
that enhance SMME development and promote
sustainability. Social dialogue has also helped in
getting the right kind of engagement to test how
supportive or disabling national strategies are in
driving enterprise development. Government has
introduced several tax incentives to grow small
business. Any investment into a Section 12J
venture capital company is tax deductible in the
year in which it is made, and that deduction will be
permanent if the investment is held for five years.83

79 Trialogue. 2017. The Business in Society Handbook, December 2017 (online).
80 South Africa. 2013. Broad-Based Black Economic Empowerment Amendment Act (No. 46 of 2013 and Act No. 53 of 2003) (‘B-BBEE Act’).
81 Trialogue (2017).
82 B-BBEE (2013).
83 SARS website, venture capital companies page (www.sars.gov.za), April 2018 (online).
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Current Department of Small Business Development
projects and their associated benefits are:84
■■ Black Business Supplier Development
Programme: provides grants to a maximum of
R1 million
■■ Co-operative Incentive Scheme: 100% grant for
registered primary co-operatives
■■ Shared Economic Infrastructure Facility:
contribution is capped at R5 million
■■ National Informal Business Upliftment Strategy:
linkages to other DSBD programmes as well as
non-financial support
The 22 on Sloane initiative, touted as Africa’s
largest start-up campus, is a recent governmentled project that small and big business can tap
into and collaborate on.85 These are only a few of
the initiatives that support SMME development
through financial and non-financial means,
and use tax incentives as enhanced support.
One shortcoming is that communication on
these programmes is not readily accessible and
sometimes the access process can be intimidating
for small businesses to consider.

Cooperating is collaborative
In 2009, Entrepreneur magazine published a
guide to being in a co-operative.86 In its list of
pros and cons, it stated that co-operatives are
good for a group in a community. Co-operatives
are self-forming ecosystems with a social and
commercial aim. They were promoted by
the dti to create groups that would develop and
run businesses. This collaborative process would

theoretically create financially viable enterprises
within a social support system. Co-operatives have
been earmarked in the government’s 2014–2019
Medium Term Strategic Framework as key to
radical economic transformation, a means to
reduce high levels of market concentration and
monopolies.87 Since 2002, government has given
grants of R350 000 per co-operative, with studies
showing 22 619 co-operatives being established;
however, these same studies show how 88% of
these have failed.88 The authors of the framework
argue that co-operatives fail because of an
inconsistent understanding and commitment
to co-operative knowledge, value and basic
principles. They also struggle to form strategically,
work co-operatively, function professionally and
use available resources and networks.89 The
co-operative structure, philosophically, forms the
basis of the ultimate framework for a functioning
high-impact ecosystem where the sum of the parts
is better than the individual trying to make it on
their own, and where institutional systems and the
individual converge most optimally.
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We have not tried to capture
everything about this topic, as
it is a large and complex one.
Rather, we highlight some
key aspects that we trust will
trigger a new way of thinking
about SMME development:
most importantly, that it
is more substantive
and sustainable when it is
tackled collaboratively.

Life is like a box of chocolates
Insights into how each role player can benefit
from multistakeholder collaboration are presented
in Figure 2.2.7, which summarises their
contributions and impact. We have not tried
to capture everything about this topic, as it is
a large and complex one. Rather, we highlight
some key aspects that we trust will trigger a
new way of thinking about SMME development:
most importantly, that it is more substantive and
sustainable when it is tackled collaboratively.

84 Department of Small Business Development website, home page ((www.dsbd.gov.za), 25 July 2018.
85 22 On Sloane website (www.22onsloane.co), November 2017 (online).
86 Entrepreneur. 2009. What should I know about a Co-operative before registering one and how do I go about it? A guide to Co-operatives, 20 October 2009 (online).
87 Department of Planning, Monitoring and Evaluation. Medium Term Strategic Framework: 2014–2019.
88 Thaba, C & Mbohwa, C. 2015. The nature, role and status of co-operatives in South Africa context, Proceedings of the World Congress on Engineering and Computer Science 2015 Volume II,
WCECS 2015, 21–23 October 2015, San Francisco (conference paper).
89 Thaba & Mbohwa (2015).
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Figure 2.2.7: The SMME development value ecosystem
COMMUNITY
Benefit from ecosystem through

GOVERNMENT
Developed integrated national strategy with

■■ increased employment opportunities
■■ achievement of progressive social mobility
■■ participation in development opportunities

■■ enabling government policies
■■ effective policy implementation
■■ optimised and accessible government funding

Assures ecosystem
stability through

■■ increased social cohesion
■■ increased consumer confidence
for inclusive economic participation

SMMEs/ENTREPRENEURS
Participate in programmes to
■■ develop a robust business growth strategy and close
developmental gaps
■■ gain access to markets and become funding-ready
■■ improve request for proposal success rates and service delivery
To achieve

■■ operational and financial efficiency sustainability
■■ job creation outcomes
■■ social mobility

While role players cannot predict how the
ecosystem will function with accuracy, each
has control over what they can contribute. In
many cases, policymakers do not integrate each
other’s mandates into their strategies, resulting
in contradictions, conflicts and unintended
consequences in outcomes. The same can be
said of big business, which has to satisfy multiple
stakeholders (hence our proposal to do enterprise
development in a way that makes business sense
and is a strategic fit).
The challenges faced by entrepreneurs are not
only policy or access to support programmes
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In order to
achieve

■■ robust and inclusive
socio-economic development

CORPORATE
Implement enterprise development to
■■ create or develop quality suppliers for supply-chain
optimisation
■■ gain relevant, high-growth beneficiaries who areable to deliver
■■ create a competitive edge through innovativebusiness ideas
from entrepreneurial agility
Contribute to

■■ social stability of communities and
economic growth

or to big business supply-chains; sometimes
entrepreneurs need to think outside the box by using
their own networks and open-source technologies.
Participating in programmes creates capacity – you
can’t win if you haven’t entered. Lastly, communities
play a vital role as they are the providers of
customers, suppliers, employees and entrepreneurs
in the ecosystem. Creating broad-based programmes
that are inclusive will therefore go a long way towards
fuelling the well-being of society.
In 2007 the International Labour Organization
set out 17 conditions for sustainable enterprises.
These are set out in Table 2.2.2.
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Table 2.2.2: 17 pillars for sustainable enterprises
1. Peace and political stability

2. Good governance

3. Social dialogue

4. Fair competition

5. Entrepreneurial culture

6. Physical infrastructure

7. Sound and stable macroeconomic policy

8. Trade and sustainable economic
integration

9. Enabling legal and regulatory environment

10. Rule of law and secure property rights

11. Respect for universal human rights

12. Social justice and social inclusion

13. Access to financial services

14. Education, training and lifelong learning

15. Adequate social protection

16. Responsible stewardship of the
environment

17. Information and communications
technology

Source: International Labour Organization90

The 17 pillars (in no particular order) provide a
framework for an enabling environment, but the
stakeholders have to play their part. What has been
seen to work is when each stakeholder optimises
its involvement while being aware of its impact on
the ecosystem. One thing is that the small business
and entrepreneurial space is complex and
multifaceted. You may know what is in the system
(from the listicles provided by all stakeholders on
what they have in store for participants) but you
may not know for certain what you will encounter
during multistakeholder engagements. In spite of
this, commit to playing your part.

We have identified key role players that need
to step up to support this ecosystem. More
than anything, a cohesive, well-functioning
and collaborative ecosystem needs to have a
communication strategy that is inclusive and
far-reaching. Stakeholders need to be willing
to engage and implement for shared value. To
achieve this, we need individual acknowledgement
that everyone can play a role in enabling SMME
development to increase well-being for individuals
and all parts of society. In the president’s words:
‘Thuma mina’ (send me).

One thing is that the small
business and entrepreneurial
space is complex and
multifaceted. You may know
what is in the system (from
the listicles provided by all
stakeholders on what they have
in store for participants) but
you may not know for certain
what you will encounter during
multistakeholder engagements.
In spite of this, commit to
playing your part.

Jargon buster
Listicle: a published article structured in the
form of a list, typically having some additional
content relating to each item91

90 International Labour Organization. 2007. Conclusions concerning the promotion of sustainable enterprises, International Labour Conference, June 2007 (online).
91 Merriam Webster Dictionary, June 2018 (online).
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CASE
STUDY
The snail’s pace of
transformation in the automotive
component industry
Promoting black supplier development is part of
government’s overall inclusive growth plan for the
automotive industry.92

Kurtney Naidoo
Alexander Forbes

The financial services sector,
as an insurance provider
to the industry, forms part
of the supply value chain.
Understanding the mandate
in this sector can inform
many an insurance strategy
for enterprise and supplier
development programmes
in corporates.
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To promote transformation in the automotive
industry and facilitate inclusive growth in the
local market, South African original equipment
manufacturers (OEMs) need to commit to
localisation strategies by developing black South
African suppliers. This will help deepen the
automotive industry supply chain while achieving
the transformation requirements set out by the
2035 South African Automotive Masterplan.
This case study illustrates the barriers to market
access and growth encountered by black suppliers
in small, medium and micro-sized enterprises
(SMMEs) in the automotive component industry.
The financial services sector, as an insurance
provider to the industry, forms part of the supply
value chain. Understanding the mandate in this
sector can inform many an insurance strategy for
enterprise and supplier development programmes
in corporates.

The policy context: a brief history
of transformation
In 1995 government released the Motor Industry
Development Plan (MIDP) in an attempt to
restructure the industry in line with the following
objectives:
■■ Become more productive and internationally
competitive
■■ Reduce tariffs
■■ Ensure growth
■■ Build local supply chains
■■ Develop human resources and create
employment opportunities
■■ Minimise the use of foreign exchange
The plan was based on the Australian model
of export complementation; it reduced import
tariffs by 3.5% a year until 2002 and encouraged
the export of locally sourced components to
secure duty-free imports. It also encouraged the
creation of a smaller, more efficient industry by
‘rationalising’ both the components and assembly
sectors and bringing down the number of auto
models produced locally.

92 Department of Trade and Industry. 2017. Transformation of the Automotive Industry Not Negotiable, 8 October 2017 (online).
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The plan was clearly an inversion of the
old apartheid policy: instead of promoting
tightly controlled supply chains and inward
industrialisation, it looked to a complete
reorientation of the components sector towards
international markets.
An important part of this process was the
promotion of black businesses within the
components sector of the industry supply chain.
Contrary to expectation that the MIDP would cure
all ills, greater exposure to world markets has had
adverse and unintended consequences.
The auto industry is on the horns of a dilemma: it
is forced to enter the global economy saddled with
structural constraints that competitors – principally
in the emerging markets – do not face.
■■ South African labour and raw materials are
not particularly cheaper in global terms
and technology is still a long way behind
industrialised countries. The apartheid
government’s policy of inward industrialisation
and the limited domestic market restricted
manufacturers to small-scale production
runs. This tempered the development of
mass production methods and consequently
prevented the introduction of cutting-edge
technology which would have been an essential
step towards making the industry a player in the
export market and unlocking opportunities for
black SMMEs.
■■ The growth of the components sector, arguably
the backbone of the industry, remains
stunted by the industry’s marginal status as
a satellite assembly warehouse for highly
automated multinational component suppliers
in industrialised countries. Many assembly

firms operate under franchise agreements,
relying on imported components from parent
companies abroad. Local component firms are
also constrained by the product and market
prescriptions (licences) of parent companies.
■■ The high cost of locally manufactured cars,
high interest rates and the shrinking disposable
income of consumers has fragmented
the industry into a number of small-scale
component and assembly companies competing
with each other. The spinoff effect is an oversupplied domestic market which does not allow
for adequate economies of scale.

South African labour and raw
materials are not particularly
cheaper in global terms and
technology is still a long
way behind industrialised
countries. The apartheid
government’s policy of inward
industrialisation and the limited
domestic market restricted
manufacturers to small-scale
production runs.

Key challenges
Taken together, these constraints have severely
inhibited meaningful restructuring efforts at
plant level. There is, however, currently no
reliable database indicating the number of black
suppliers in the industry. This is based on research
conducted by Volkswagen, which concludes
that there are approximately 41 black-owned
component-supplier companies in the industry
– a negligible number.93
The surveyed group of 11 black suppliers indicated
that their key challenges were:
1. Global procurement: price and quality
■■ The majority of OEMs in South Africa are owned
by foreign companies which prefer to procure
from their global supply chain.
■■ The quality standards set by global suppliers
pose a barrier to black suppliers. This affects
their ability to supply OEMs in South Africa,
resulting in fewer local black suppliers supplying
to these OEMs.

93 Cokayne, R. 2016. BBBEE targets for automotive industry ‘not doable’, Business Report, 19 October 2016 (online).
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Access to funding could
empower black suppliers
to address the challenges
resulting in the development
of technology and skills that
will enable them to adhere
to the quality standards set
for suppliers to OEMs in
South Africa. This will make
them more competitive and
contribute to transformation
in the sector.

• Of the 11 companies surveyed, 10 listed
various difficulties when dealing with
International Organization for Standardization
(ISO) accreditation for the business. ISO
assesses the quality of products, services,
systems, safety and efficiency. OEMs look
at the company’s ISO accreditation when
screening potential suppliers.
■■ Local manufacturers are not able to produce
components at a competitive price, which may
be due to constraints such as technology, skills
and prices in the local market.
2. Industry support commitment
■■ Respondents indicated that they take care
of their own business development, despite
supplier development access being apparently
available.94 The question of whether OEMs are
actively assisting with supplier development
(and, if so, where and with whom), and how
effective their initiatives are, remains.
■■ Access to markets through localisation is part
of the OEM enabling strategy yet 5 out of the
11 respondents regarded this as extremely
challenging. This suggests that suppliers are not
receiving the assistance they need from local
OEMs in order to supply them directly.
■■ Respondents were asked if they are aware of any
support mechanisms offered by government.
Though more than half the respondents (63%)
were aware of these initiatives, it’s worrying that
36% of them were not.
Access to funding could empower black suppliers
to address the challenges listed above, resulting
in the development of technology and skills that
will enable them to adhere to the quality standards
set for suppliers to OEMs in South Africa. This will
make them more competitive and contribute to
transformation in the sector.
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Access to development
Many SMMEs depend on bank lending (straight
debt) to finance their businesses. However,
they are often at a disadvantage when it comes
to accessing this finance. Many have limited
collateral, a limited credit history and higher
risk-return profiles. In the case of some, profits
or loss cannot be estimated.95 ‘Moreover, while a
large share of SMMEs do not have access to formal
credit, long-term credit to sustain investment and
innovation is even scarcer, which severely limits
growth opportunities.’96
Broad-based support and access will enhance the
automotive industry, but for the most part there
isn’t a cohesive and far-reaching strategy that will
increase inclusivity for participants in this sector.
Some of the following available support mechanisms
were presented to respondents. Many claimed to
have no knowledge, or only a limited understanding,
of how they can access this support:
1. Automotive Investment Scheme (AIS):
Implemented in 2009, AIS was the first cashbased incentive scheme in the automotive
industry. The scheme is available to all suppliers
in the automotive sector. It aids manufacturers
that aim to reach R10 million in turnover at the
end of their first year of production.97
2. Black Industrialist Scheme (BIS): BIS is
an initiative created to increase the number
of black industrialists in the manufacturing
sector and ensure that black industrialists
have multiple pathways to enter value chains.
The intention of the scheme is to create
sustainable growth and transformation in the
manufacturing sector and other supported
sectors through the encouragement of black
suppliers in the industry.98

94 Horn, GS. 2007. Black economic empowerment (BEE) in the Eastern Cape automotive industry: challenges and policies: management, South African Journal of Economic and Management
Sciences, Volume 10, Issue 4, pp. 490–503 (journal).
95 Organisation for Economic Co-operation and Development (OECD). 2018. Enhancing SME Access to Diversified Financing Instruments, 28 June 2018 (online).
96 IFC Advisory Services. 2013. Closing the Credit Gap for Formal and Informal Micro, Small, and Medium Enterprises, International Finance Corporation (online).
97 Department of Trade and Industry. 2015. A Guide to the dti Incentive Schemes 2014/15, 8 October 2017 (online).
98 Department of Trade and Industry. 2017. Financial Assistance (Incentives), 18 June 2018 (online).
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3. Auto Supply Chain Competitiveness
Initiative99 (ASCCI): The objective of ASCCI
is to improve ‘component supplier operational
capabilities, increase levels of localisation and
to achieve increased levels of manufacturing
value addition in the country’. One of ASCCI’s
goals is to increase the level of local content
in the automotive industry through tier 2
suppliers. ASCCI is launching a black supplier
development programme, which aims to
give OEMs and other large suppliers the
opportunity to support the development of
black suppliers in the sector.100
4. National Empowerment Fund (NEF): ‘NEF
provides funds to black entrepreneurs and
groups with the aim of facilitating access to
finance in support of Broad-Based BEE in
terms of government legislation.’101 Companies
must meet strict criteria for funding.
5. Small Enterprise Development Agency:
(Seda): Seda provides multiple programmes
for SMMEs, including enterprise development,
financial management and how to enhance
technological innovation.102
6. Automotive Industry Development Centre
(AIDC): The AIDC aims to ‘create sustainable
industries with goals of increasing local
production of vehicles and components
that feed into global supply chains, thereby
improving the country’s international
competitiveness.’103 The goal of the AIDC is
to ‘grow the local automotive manufacturing
industry from approximately 650 000 vehicles
per annum, at present, to around 1.2 million
vehicles per annum by 2020; and to double

local content production to 70% over the
next few years. Hence, it is imperative that
the automotive industry possesses a skilled
workforce to achieve these targets.’104
Respondents were also asked if they had
successfully used any of the government initiatives
mentioned. Only 36% indicated they had. This
suggests that although these support programmes
exist, their effectiveness needs to be questioned.

Institutional disablers

An enabling ecosystem that
has a working governance
and compliance process is
key for small businesses. Yet,
in addition to the economic
challenges to their existence,
the suppliers participating in
the study also experienced
institutional and systemic
obstacles in government.

An enabling ecosystem that has a working
governance and compliance process is key for
small businesses. Yet, in addition to the economic
challenges to their existence, the suppliers
participating in the study also experienced
institutional and systemic obstacles in government.
These included:
1. Turnaround time: More than half the
respondents found this extremely challenging.
We presume this means that the time it
takes for the state to approve a company’s
application for government funding is too long,
possibly because of the bureaucracy that’s
often associated with state-run initiatives.
2. Difficulty of the application process: A
business plan and financial forecast are
prerequisites for any of these initiatives.
However, these requirements are onerous
for business owners. They may not have
the financial knowledge or in-house
resources to compile this information,
or the financial resources to outsource
this task, at significant cost.

99 Automotive Industry Export Council (AIEC). 2017. South Africa Automotive Export Manual 2017 (online).
100 Department of Trade and Industry (DTI). 2015. A Guide to the dti Incentive Schemes 2014/15, 8 October 2017 (online).
101 National Empowerment Fund (NEF). 2018. Funding Criteria, 18 June. 2018 (online).
102 Small Enterprise Development Agency (Seda). 2018. Training, 18 June 2018 (online).
103 Industrial Development Corporation (IDC). 2018. Our Sectors, 18 June 2018 (online).
104 Automotive Industry Development Centre (AIDC). 2018. Skills Development and Training, 18 June 2018 (online).
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By facilitating assistance
outlined earlier, government
will be able to generate
new entrants, ultimately
advancing technology and skills
development and improving
black supplier capabilities.

Recommendations

Conclusion

Our results show that black suppliers have
encountered many constraints, yet there are
prospects for black suppliers. To help them realise
this, we recommend the following:

The findings of this study indicate that financial
(funding) and non-financial (market access)
assistance from the government can meet many
fundamental challenges faced by budding black
suppliers. By facilitating assistance outlined
earlier, government will be able to generate new
entrants, ultimately advancing technology and
skills development and improving black supplier
capabilities. This facilitation, based on the
findings of this study, calls for the review of the
current application processes and requirements
to enable easier access to funding for black
suppliers. Reviewing the current processes
will significantly enhance the highly impactful
prospects of these initiatives.

1. The dti should revamp its website to include
an incentives portal so that suppliers can
familiarise themselves with the available
initiatives. This will allow business owners
to screen the initiatives and their various
prerequisites to identify the one most
appropriate for them.
2. To ensure that OEMs adhere to local content
thresholds and supplier development
initiatives, government could oversee OEMs’
local procurement and supplier development
spend with black suppliers.
3. The relevant government bodies could
evaluate their funding application processes
to see where these could be streamlined and
simplified. Further, government departments
such as Seda should help business owners
draft business plans and financial forecasts.
4. Lastly, value-chain-aligned supplier and
development programmes need to be
developed, incorporating some of the access
mechanisms that government already has in
place. An enhanced ecosystem requires all role
players to contribute for the collective good.

Note that the implementation of the automotive
masterplan in the forthcoming years will substantially
address the challenges emphasised by focusing
largely on increasing local content and the number
of black-owned companies in the automotive value
chain. The masterplan aims to increase employment
in the automotive industry considerably and develop
the skill set of black suppliers. If South African OEMs
and current tier 1 suppliers in the value chain adhere
to the goals set out in the masterplan, the automotive
industry will see the successful increase in skilled
labour, local content and employment levels and
the overall development of black suppliers to the
automotive industry.

The South African masterplan is unquestionably a policy tool that will catalyze deeper
localisation in the automotive supply chain and foster SME development, thereby facilitating
transformation in the industry. (Deshan Naidoo, Managing Director of Microfinish)
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WHY WE CAN’T WAIT
The problem South Africa faces is not about ageing, but whether we have an adequate and
cost-effective way to provide long-term care for those who no longer have access to family
caregivers or whose families can no longer afford that care. Rather than a reliance on family
or agents, a holistic solution is needed.

Two themes persist throughout this year’s
Benefits Barometer:
Anne Cabot-Alletzhauser
Alexander Forbes

1. Identify the strategies or policies that will
give us the greatest multiplier effect for the
economy (prioritise so we can use limited
capacity to make the broadest impact).
2. Use the multistakeholder framework to align
everyone to those strategies.
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Here’s a problem that can (and did) slip off
the radar if we don’t think broadly about the
consequences of what we prioritise. Right now,
our focus as a nation is on youth unemployment,
and ageing has been put on the back burner.
As we described in Benefits Barometer 2017,
South Africa doesn’t have an immediate ageing
problem, particularly compared with developed
economies. Even when projections suggest that
the percentage of our population over 65 will triple
to 15.52% in 2060 (see Figure 2.3.1) there still
seems to be a greater justification in focusing on
youth employment issues.
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Figure 2.3.1: Population growth in South Africa 2017 to 2060
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The economics of ageing in Africa, and particularly
South Africa, are complex. Financial services
companies (us included) are fond of arguing along
these lines:
According to Alexander Forbes, only 6% of
South Africans can retire comfortably. 2
What does that number mean and does it give us
a clear picture of what is really happening to South
Africans as they age? This quote actually refers
to the percentage of pension fund members who
retire from their last employer with enough savings

to create a continued income stream that’s close
to 75% of their last annual salary. There are many
reasons this may be a misleading assessment.
Consider this: there are more than 4.4 million
South Africans over the age of 60.3 Statistics
South Africa reports that approximately 3.1 million
people aged 60 and older (70% of that population)
were recipients of the Older Person’s Grant, a
means-tested grant that is given when someone
can show that their assets and annual income
are lower than a certain threshold (as set out in
Table 2.3.1 on page 163).4

1 International Futures website, country profile page (www.ifs.du.edu), 20 July 2018.
2 Alexander Forbes Investments. 2018. Alexander Forbes ClarityTM, 20 June 2018 (online).
3 Hoffman, J & Pype, K. 2016. Introduction. In Hoffman, J & Pype, K (eds.): Ageing in Sub-Saharan Africa: Spaces and Practices of Care, Policy Press (book).
4 Statistics South Africa. 2017. Vulnerable Groups Series II: The Social Profile of Older Persons, 2011–2015 (online).
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Figure 2.3.2: Asset and income thresholds for the Older Person’s Grant

Single person

Married person

Asset threshold

R838 200

R1 676 400

Income threshold
(annual)

R50 340

R123 600

But this doesn’t give us a true picture of how
families and communities deal with the ageing of
their members.
We can’t presume that the only support or income
a person receives as they age is from a pension or
a government grant. In South Africa, a far better
indicator of whether people can retire comfortably
is the level of family or community support they
have. The problem is, the best statistics we can get
on this level of support go back to 2007 and 2008
– and even these aren’t clear.5 What they tried to
assess was how much monetary support was going
into or out of households where people over 50

were living (see Tables 2.3.2 and 2.3.3). The best
we can deduce from these numbers is that this
support varies constantly with the flux and flow of
family and community support.
If government wasn’t placing a spotlight on ageing,
in all likelihood this was a function of the lived
experience of ageing for most South Africans. That
lived experience was an assumption of ubuntu, or
reciprocity. Each generation in turn would take care
of the next until it was time to take care of those of
the first generation who could no longer take care
of themselves.

We can’t presume that the only support or income a person receives as they age is
from a pension or a government grant. In South Africa, a far better indicator of whether
people can retire comfortably is the level of family or community support they have.
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5 South Africa, 2012. Study on global AGEing and adult health (SAGE), Wave 1 WHO SOUTH AFRICA Human Sciences Research Council (HSRC) Study Report November 2012 (online).
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Table 2.3.1: Transfers of assistance between households in South Africa (2007 to 2008)
Transfer of assistance
Type of transfer

Into households

Out of households
%

%

Monetary

Non-monetary
assistance

In-kind
assistance

Number

Monetary

Non-monetary
assistance

In-kind
assistance

Number

Family

78.6

36.4

9.5

374

83.2

33.9

7.9

467

Community

49.1

43.5

17.9

63

63.3

47.7

20.2

196

Government

87.4

3.9

-

788

-

-

-

0

Table 2.3.2: Average amount of assistance transferred between households during 2007 and 2008
Transfer of assistance
Type of transfer

Into households

Out of households

R
Monetary

%

Non-monetary
assistance

R

In-kind
assistance

Number

Monetary

%

Non-monetary
assistance

Family

2 893.30

1 073.10

10.1

374

4 381.40

1 258.10

Community

1 930.30

172.60

12.5

63

1 629.60

575.03

Government

7 128.60

288.00

-

788

-

-

In-kind
assistance

Number

3.9

467

15.0

196

-

0

Source: South Africa6

With over 74% of that over-60 population living
in multigenerational families, it would seem the
real calculus of ageing had more to do with family
dynamics than measures of individual wealth.
This is just where our story began in last year’s
Benefits Barometer.
We related the introduction of the Social Security
system in the US in 1935 as a cautionary tale.
Urban migration was fragmenting the family unit as

6 South Africa (2012).

a multigenerational caregiver. The idea was that the
state simply needed to provide the elderly with an
income floor that would enable them to procure the
necessary care. But therein lay the rub. Making
funds available for frail-care or elderly support is
a viable solution only if there is infrastructure to
provide that support.
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This tragedy highlighted the
delicate balance between
finding solutions that are
cost-effective and communitybased, and promoting solutions
that put the rights and needs
of people first – two goals that
should complement each other,
but ended up competing with
one another.

South Africa’s real crisis for
the aged
This is the real crisis South Africa faces. It’s
not about ageing as such but whether we have
an adequate and cost-effective way to provide
long-term care for those who no longer have access
to family caregivers, whose care may be beyond the
capabilities of family members, or whose families
can no longer afford to fund that care.
It would take what’s now known as the Life
Esidimeni tragedy to shine a spotlight on that
problem. In this particular incident, which
unfolded over 2016 and 2017, at least 144
psychiatric patients died after 1 711 mentally
ill people were moved from homes, managed
by Life Esidimeni, to NGOs that had neither the
facilities nor the funds to provide adequate care.7
Caregivers at these facilities had no proper training
to deal with patients with these kinds of special
needs. The accreditation process for the facilities
in question was nearly non-existent.
This tragedy highlighted the delicate balance
between finding solutions that are cost-effective
and community-based, and promoting solutions
that put the rights and needs of people first – two
goals that should complement each other, but
ended up competing with one another. When the
ombudsman’s report into the crisis was finally
made available, it highlighted that the Gauteng
Department of Health would save R108 per
patient per day by shifting their care from the Life
Esidimeni facilities to these ill-equipped NGOs.8
If South Africa is currently battling with finding
long-term care solutions for psychiatric patients,
imagine the challenges that lie ahead as the
double body-blow of urban migration (with
potential caregivers moving to urban areas to seek
work) and the hollowing out of our middle-aged
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7 Masweneng, K. 2018. Government must pay R1,2-million to Life Esidimeni families, Times Live, 19 March 2018 (online).
8 Ornellas, A. 2018. SA gives economic gain priority over social justice, Business Day, 28 June 2018 (online).

adult population from HIV Aids begins to affect our
capacity to provide long-term care for the aged.
The multigenerational, mutual system of caregiving
and support, which had addressed the needs of
both the elderly and the young so effectively, is
rapidly eroding.
Added to this mix is a high probability that, as
medical advancements continue to reduce the
number of diseases that we die from, dementia will
be an increasingly dominant factor in our long-term
care needs. Now we see a qualitatively different
storm that’s not just about an ageing society. It’s
about who will take care of the traditional carers.

Could 1 + 1 = 3? Could a
multistakeholder approach
work here?
And then came the Rayne
I can’t remember when Rayne Stroebel’s name
came up as a potential reference for this issue of
ageing in South Africa, but after two hours of excited
conversation he had led us to a whole new realm
of understanding. More importantly, he connected
us to a wide network of professionals who were also
trying to get to grips with the dynamics of ageing
in South Africa and the challenges these posed
to long-term care. They included specialists in
gerontology, geriatrics, palliative care, dementia,
long-term care, retirement housing, community
health work, mobile health facilities and even
youth unemployment.
Most notable among these was Prof Jaco Hoffman,
who was contributing to the body of work on ageing
in Africa at both the University of Oxford and
North-West University (NWU). It was through
Prof Hoffman that we received the clearest picture
of what potentially lay ahead for South Africans.
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One statistic, mentioned quietly over a deceptively
soothing cup of tea with Prof Hoffman early in
2017, said it all: at that point in time, South Africa
had only 44 000 subsidised beds available for
long-term care.9
By ‘subsidised’, we mean government covered
approximately one-third of the cost, with grants and
contributions from families making up the rest. And
by ‘long-term care’, we were referring to servicing
not just the needs of older people who were no
longer able to care for themselves, but also the
more than 965 000 people over 60 (38%) who had
disabilities and required more hands-on care.10
For Prof Hoffman, identifying a more effective
solution for long-term care might just provide some
answers to other (different) issues government
was focused on at that time. If we could create
an integrated framework that addressed different
components of the problem, we could potentially:
■■ create employment opportunities for young
people
■■ lower the cost of medical care for the aged
■■ build social cohesion in communities
■■ stimulate entrepreneurship and small business
development
■■ create attractive investment opportunities for
foreigners and local pension funds

Between NWU, the Gauteng DSD and us, as
Alexander Forbes, we assembled an array of
interested professional bodies, not-for-profit
organisations, entrepreneurs and specialists
in long-term care and ageing for a multistage
workshop that we titled: ‘Developing the long-term
care economy in Gauteng, South Africa: Expanding
opportunities for work and equality’. The workshop
was run on 5 and 6 March 2018 at North-West
University (Vaal Campus). This would be a
research–policy–practice dialogue that would
give us our first opportunity to see whether a
multistakeholder collaboration exercise with
government, academia, the business community
and global health bodies could actually help identify
a way forward.
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Gauteng, as South Africa’s
economic powerhouse, was
ideally positioned to lead the
way in exploring and setting
agendas on opportunities
related to the LTC economy.

In setting out the parameters for the workshop,
Prof Hoffman stated that Gauteng’s lack of focus
on the long-term care (LTC) economy presented
a major missed opportunity. Developing this
sector has the potential for job and enterprise
creation. Developing this sector would also bring
South Africa closer to achieving the sustainable
development goals (SDGs) and honouring
commitments to regional frameworks on gender,
ageing and rights. Gauteng, as South Africa’s
economic powerhouse, was ideally positioned to
lead the way in exploring and setting agendas on
opportunities related to the LTC economy.11

■■ promote transformation in the asset
management industry
The question was: Which stakeholder would have
the greatest interest in exploring this potential? The
answer here was easy: The Gauteng Department of
Social Development (DSD).

9 Hoffman, J. North West University, 2017 (discussion).
10 Statistics South Africa. 2014. Census 2011: Profile of Persons with Disabilities in South Africa (online).
11 Hoffman, J. 2018. Developing the long-term care economy in Gauteng, South Africa: Expanding opportunities for work and equality, A Research-Policy-Practice Dialogue, 5–6 March 2018,
North-West University (Vaal Campus) (online).
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We envisaged a wonderfully interlinked solution that could do all of the below in one fell swoop:
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Create a new model of in-place community
caregiving which recognises that the home
or community is the best place for caring
for older people – particularly if it embraces
multigenerational and reciprocal caregiving,
and allows older people to continue making
a meaningful contribution to the community.

Stimulate entrepreneurship by getting
community entrepreneurs to deliver
caregiving and related services.

Train young people as caregivers. Provide
them with skills that would not be easily
automated.

Involve older community members who
could still offer their services through
concepts such as ‘time banks’, where
healthy retirees earn ‘social currency’ for
taking care of the infirm in return for being
cared for when they themselves become
unwell.

Solve the delivery issues of low-cost medical
care by providing community caregivers with
monitoring technology with remote links to
medical professionals and hospitals.

Fund these projects through impact
investment financial vehicles that could be
easily accessed by pension funds. Consider
ways to confer usage rights to pension fund
members.

Create affordable frail-care facilities through
hybrid private–NGO models that allow the
sale of life-rights homes to wealthy retirees,
including foreigners looking to South Africa
for lower-cost care options, to subsidise
lower-cost solutions.

Transform the current asset management
industry by promoting the development of
a new breed of asset manager who would
specialise in and evolve this form of impact
investing.
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As some of the work presented at the workshop
suggested, the multiplier effect of rechanneling
funds to community-healthcare solutions could be
as high as one-and-a-half times. This 1.5 times
multiplier represents the cumulative impact on
gross domestic product achieved over three years.12
The presenters of the Saving Lives, Savings Costs
workshop research acknowledged that community
health platforms could indeed provide suboptimal
results if poorly coordinated and under-resourced.13
But if we could remove some of the bottlenecks
around training, accreditation, monitoring and
funding, then optimally performing community
health interventions could provide a triple benefit of
substantial financial savings for the health system,

added employment to the poorest segment of
society – youth and lower-income women – and
greater economic and health resilience among
South Africans.
It was an extraordinarily creative and ambitious
concept. But it demanded that we take the time to
examine each element in the value chain in much
closer detail. Where were the underappreciated
barriers? What mechanisms could be used to
remove those barriers? Could each component
actually fulfil its role or would vested interests stand
in our way?

Chapter 3

As some of the work presented
at the workshop suggested, the
multiplier effect of rechanneling
funds to community-healthcare
solutions could be as high as
one-and-a-half times. This 1.5
times multiplier represents the
cumulative impact on gross
domestic product achieved over
three years.

Perhaps we were all a bit naïve. Many of us had
come to the workshop with preconceptions of
how neatly we could craft value chain. What was
clearly required was a deeper understanding of the
dimensions of the problem, how the current models
of servicing worked, what the various stakeholders
already had invested, and where some of their
thinking needed to shift their invested views.

12, 13: D
 aviaud, E, Besada, B, Budlender, D, Kerber, K & Sanders, D.
2018. Saving Lives, Saving Costs: Investment Case for Community
Health Workers in South Africa – What Costs and What Benefits
for the Health Sector, for the Economy and for Society?
(Version 2), South African Medical Research Council, April 2018.
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CHANGING THE DISCOURSE ON DEMENTIA
IN SOUTH AFRICA
The first of two ‘background information’ contributions comes from Rayne Stroebel, our
specialist on dementia. Zeroing in on the challenges of dementia takes us to one very specific
aspect of ageing – and one that perhaps demands the most immediate attention in resolving
the shortage of long-term care solutions. Reading Rayne’s discussion, we get an acute sense
of the human dimensions involved in these deliberations.

Rayne Stroebel
Managing Director of GERATEC

The government and the
private sector must come up
with a national strategy to
deal with the reality we will
face as a nation. We will have
to challenge our perceptions
about ageing to create a more
inclusive society in which
people can ‘age in place’
– that is, live where they choose
for as long as they are able,
rather than being marginalised
and institutionalised.
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My mother has been diagnosed with dementia.
We’ve spoken to so many people and
organisations, but no one seems to have any
answers. You’re our last resort. Can you help?
As a consultant to families of people living with
dementia, I regularly get calls like this from
people trying to find support for an elderly family
member. This often comes after an incident: the
family member has lashed out, got lost or been
very distressed, and the family can no longer cope
with the stress. Given that someone is developing
dementia every three seconds, this is a situation
many of us may face in the future.14
According to Alzheimer’s South Africa, in 2013
there were an estimated 44.4 million people
with dementia worldwide, a number projected to
increase to 75.6 million in 2030, and 135.5 million
in 2050.15 With 8.2% of South Africa’s population
aged over 60 (around 4.4 million) – estimated to
be 14.2% (around 6.4 million) by 2050 − it’s clear
there will be a considerable number of people
living with dementia in our country.16

It’s estimated that 730 000 people were living
with Alzheimer’s (one form of dementia) in South
Africa in 2014.17 This figure could be much higher,
but there’s little research and few resources
to accurately assess or diagnose dementia in
South Africa at the moment. Depression and
non-communicable diseases, like cardiovascular
disease and type 2 diabetes, are high-risk factors
for developing dementia. Together with cancer and
chronic lung disease, they are reaching epidemic
proportions in low-income countries like ours.18
Currently, the system dismally fails people living
with dementia. Given the above statistics, this
situation has to change. The government and
the private sector must come up with a national
strategy to deal with the reality we will face as a
nation. We will have to challenge our perceptions
about ageing to create a more inclusive society in
which people can ‘age in place’ – that is, live where
they choose for as long as they are able, rather
than being marginalised and institutionalised.

14 Alzheimer’s Disease International. 2015. World Alzheimer Report 2015: The Global Impact of Dementia, an Analysis of Prevalence, Incidence, Cost and Trends, August 2015 (online).
15 Alzheimer’s South Africa. 2018. Prevalence of Dementia, 20 June 2018 (online).
16 Alzheimer’s South Africa (2018); Hoffman, J & Pype, K. 2016. Introduction. In Hoffman, J & Pype, K (eds.): Ageing in Sub-Saharan Africa: Spaces and Practices of Care, Policy Press (book).
17 Dementia SA. 2014. Raising Awareness about Dementia in South Africa, 12 October 2014 (online).
18 Mayosi, BM, Flisher, AJ, Lalloo, UG, Sitas, F, Tollman, SM & Bradshaw, D. 2009. The burden of non-communicable diseases in South Africa, Lancet, Volume 374, Issue 9693, pp. 934–47.
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Defining and diagnosing dementia
We need to change our minds about people
whose minds have changed. (Dr Allen Power) 19
Dementia is the umbrella term for a range of
progressive neurological disorders affecting
brain functioning. These include Alzheimer’s
disease, vascular dementia, Lewy body disease,
Parkinson’s-related dementia, frontal lobe
dementia, HIV Aids-related dementia, and others.
There are more than 100 types of diseases that
may cause dementia.20
The neurological processes are as varied and
complex as people’s psychological and emotional
responses to their effects. Combined with the
complex interplay of the person’s personality,
history, physical health, and social and
environmental realities, dementia manifests in
a densely woven web of unique characteristics,
expressions and behaviours. If you have met one
person living with dementia, you have indeed met
only one person living with dementia.
Getting a proper diagnosis is in itself problematic.
Most South Africans do not have access to a
neurologist, psychogeriatrician or psychiatrist
qualified to make such a diagnosis. Sophisticated

positron emission tomography (PET) scans needed
to diagnose dementia are beyond the reach of most
people who do not have a private medical aid.
Most medical schemes exclude full-time care for
someone diagnosed with dementia or Alzheimer’s
from their benefits, categorising this as nursing
rather than medical care. None of the dementias is
listed as prescribed minimum conditions for medical
schemes, so there is no guaranteed cover. Medical
aids should be forced to face the multidimensional
reality of dementia as a chronic disease, alongside
diabetes and cardiovascular diseases, because that
is what it is.

Getting a proper diagnosis is in
itself problematic. Most South
Africans do not have access to
a neurologist, psychogeriatrician
or psychiatrist qualified to make
such a diagnosis. Sophisticated
positron emission tomography
(PET) scans needed to diagnose
dementia are beyond the reach
of most people who do not have
a private medical aid.

Furthermore, the diagnosis of dementia is tricky as
it’s considered a ‘diagnosis by exclusion’ − there
are many conditions and diseases with the same
symptoms, and these should be excluded before
considering dementia.
Most people affected by dementia will know that
something is wrong and start compensating for
their memory loss or confusion. Research indicates
that, on average, people will be aware of their
symptoms for up to five years before seeking
help. During this time, it’s common for them to be
depressed, anxious and stressed (which would

19 Power, A. 2017. Living well with dementia: what it means, and what it doesn’t mean, Disrupting Dementia, 27 January 2017 (blog).
20 Alzheimer’s Disease International. 2018. Types of Dementia, 20 June 2018 (online).
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Currently, there is no
government policy or set
of guidelines to address or
improve the limited support for
those facing dementia, or their
caregivers, in South Africa.
The struggle for organisations
like Alzheimer’s South Africa
and Dementia SA to survive,
both politically and financially,
indicates that ageing, whether
a person is healthy or frail,
is simply not on the current
political agenda.

exacerbate the symptoms of confusion), lose
weight and withdraw from socialising. A proper
diagnosis is needed to ensure adequate treatment
and care. It also comes as a great relief to the
person and their family: a diagnosis identifies the
cause of their distress and helps them verbalise
their fears.
But because a diagnosis is a privilege for most
South Africans, many people will fall through the
cracks of the system.
People do not suffer from dementia. They suffer
from the way society treats them when they have
dementia.

The situation in South Africa
Where do we stand in terms of this reality in
South Africa?
A study on responses to dementia showed that
66% of people living with dementia are believed
to reside in least developed countries, yet only
10% of research into the disease is conducted
in these countries.21 The study lists some of the
reasons for this:
■■ no official government strategy on improving
dementia care
■■ cultural stigmas surrounding the disease
■■ inadequate formal training of healthcare
professionals
■■ no public healthcare options for people living
with dementia
Let’s take a closer look at some of these issues in
the South African context.
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No government policy means no
plan to deal with the issue
Currently, there is no government policy or
set of guidelines to address or improve the
limited support for those facing dementia, or
their caregivers, in South Africa. The struggle
for organisations like Alzheimer’s South Africa
and Dementia SA to survive, both politically
and financially, indicates that ageing, whether
a person is healthy or frail, is simply not on the
current political agenda. Ours is a country with
a singular focus on the problems of youth and
unemployment. When health has come on to the
national political agenda, it’s been through the
crippling lens of HIV Aids and tuberculosis.
Ironically, if we allow statistics to paint a picture
of an ‘apocalyptic demography’ – seeing only the
negative aspects of people living longer – this
may serve to exacerbate the issue. The way this
apocalyptic demography is being characterised
by the US and UK press, as well as by leading
scientists and the medical fraternity, could paralyse
rather than mobilise the state and civil society.
Andrew Scott, Professor of Economics at London
Business School, points out that the assumptions
underlying the fears of this ‘demographic time
bomb’ are flawed, as they are based on outdated
views on chronological age.22 It’s believed that, if a
significant part of a population is over 64 (the age
considered ‘old’) they’re putting strain on a country’s
economy as they’re no longer working, which means
they need public healthcare and pensions. However,
as we suggest in Benefits Barameter 2017, the
64 of today is not what it was years ago.

21 Kalula, S & Petros, G. 2011. Responses to dementia in less developed countries with a focus on South Africa, IFA Global Ageing Journal, Volume 7, Issue 1, pp. 31–40 (journal).
22 Scott, A. 2018. The Myth of an “Ageing Society”, 29 May 2018, World Economic Forum (online).
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As Scott explains, the ‘ageing effect’ has been
offset by a ‘longevity effect’. Owing to medical
advances and factors such as lower rates of
smoking, mortality rates at all ages have fallen.
In actuarial terms, this means people are
younger for longer – and if they’re leading longer,
more productive lives, they can make a greater
economic contribution in their lifetimes than
members of past generations.23

around Cape Town, very few knew what dementia
was. Yet, they gave accurate descriptions of the
symptoms they observed in people living with what
would be assumed to be dementia.26 The study
also found that doctors and nurses were inclined
to ascribe these symptoms to a normal process
of ageing, for which there is no medication or
treatment. Diagnosis will not be sought if there is
no hope, or if cultural structures do not allow for it.

But the issue of care goes beyond economics.
South Africa boasts one of the most advanced
constitutions in the world. The Older Persons
Act (No. 13 of 2006) was put in place to ‘protect
the status, well-being, safety and rights of older
persons. It also aims to promote their integration
in the community by creating an enabling
environment and promoting participation in
activities with people of other ages and cultures.’24
Section 9 of the Constitution states that the elderly
have the right to participate in community life, be
involved in intergenerational programmes, live in
environments suitable to their abilities, and have
access to opportunities that cater to their social,
physical, mental and emotional well-being.25 We
have both a moral and legal obligation to care for
the vulnerable.

Inadequate training

Limited cultural awareness
The dementia discourse is not helped by skewed
portrayals of dementia in popular culture and social
media. In South Africa’s multicultural context,
different cultures understand the expression of
dementia in different ways – another potential
stumbling block to addressing dementia care.
Dementia is still seen as a type of witchcraft, or
simply age-related decline. In a study of isiXhosaspeaking people living in informal settlements

23 Scott (2018).
24 South Africa. 2006. Older Persons Act (No. 13 of 2006).
25 South Africa (2006).
26 Ferreira, M & Makoni, SB. 2002. In Kalula & Petros (2011).
27 Kalula & Petros (2011), p. 37.

The reality in South Africa is that there’s no
structured training for health practitioners at any
level in the healthcare service on how to recognise
and manage dementia.27 Since geriatrics and
gerontology are not prioritised when training medical
staff, few healthcare professionals are up to date on
the complexity and specifics of dementia care.

Chapter 3

As Scott explains, the ‘ageing
effect’ has been offset by a
‘longevity effect’. Owing to
medical advances and factors
such as lower rates of smoking,
mortality rates at all ages have
fallen. In actuarial terms, this
means people are younger for
longer – and if they’re leading
longer, more productive lives,
they can make a greater
economic contribution in their
lifetimes than members of
past generations.

Ultimately, many older people will need more
specialised care. The limited training available for
nurses and care workers who work directly with
people living with dementia in care facilities results
in these people being hospitalised unnecessarily,
with very negative clinical outcomes. This costs
both the state and private healthcare a fortune,
as these people return to hospital time and again.
Education in the care profession will be a first
step in alleviating this ‘frequent flyer syndrome’ of
constant hospital visits.

Limited public healthcare options
Education is not enough. We also need places of
care designed for people with different abilities:
specialist wards for people living with dementia
in hospitals; care homes that are not medical
institutions but places where people can thrive
with maximum support and minimum restraint.

Dementia is still seen as a
type of witchcraft, or simply
age-related decline.
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Finding meaningful support for
families who have to balance
the demands of work, children
and an ageing parent is almost
impossible. Caring for a family
member with dementia is a
daunting task, and the burden
on families can result in job
losses, depression and
familial stress.

The systems and institutions supporting people
who live with dementia and their families are
inadequate the world over. In South Africa, the
public healthcare system provides very little care
for people living with dementia.
The crucial question remains: Where does this
responsibility actually reside? With families?
With government?
After diagnosis, the real challenge for families
starts with finding proper care, treatment and
support. Medical aids cover neither long-term care
costs nor medication prescribed for the disease.
And the care homes that do provide care for
people living with dementia can charge anything
from R18 000 to R48 000 a month. Considering
that only 2% of the older population live in longterm care facilities (and 98% of these people are
white), and many of these facilities do not accept
people living with dementia, the onus is on families
to care for these vulnerable people.
We cannot underestimate the burden of care
experienced by families. According to Joubert, in
2000 26.9% of the population were caregivers –
that’s an estimated 7.4 million people over 18 who
had informal caregiving responsibilities.28

for a family member with dementia is a daunting
task, and the burden on families can result in job
losses, depression and familial stress. Consider this
description of what it’s like to look after a spouse
with dementia:
Adopting a sole identity as our care-giver
highlights our illness and strips both of us of
other identities, we have become care-giver and
sufferer, in a relationship of co-dependence…
In this role, you may feel soon overwhelmed by
the multitude of tasks, of remembering for two,
of planning and organizing for two, of covering
up our deficits, and grieving over our losses,
rather than looking for what remains. You can
quickly become exhausted, sad, depressed
and in despair.29
Joubert writes that the simultaneous effects of
population ageing and an intensified, quadruple
burden of disease have changed the health profile
of the population, resulting in a greater need for
care. Formal public healthcare services fall short
of providing adequate care to those who need it. At
the same time, spiralling private healthcare costs
place private services beyond the financial reach of
most South Africans.30

Finding meaningful support for families who have
to balance the demands of work, children and
an ageing parent is almost impossible. Caring

After diagnosis, the real challenge for families starts with finding proper care, treatment
and support. Medical aids cover neither long-term care costs nor medication prescribed
for the disease.
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28 Joubert, JD. 2005. A profile of informal carers in South Africa, submitted in partial fulfilment of the requirements for the degree Magister Artium (Demography), Faculty of Humanities, University
of Pretoria.
29 Bryden, C. 2005. Dancing with Dementia: My Story of Living Positively with Dementia, Jessica Kingsley Publishers, p. 149 (book).
30 Joubert (2005), p. 102.
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There are very few places specialising in
long-term support and care for people living with
dementia. While the services offered by some of
the upmarket facilities look impressive on their
websites, these places are often no more than a
fancy institutional setting where people are kept
safe and entertained. Many of our communities
are not safe for healthy children and adults, let
alone vulnerable, confused older people. Hospitals,
care homes, clinics and retirement villages are
not equipped to care for the needs of vulnerable
adults living with dementia. We create large,
expensive and exclusive ‘retirement ghettos’ where
people are no better off than when they were first
diagnosed with dementia.

Ways forward
Our humanitarian concern for this segment of
vulnerable people, alongside all other vulnerable
people in our society, should be at the top of our
political agenda. Advocacy must now become
a priority as part of a national strategy to create
supportive environments for people living with
dementia. Civil society, in collaboration with
government, should be engaged and mobilised
through education to create such a strategy – not
from fear of the apocalyptic demography but
simply because caring for older people in the
community is what a civil society must do.
Interventions that can help us support the
individuals, families, carers and communities
affected by dementia include:

From the medical model to
person-centred care
Dr Al Power, author of Dementia Beyond Drugs
and Dementia Beyond Disease, laments the
‘inadequate systems of thought and care’ that
make dealing with dementia a challenge the world
over.31 It is no different in South Africa.
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Dr Power writes, ‘[I]t’s
embarrassing to think of all
my years as a doctor when
I discounted people as being
confused or even delusional,
because I did not understand
how they were expressing
themselves.’

Our focus at The Eden Alternative (see Benefits
Barometer 2017) is to move away from the mostly
medical, institutional approach to ageing and
dementia care to one that is person-centred. In
the person-centred approach, ageing is regarded
as a normal and valued part of life, and the older
person becomes involved in their care planning.32
This involves listening to those with dementia,
rather than simply trying to ‘fix the problem’,
medically speaking.
Dr Power states that by really listening to those
living with dementia, you can find personalised
solutions to their care. He writes, ‘[I]t’s
embarrassing to think of all my years as a doctor
when I discounted people as being confused or
even delusional, because I did not understand how
they were expressing themselves.’ Even if those
living with dementia can’t talk well or do much
for themselves, ‘they almost always can express
choice through their words or actions. When these
are dismissed as “behaviour problems”, we miss
these clues and also deprive the person of one of
the most basic human rights: the right to be heard
and understood,’ says Power.

Our focus at The Eden
Alternative (see Benefits
Barometer 2017) is to move
away from the mostly medical,
institutional approach to ageing
and dementia care to one
that is person-centred. In the
person-centred approach,
ageing is regarded as a normal
and valued part of life, and the
older person becomes involved
in their care planning.

■■ adopting a person-centred approach
■■ promoting a more inclusive discourse
■■ allowing people to ‘age in place’
■■ using technology to help day-to-day living

31 Power (2017).
32 World Health Organization. 2011. WHO Study on Global Ageing and Adult Health (SAGE) (online).
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Changing the way we support
ageing people starts with
changing the way we think and
speak about ageing. Granted,
it is sometimes difficult to
see ourselves or our family
members as old and frail. But
creating a new, more inclusive
discourse on ageing can have
a positive impact on how we
engage with our ageing bodies,
and on our interactions with
ageing parents, family and
community members.

What happens to the person
behind the diagnosis of
dementia?
The World Health Organization’s International
Classification of Diseases (2003) defines
dementia as:
A syndrome due to disease of the brain,
usually of a chronic or progressive nature,
in which there is disturbance of multiple
higher cortical functions, including memory,
thinking, orientation, comprehensions,
calculation, learning capacity, language and
judgement. Consciousness is not clouded
[our emphasis]. The impairments of cognitive
function are commonly accompanied, and
occasionally preceded, by deterioration
in emotional control, social behaviour,
or motivation. This syndrome occurs in
Alzheimer’s disease, in cerebrovascular
disease, and in other conditions primarily or
secondarily affecting the brain.33
This definition makes it clear that, while people
living with dementia might find it difficult to
express their emotions verbally in a way that we
can comprehend, their consciousness is intact.
Through listening, carers and families may learn
what’s behind the distressing incidents mentioned
earlier. According to Dr Power, most episodes of
distress we see are not the direct result of the
brain damage: ‘Usually, the root cause is a loss of
various aspects of well-being (such as a sense of
autonomy, meaning, or security).’34 Rather than

174

focusing on some immediate medical intervention
(such as sedation) or a distant, imagined ‘cure’,
we need to ask how we alleviate the distress of
people with dementia by fulfilling their underlying,
human needs.

Changing the discourse
Changing the way we support ageing people
starts with changing the way we think and speak
about ageing. Granted, it is sometimes difficult
to see ourselves or our family members as old
and frail. But creating a new, more inclusive
discourse on ageing can have a positive impact
on how we engage with our ageing bodies, and on
our interactions with ageing parents, family and
community members.
In an understandable effort of society to ‘deal with’
dementia (and increased longevity in general),
we have created a ‘deficit discourse’ that focuses
on decline, specifically on the biomedical or
neurological pathology of the brain. To challenge this
fear and sense of hopelessness, we must challenge
the dominant ‘tragedy dialogue’, as it is preventing
government, society, families and carers from seeing
that there is life after a dementia diagnosis.
This ‘tragedy dialogue’ also hurts the individual
concerned, and ‘can actually lead to more suffering
for those living with the diagnosis’.35 After diagnosis
there is often a total disregard of the person,
who in most cases is ‘written off’ by society. The
depression, anxiety and stress caused by the way
society treats people with dementia is often the real
cause of the suffering, not the disease itself.

33 Downs, M & Bruce, E. 2006. Is there a better future for people with dementia and their families? In Vincent, JA, Phillipson, C & Downs, M (eds.): The Futures of Old Age, SAGE Publications (book).
34, 35: Power (2017).
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Words make worlds. If we continue using the
terminology of decline, we will continue to
place people living with dementia at a huge
disadvantage. Phrases like ‘the long goodbye’,
‘fading away’, or ‘we had to say goodbye twice
– once when she was diagnosed and again
when she actually died’, stigmatise the person,
dehumanising them as pitiful or even repulsive.
This rhetoric robs people of their dignity; it
marginalises and isolates people who need
full-time nursing care.
Things can be different. Autonomy and agency
are basic human rights for all people, not only the
fit, young and healthy. Changing the narrative will
change the perceptions of the disease trajectory,
and this is where education is the antidote to
fear-mongering. Education should start at primary
school level, and be included in every curriculum
at an introductory tertiary level for subjects such
as psychology, medicine and sociology. Changing
the discourse will help us create the inclusive civil
society needed to support the well-being of this
vast and fast-growing segment of the population.
With proper education on lifestyle diseases and
their link to developing dementia, more people will
be able to live a healthier and better life in spite
of developing dementia. With more knowledge of
neuroplasticity, a healthy diet and exercise − as
well as the positive effects of socialising to create
new neurological pathways − we can indeed
change the ageing trajectory.

Ageing in place
With the decline of the extended family structure,
and the institutionalisation of the aged and those
living with dementia, comes social isolation. This
can often be more difficult to cope with than
memory lapses or difficulties with orientation
and planning.36 Creating supportive, age-friendly
environments where older people can function
optimally can help prevent institutionalisation.
People can live well with dementia if they’re in
environments that support their complex needs and
compensate for their communication challenges.
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Changing the narrative will
change the perceptions of the
disease trajectory, and this is
where education is the antidote
to fear-mongering. Changing the
discourse will help us create the
inclusive civil society needed to
support the well-being of this
vast and fast-growing segment
of the population.

For most older people, the idea of moving to a
retirement community or ‘old age home’ is not an
attractive one. With the advancement of technology
and more services now being mobile, the trend
will be for older people to age in place – that is, to
continue living in their homes or communities.37
This concept is now influencing trends in living
arrangements for older people.
For people to age in place, their physical
environment must support their needs. Dealing with
public transport, banks and shops, or going to the
pharmacy, doctor or dentist, is often very difficult for
older people. Long queues, signage at a level that
the average shorter, older person cannot see, small
lettering, and announcements that are difficult to
hear present several challenges.

36 Lyman, KA. 1989. Bringing the social back in: A critique of the bio medicalisation of dementia, The Gerontologist, 29, pp. 597–604 (journal); Sabat, S. 2001. The Experience of Alzheimer’s
Disease: Life through a Tangled Veil, Blackwell, Oxford (book).
37 The Association for the Aged (TAFTA). Ageing in Place, 20 June 2018 (online).
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With many older people living
in rural areas or communities
facing the effects of poverty,
access to technology could
help both carers and those
living with dementia. Before,
the trend was to move people
to services (usually institutions);
now, services can be brought
to people.

Airports in South Africa can be the ultimate
challenge, with endless walkways and inadequate
support inhibiting travelling and mobility.
Improvements here include:
■■ banks where the counters are lower and are
wheelchair friendly
■■ benches to sit on in malls
■■ more bathrooms at closer range
■■ bold-lettered signage that is at eye level for
shorter people
■■ announcements that are easily audible
■■ employees who understand what it’s like to be
hard of hearing or visually impaired
Some countries, like the Netherlands, are
encouraging intergenerational living arrangements
where students and young working adults cohabit
with older people. This has many positive spin-offs:
young people have affordable accommodation
while older people gain companionship and
assistance, such as being taught about technology.
I started a small group home for people living with
dementia in Paarl. The aim was to create a home,
not an institution. Most of the 13 residents live a
contented, functional life. They’re encouraged to do
their own activities of daily living, help in the garden,
wash dishes, cook and bake. It became clear that
people with dementia can learn new things, and
that in the right environment the neuroplasticity of
the brain can actually help them compensate for
some of the losses incurred by dementia.

Technological support
With many older people living in rural areas or
communities facing the effects of poverty, access
to technology could help both carers and those
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living with dementia. Before, the trend was to move
people to services (usually institutions);
now, services can be brought to people.
In South Africa, telemedicine platforms are
increasingly connecting patients to primary
healthcare support that isn’t readily accessible
to most people living in rural or remote areas.
For instance, Vodacom’s mHealth system
aims to lower the cost of delivering healthcare
services, while increasing service efficiency and
accessibility. The system empowers patients
and healthcare providers, reduces market
fragmentation and removes complexity.38 These
platforms could help caregivers of people living
with dementia in remote communities. As Prof
Scott asserts, ‘Advances in anti-aging technology
could prove particularly useful for countries
suffering from the aging effect, so governments
would do well to support R&D in this area.’39
Gerontechnology is the study of the interaction
between technology and the unique challenges
and needs of older people faced with limited
physical or cognitive abilities. This emergent
interdisciplinary field has developed out of a
confluence of three factors:40
■■ a dramatic increase in life expectancy
■■ the availability of sometimes ingenious new
technologies that can support longer and
higher-quality lives
■■ an appreciation of how changing the physical
environment can profoundly influence how well
people live
Thankfully, technology in care has developed
from being used purely for safety, security
and monitoring,41 to improving well-being and
compensating for deficits due to dementia.42

38 Vodacom. mHealth: Mobile Healthcare at Your Fingertips, 20 June 2018 (online).
39 Scott (2017).
40 Davison, GC & Hagedorn, A. 2012. Technology and ageing. In World Economic Forum, Global Agenda Council on Ageing Society Global Population (ed.), Ageing: Peril or Promise? (online).
41 Miskelly, FG. 2001. Assistive technology in elderly care, Age and Ageing 2001, Volume 30, pp. 455–458, British Geriatrics Society, (journal).
42 Rosenberg, L, & Nygård, L. 2013. Learning and using technology in intertwined processes: A study of people with mild cognitive impairment or Alzheimer’s disease, Dementia, 26 March 2013 (online).
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Thanks to the work of Prof Mary Marshall, who has
worked in dementia care for over 30 years, the
use of technology purely for safety and monitoring
purposes has changed to using technology to
assist people to live a more connected life.43 The
Technology, Ethics and Dementia guidebook
created a different discourse on the use of
technology and the possibilities technology can
offer.44 The well-being of the person with dementia
is now at the centre of the discussion, and the
development of technology is based on their views
and needs. Instead of using technology on people
with dementia, people with dementia were given
the opportunity to engage with technology, not only
for reminiscence and pleasure, but also to help
with remembering, socialising and engaging.45
However, in South Africa, technology is still used
mostly as a surveillance method. It has become
the custom to install closed-circuit television
cameras in most care homes, with almost no
regard for ethical issues of privacy. This is a very
contentious and complex issue for care providers.
In my work practice, this issue is often debated,
especially given that violent crimes of abuse still
occur, despite cameras being in place. There is
the argument that cameras will help to convict
the perpetrators. Nurses argue that they use
the cameras as a ‘training tool’, in that they will
view how staff deal with residents and show
recordings to staff as examples of good or bad
practice. However, again there is often little regard
for privacy, or even consent from the resident in
whose room cameras are installed.

maintenance and repairs, and cleaning services, to
name a few – it can also provide new, affordable,
real-time solutions to loneliness, being a burden
to families, and health and welfare concerns.
For example, families can ‘check-in’ via Skype or
FaceTime at any time, regardless of where they are
in the world.
It’s Never Too Late is one of many computer-based
programmes using touchscreen technology to
create life-story profiles, provide entertainment,
and offer cognitive stimulation, spiritual
engagement and opportunities to take part in
physical activities through simulation programmes.
Technology can also enhance relationships
between people with dementia and their care
partners, bringing about stronger feelings of being
part of, and interacting with, society.46
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The well-being of the person
with dementia is now at the
centre of the discussion, and
the development of technology
is based on their views and
needs. Instead of using
technology on people with
dementia, people with
dementia were given the
opportunity to engage with
technology, not only for
reminiscence and pleasure, but
also to help with remembering,
socialising and engaging.

In conclusion …
From the time of diagnosis, life can change
radically for people living with dementia and those
close to them. To create the nationwide culture
change needed to help South African families get
the right kind of support, we need to move away
from scaremongering statistics and challenge the
discourse on ageing and dementia. If we change
the way we see people living with dementia, we help
change how they see themselves. Above all, we
must remember that dementia is a disease of the
brain, not of the soul. The human spirit is sacred,
regardless of age or ability. We need to honour and
respect that.

While information and communications technology
(ICT) can bring a range of services to older
people – transport and mobility, healthcare, meals,

43 Hagen, I. 2007. Technology in dementia care, Technology and Disability, Volume 19, pp. 53–54 (journal).
44 Bjorneby, S, Topo, P & Holthe, T. 1999. Technology, Ethics and Dementia: A Guidebook on How to Apply Technology in Dementia Care, Norwegian Centre for Dementia Research (book).
45 Hagen (2007).
46 Sugihara, T, Fujinami, T, Phaal, R & Ikawa, Y. 2013. Dementia: A technology roadmap of assistive technologies for dementia care in Japan, Dementia Volume 14, Issue 1, pp. 80–103 (online).
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WHAT HAPPENS WHEN YOU
CAN NO LONGER REMEMBER?

Power of attorney and curatorship
Being diagnosed with dementia
does not necessarily mean
that a person is irrational and
incapable of making decisions
or entering into legal contracts.
If an early diagnosis is made, a
person can and should be able
to live for many years before
this is the case. Even then, a
lasting power of attorney can
be very helpful in ensuring
their wishes are honoured in
a legal manner.

Advocate Adam Brink has been lobbying for many
years to address the legal status of people living
with dementia, trying to convince our lawmakers
to consider instituting lasting power of attorney.
In South Africa, the rights that are transferred
by giving another person power of attorney are
automatically considered invalid when the person
who transferred those rights is diagnosed with
dementia. This is because, under the Mental
Health Care Act (No. 17 of 2002), mentally
challenged people, including those with dementia,
are seen as no longer being able to manage their
affairs – or authorising someone else to do so.
Although a power of attorney can assist the elderly
and frail in administering their estate, it can only
be used if they are still mentally competent to
make their own decisions and appreciate the
concept and consequences of granting power of
attorney. The power of attorney lapses when a
person becomes mentally incapacitated, and can
no longer manage their own affairs.47
The thinking is that someone with dementia (or
any other mental illness) can’t give someone
authority to make legal decisions they may no
longer be able to make themselves. ‘The general
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rule is that majors are presumed mentally and
legally competent to manage their own affairs until
the contrary is proved. The onus of proving that a
transaction is invalid for want of mental capacity
normally rests on the party alleging it.’48
Proving this isn’t simple, given the broad
considerations in defining what constitutes mental
illness and assessing mental illness, and especially
given the complexities (and misunderstandings)
regarding the cognitive and decision-making
abilities of those with dementia.
Being diagnosed with dementia does not
necessarily mean that a person is irrational and
incapable of making decisions or entering into legal
contracts. If an early diagnosis is made, a person
can and should be able to live for many years
before this is the case. Even then, a lasting power
of attorney can be very helpful in ensuring their
wishes are honoured in a legal manner.
The alternatives to having a power of attorney –
having an administrator or curator appointed by the
court, or setting up a family trust – can be complex,
time consuming and costly. Assisted decisionmaking with a lasting power of attorney is an
important legal consideration being pursued.

47 South Africa. Department of Justice and Constitutional Development. Legal Position of Persons Incapable of Managing Their Own Affairs, 20 June 2018 (online).
48 Department of Justice and Constitutional Development, Justice College. Legal Position of Persons Incapable of Managing Their Own Affairs, 27 July 2018 (online).
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WHO ARE THE STAKEHOLDERS IN THE LONG-TERM
CARE VALUE CHAIN AND HOW CAN WE BETTER
UNDERSTAND THEIR POSITIONS?
Our next selection is contributed by Femada Shamam, CEO of The Association for the Aged
(TAFTA). What’s core to her discussion is not just an understanding of the issues but where
different stakeholders might need to reconsider their level of engagement with the issues. Again,
this is the kind of insight that provides us with a more meaningful starting point for engagement.

If you want to go fast, go alone. If you want to
go far, go together. (African Proverb)
The notion of collaboration and multistakeholder
engagement is not new. The challenge is applying
this to the dialogue on long-term care.
A good starting point for our discussion on
multistakeholder collaboration is defining the
outcome. The World Health Organization sets out
this vision:
Regardless of their age or level or intrinsic
capacity, older people have a right to a
dignified and meaningful life.49

Any long-term care initiative, including
multistakeholder engagement, should therefore
be driven by ensuring that older people with
significant loss of capacity can still experience
healthy ageing. This is a move away from the
traditional ‘deficit view’ of long-term care towards
one which focuses on maximising functional ability,
either by optimising the older person’s capacity
or providing environmental support and care to
compensate for loss of capacity.

Defining long-term care
Long-term care (LTC) encompasses ‘activities
undertaken by others to ensure that those with
significant ongoing loss of physical or mental
capacity can maintain a level of ability to be and
to do what they have reason to value; consistent
with their basic rights, fundamental freedoms and
human dignity’.50

49, 50: World Health Organization (WHO). 2015. World report on ageing and health (online).

Femada Shamam
CEO of The Association
for the Aged (TAFTA)

Long-term care (LTC)
encompasses ‘activities
undertaken by others to ensure
that those with significant
ongoing loss of physical or
mental capacity can maintain
a level of ability to be and to do
what they have reason to value;
consistent with their basic
rights, fundamental freedoms
and human dignity’.
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While South Africa has a long
way to go towards having
an equitable, accessible,
sustainable and quality LTC
system, available data and
reports indicate it’s the only
country in sub-Saharan Africa
to have some level of state
intervention in social protection
and LTC. A key feature of this
intervention is that it is means
tested: only people below a
certain income and wealth
threshold enjoy state coverage
for LTC.

This care is not provided in an institutional, formal
setting only. The LTC dialogue is complex. It requires
equal emphasis on the direct care relationship
between caregivers and older people, and factors
which affect the provision of care, including:
■■ frameworks which enable the provision of care
■■ the economics of care
■■ the impact on, and of, societal norms and roles
■■ institutional arrangements
The WHO definition poses some key questions:
1. How are ‘activities’ defined?
2. Who are ‘the others’?
3. What constitutes ‘significant ongoing loss’?
4. Are physical and mental capacity influenced
by cultural norms and standards, especially in
Africa, or are international standards applied?
5. How do we measure and quantify someone’s
ability ‘to be and to do what they have reason
to value’?
A discussion of all these questions is beyond our
scope here. Our discussion focuses on the second
question: Who are ‘the others’?

Understanding the context
The Common African Position on Long-Term Care
Systems for Africa acknowledges a rapid increase
in the number of older people in Africa, from
64.5 million in 2015 to 220 million by 2050.51
It positions population ageing as a pertinent
development issue which requires responses
from the health, social, economic, political and
environmental sectors.
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Given the projected increase in population and the
accompanying greater need for LTC, it’s clear that
we have a case for a coordinated, collaborative
strategic response. It is imperative that LTC is
recognised both societally and politically as a
public good.
Considering the various stakeholders in LTC gives
us an opportunity to evaluate their roles and
relative successes in developing an effective and
responsive system. In the current South African
context, we have many stakeholders playing in the
LTC playground.

The state
While South Africa has a long way to go towards
having an equitable, accessible, sustainable and
quality LTC system, available data and reports
indicate it’s the only country in sub-Saharan
Africa to have some level of state intervention in
social protection and LTC.52 A key feature of this
intervention is that it is means tested: only people
below a certain income and wealth threshold enjoy
state coverage for LTC. People with income or
wealth above the thresholds have to first use up
their savings and assets before being entitled to
services; essentially, they have to become ‘poor’
before they become eligible for state-provided LTC.
The majority of the population is deprived of their
right to LTC as they do not meet these conditions.

Role of the state
The state and its various departments have taken
on the roles of policymaker and implementer. They
also evaluate and monitor services. The Older
Persons Act (No. 13 of 2006) mandates the state

51 Draft Common African Position on Long-Term Care Systems for Africa: Investment in Employment and Social Security for Harnessing the Demographic Dividend, Second Meeting of the
Specialised Technical Committee on Social Development (STC-SDLE-2) Algiers, Algeria, 24–28 April 2017.
52 Mudora, H. 2016. Toward LTC systems approaches: Existing national-level efforts in SSA to coordinate LTC, presentation at the 2nd International Association of Gerontology and Geriatrics (IAGG)
Africa Region Conference, Nairobi, 6–8 December 2016 (online).
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to set standards for LTC and monitor compliance
with those standards. The two departments which
impact significantly on LTC are the Department
of Social Development and the Department
of Health. The institutional arrangements of
both departments have resulted in pockets of
interventions aimed at supporting older people in
need of LTC.
While significant state resources are available
to support LTC, the absence of a strategic
overarching framework often results in:
■■ components of LTC being housed in other
health programmes, for example, Noncommunicable Chronic Diseases within the
Department of Health

The business sector
This sector has been slow to join the LTC party.
While businesses traditionally pursue a healthy
bottom line, the impact of the long-term care
responsibilities of their employees is increasingly
affecting productivity. In addition, there is rising
pressure on companies to increase their social
responsibility initiatives.
The current experience of The Association for the
Aged (TAFTA) with corporate involvement in LTC is
as follows:
■■ support for capital projects, including new
buildings, renovations and upgrades

■■ the fragmentation of services

■■ employee-driven initiatives (employees adopting
facilities and providing support)

■■ a slow-to-respond system

■■ donation of products

The direct service providers:
not-for-profit organisations

Engagement has usually been within the context
of ‘charity work’, which results in a tax exemption
certificate for the business. The idea of corporates
playing an investment role in LTC needs further
consideration. What is the expected return to
corporates on their investment? This could be both
tangible and intangible.

Not-for-profit organisations (NPOs) are positioned
as charitable, benevolent entities which, in most
cases, depend on the goodwill and support of
society to obtain the resources needed to carry
out their work. The problem with positioning these
organisations exclusively as charities is that it sets
parameters for what they can or cannot do.
NPOs carry deep institutional knowledge and
intellectual property, the value of which is often
undermined both by themselves and other
stakeholders. It would be useful to explore the
possibilities of NPOs taking on different roles in
LTC, such as marketing their services or products
as commercial commodities to those who are
willing to pay for them.

Chapter 3

NPOs carry deep institutional
knowledge and intellectual
property, the value of which
is often undermined both
by themselves and other
stakeholders. It would be useful
to explore the possibilities of
NPOs taking on different roles
in LTC, such as marketing
their services or products as
commercial commodities to
those who are willing to pay
for them.

Collaborating with service providers in LTC could
help businesses develop products and services
to support employees in their informal caregiving
roles. These could be packaged as part of an
employee wellness programme. For organisations
which recognise that employee well-being has a
direct impact on productivity and profitability, the
opportunity to invest in LTC should be seen as
an innovative expression of employee support. It
acknowledges that employees are part of a bigger
societal picture and assume different roles in
providing LTC to significant people in their lives.
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The LTC package in businesses could also
include preventative programmes that encourage
employees to engage in activities that promote
healthy ageing. Another aspect would be
transferring skills and knowledge to employees
who have caregiving responsibilities.

Role of business

The Common African Position on Long-Term
Care Systems for Africa notes a number of key
considerations of family as key stakeholders –
some of which contradict our current assumptions.
Evidence suggests that a reliance on families:53

The role of business in the emerging LTC discourse
shifts from being a benefactor of a charitable
cause to a key stakeholder. Business has a role to
play in all aspects of LTC, from conceptualisation
to implementation. Some of the roles business
could take on include:

■■ cannot ensure quality and integrated care for
older adults, especially the poor and those
suffering from dementia or related conditions

■■ systems analyst: critically analysing the
viability of the LTC system to identify
opportunities for change

■■ can result in lost opportunities for health,
education, employment or other economic
engagement among family carers, most of
whom are women

■■ facilitator: providing access to a variety of
tools and developing applications to support
an LTC system
■■ resource provider: providing funds, and
providing access to employees who could
give a clearer understanding of caregiving
expectations and responsibilities
■■ change agent: playing a lead role in supporting
the move away from a reactive model of LTC
to one which promotes healthy ageing
throughout life
LTC may create a ‘care economy’ which stimulates
socio-economic development and offers pathways
for expanding employment, innovation and
entrepreneurship, particularly for the youth (even
those with few qualifications).
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The family

53 African Union (2017).

■■ can result in neglect and abuse of older people
receiving care
■■ can be very costly

The belief that families have the ability and
resources to assume total responsibility for
the long-term care of a family member is not
only short-sighted but also compromises the
sustainability of any LTC system.
In considering the family as a key stakeholder, we
first have to understand how people define ‘family’.
Is it a biological definition? Does it have a geographic
component? Is it based on enduring relationships?
Is there a hierarchy of care responsibilities, and
what does this hierarchy look like? What roles do
men and women play in relation to this definition of
family? What is the cost of care for family members
who are expected to be caregivers?
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The family as a stakeholder in LTC is complex
and deserves careful consideration, as it is in the
very nature of its complexity that the value of this
stakeholder becomes clear. Families can give
insight into the needs of older adults, and add to
the conversation about innovative and creative
options for care. They are closest to the people
who are meant to benefit from the system, which
makes them expert consultants.

vision of a sustainable, accessible, affordable,
equitable and fair LTC system is attainable. We
must acknowledge the motivation of the different
role players to develop this system, whether it’s
‘What’s in it for me?’ or ‘What’s the return on my
investment?’
This process lays the foundation for interrogating
what the change involves. It may focus on key
aspects such as:

Developing a collaborative model
for long-term care

■■ the change process itself

It is imperative that the development of a model
which optimises stakeholder engagement is seen
as neither a start nor an end in itself. It should be
viewed as a method for managing change in LTC,
from a fragmented, deficit-based system to an
inclusive, holistic system that supports people in
their pursuit of healthy ageing throughout their lives.

■■ information change, especially changing the
ageing narrative and positioning long-term care
as a way to ensure older people live meaningful,
dignified lives

The change process has already begun, with
various dialogues and discourses on LTC. In
March 2018 the Gauteng Department of Social
Development, in collaboration with North-West
University, hosted a dialogue on the long-term
economy with a view to developing a provincial
policy on LTC.54 This is the first initiative of this
nature nationally.
We propose viewing stakeholder engagement
through the lens of change management,
where identifying the need for change and
reimagining a different future are critical to the
rest of the process. This involves assessing how
ready stakeholders are for change by providing
platforms for dialogue and testing the boundaries
of traditional roles in the LTC system. It means
we need to clearly communicate the motivation
for such a change and constantly affirm that the

■■ the ‘people change’ aspect, looking at
behavioural changes required from both the
recipients of care and other stakeholders
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We propose viewing
stakeholder engagement
through the lens of change
management, where
identifying the need for
change and reimagining a
different future are critical to
the rest of the process. This
involves assessing how ready
stakeholders are for change
by providing platforms for
dialogue and testing the
boundaries of traditional
roles in the LTC system.

Risk assessments must be included in the
process and the costs of such a change should be
realistically budgeted for.
Stakeholder analysis will identify the value and
strength each stakeholder brings to the LTC
system, helping to build a system that will have
far-reaching impact. To steer the process forward,
it may be useful to identify a core group of
stakeholders who share a vision for LTC.
In South Korea, for example, a multistakeholder
Ministerial Planning Committee for LTC was set
up in 2013. Five years later, the LTC system was
implemented, based on collaboration between
insurance companies, the government and
individuals. The system is managed through the
Ministry of Health and Welfare, with oversight from
local government, and local service providers are
used for implementation.

54 North-West University. 2018. Developing the long-term care economy in Gauteng, South Africa: Expanding opportunities for work and equality, A Research-Policy-Practice Dialogue,
5-6 March 2018, North-West University (Vaal Campus) (online).
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THE WAY FORWARD
The value-add of stakeholders:
unlocking the potential of
stakeholder engagement

In engaging with organs of the state, we need to
focus on what shapes the social protection agenda
in Africa. Devereaux and White articulate three sets
of factors:55

The state

■■ technocratic (what works): building the evidence
base of social protection impacts

The state can change policies for allocating
resources to support an LTC system. There are
global, national and regional frameworks for
developing policies in support of LTC.
Table 2.3.4 lists some of these frameworks.

■■ political (what’s popular): the political impacts
(vote-winning) of social protection
■■ ideological (what’s right): realising universal rights
These factors could be applied to the LTC agenda to
identify pathways for engagement.

Figure 2.3.3: Frameworks for developing policies in support of long-term care

GLOBAL

RE

GIONAL

■■ United Nations, Madrid International
Plan of Action on Ageing (2002)

■■ African Union (AU) Policy Framework
and Plan of Action on Ageing (2002)

■■ Older Persons Act (No. 13 of 2006)

■■ World Health Organization global strategy
and action plan on ageing
and health (2016–2020)

■■ AU Protocol to the African Charter on
Human and People’s Rights on the
Rights of Older Persons in Africa (2016)

■■ National Health Council, National Policy
Framework and Strategy for Palliative
Care for South Africa

■■ Draft Common African Position on
Long-Term Care Systems for Africa
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TIONAL
NA

55 Mudora (2016).

■■ National Health Act (No. 61 of 2003)

■■ National Development Plan
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These factors could be applied to the LTC agenda
to identify pathways for engagement.
The state’s effectiveness could be optimised by
taking a coordinated approach to LTC, moving
beyond the Departments of Social Development
and Health to include the:
■■ Department of Labour, including Sector
Education and Training Authorities (SETAs)
■■ Department of Education
■■ Department of Sports and Recreation
We recommend that LTC is housed with the Office
of the Premier in each province, so the mandate
transcends a single government department. The
Office of the Premier would have a coordinating
function, holding different government
departments accountable for the delivery of LTC.
The state has a further role to play in setting
policies that encourage businesses to invest in
LTC, possibly through attractive tax incentives. This
would require further investigation.

Redefining the role of NPOs
NPOs have the institutional knowledge to
contribute to the conceptualisation, resource
mobilisation and implementation required for an
LTC system. We need to explore how they can
move beyond being service providers of charitable
work to entities that can have an economic
impact, and may have a role to play in raising the
necessary resources.
This may involve interrogating business
opportunities which arise from the normal
operating roles of NPOs. For example, NPOs
providing residential accommodation may have
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expertise in facilities management. Organisations
working with older people have access to life
experiences which may provide an additional angle
for the tourism industry.
There may be opportunities for these NPOs to
redefine their role as organisational specialists,
especially in terms of management. Exploring
these is important in the current NPO fundraising
environment, where it is no longer good enough
for NPOs to adopt an ‘Oliver Twist’ attitude,
approaching potential funders with bowl in hand,
saying, ‘Please, sir, I want some more.’

Redefining the role of the family
Traditionally, the discourse on LTC puts the family
at the centre in providing care. However, we need
to consider the costs of family members taking on
the role of caregiver without the option of financial
compensation. In a collaborative multistakeholder
model of LTC, family care needs to be viewed within
a complementary model of state-supported LTC.

Redefining the role of business
Businesses in the insurance industry may want
to consider innovative ways to redeploy savings
into long-term care. In China, five such insurance
programmes are operational: healthcare,
unemployment, work injury, maternity and elderly
care. It is anticipated that LTC insurance will
become the sixth social insurance programme.56
Even though these programmes are run by the
government, they suggest possibilities for an LTC
model for South Africa. LTC product development
opportunities in the South African market require
further exploration.

56 Zhang, W. 2017. The Development of Long-term Care System in China, The Institute of Gerontology, Renmin University of China (Online).
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How far could we get with
multistakeholder collaboration?

Anne Cabot-Alletzhauser
Alexander Forbes

There are gaps between
existing policies and guidelines
on paper, and actual training
and employment practices.
That’s because there’s no
broad-based institutional
structure that oversees the
mandates, conditions of service
and training, and continuing
professional development
(CPD) of care workers.
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The case for a holistic, sustainable LTC system is
compelling. Developing an equitable, accessible,
efficient and fair system to support older people
as their care needs increase will help us realise
the vision of the World Health Organization:
‘Regardless of their age or level of intrinsic
capacity, older people have a right to a dignified
and meaningful life’.57
This vision can be achieved only through
multistakeholder collaboration and engagement.
However, the workshop on developing the
long-term care economy in Gauteng58 highlighted
the extraordinary complexity of getting different
blocks in the value chain to work collaboratively.
It seemed that our best intentions met hurdles at
every level. For example:
1. The need for a single champion in
government that is powerful enough to keep
the agenda moving forward
How would we accomplish this when there
was so little clarity between the Department
of Social Development and the Department
of Health as to who should run with which
segment of decision-making, training,
accreditation, funding and job creation?
Disagreement about training and qualification
requirements for caregivers
Leo Mapira, Gabrielle Kelly and Leon Geffen
of the Samson Institute for Ageing Research
(SIFAR) presented a study at the workshop that
highlighted the fact that, while a shortage of
adequately trained care workers is one of the
primary challenges to implementing an LTC
system in South Africa, the real problem lies in
agreeing on the training curriculum for these

caregivers. There are gaps between existing
policies and guidelines on paper, and actual
training and employment practices. That’s
because there’s no broad-based institutional
structure that oversees the mandates,
conditions of service and training, and
continuing professional development
(CPD) of care workers.
There is an urgent need for a regulatory and
professional body to regulate care work,
curriculum development, training, registration,
licensing and CPD of care workers in South
Africa. Service providers and training facilities
wish to enhance care, but are hampered by
the state not supporting these stakeholders or
enforcing its own policies effectively.59
2. Uncertainty as to whether unemployed youth
were best suited to being trained as caregivers
Research presented by Prof Ian Rothmann
suggested that we can’t assume that young
people who are unable to obtain employment
are a natural fit for long-term care training
programmes. While there appeared to be
some logic to equipping these young people
with skills that could not be readily automated,
psychometric tests revealed some challenges
in empathy, optimism and motivation that
would first have to be overcome. What seems
more promising are training programmes that
develop skills for young people who saw LTC as
a viable career opportunity before experiencing
issues with unemployment.
3. The need to create an administrative
and monitoring framework that ensures
correct processes are followed and targeted
outcomes are achieved when funds and
workers are deployed
In the workshop discussions, it quickly became
apparent that the only way this outcome was

57 World Health Organization (2015).
58 Developing the long-term care economy in Gauteng (2018).
59 Mapira, L, Kelly, G & Geffen, L. 2018. Geriatric care worker training in South Africa: the need for improved design and implementation of national training policies and curriculum for institutional
long-term care workers. Draft paper SIFAR, Samson Institute of Ageing Research.
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going to be achieved was through a hybrid
private–NGO–public partnership model
where the benefits of cross-subsidisation and
an effective governance and administrative
oversight framework could be realised.
A number of models were debated
(and several were discussed in the 2017
Benefits Barometer). What became clear,
though, was that if we needed traction, this was
more likely to come from the private sector.
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4. The need for appropriate funding vehicles
that could access capital from interested
stakeholders, such as pension funds or
foreign investors
These funding vehicles would in turn create
transparency about the value being created,
governance oversight and performance metrics.
We continue a discussion of how these
mechanisms could work in Part 2: Chapter 5.

Figure 2.3.4: A discouraging picture of unemployed people – psychosocial profiles
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Negative experiences
Positive expectations
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Job search

0
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-0.40
-0.60
-0.80
Optimist (11.9%)

Desperate (30.9%)

Discouraged (37.12%)

Adapted (19.92%)

‘I will find work soon,
so don’t worry.’

‘Please help me!’

‘I am giving up hope.’

■■ 24 or younger

■■ 25-49

■■ Over 50

■■ Grade 11 or lower

■■ Grade 11 or lower

‘Learned to live with
unemployment, because
I have few alternatives.’

■■ Grade 12 or lower
■■ Unemployed for
less than a year

■■ Unemployed for four
years or more

■■ Grade 12 or lower
■■ Unemployed for two
years or more

Source: Van der Vaart et al.60

60 Van der Vaart, L, De Witte, H, Van den Broeck, A & Rothmann, S. 2017. A psychosocial typology of the unemployed in South Africa, SA Journal of Psychology, Volume 38, Issue 3,
July 2017 (Journal).
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Figure 2.3.5: A discouraging picture of unemployed people – motivational profile
1.00

Amotivation: structural
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0.80

Controlled
Identified

0.60
0.40
0.20
0
-0.20
-0.40
-0.60
-0.80

Identified and
not amotivated
(33.7%)
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Motivation
■■ Amotivation: lacking an intention to act. Results from not valuing an activity, not feeling competent to
do it, or not believing it will yield a desired outcome
■■ Controlled motivation: person behaves to satisfy an external demand or obtain an externally imposed
reward
■■ Identified motivation: person has identified with the personal importance of a behaviour and has
accepted its regulation as their own
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Long-term care (LTC)
ecosystem: situational
analysis
■■ Needs assessment
■■ Current landscape

Governance
and coordination
■■ Who leads or coordinates the implementation of
the two-year action plan (Department of Social
Development)?
■■ How do we implement and coordinate the
development of the LTC system in Gauteng in the
longer term (2020–2030)?

■■ Potential platforms for service expansion
■■ Perspectives on current organised LTC services

Unemployment
and care

Training,
accreditation
and registration

■■ How do we reach and engage
the unemployed and prepare
them for work in the LTC sector?
■■ How do we identify the relevant
groups of unemployed youth?

■■ W
 hat training is available? Where,
for whom and run by whom?
Should or can this be consolidated?

■■ How do we include them
in terms of equality and
sustainability?

■■ M
 apping: what courses (to include
practical placements), what
curricula, what qualifications?

■■ How do we train them?
■■ How do we make LTC an
attractive career option?

■■ National curriculum: refinement?
Evaluation? Adoption?
Standard-setting (best practice)?
■■ Roadmap to accreditation?
■■ Registration
■■ Regulation
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Public and private
funding vehicles

■■ How do we identify funding
vehicles for expanding LTC
service provision (creating
employment, enterprise
opportunities)?

■■ Social protection
■■ Impact investment vehicles
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Getting alignment across this
value chain will no doubt be
a long, slow process. But if
we can keep focusing on
how we can get the greatest
bang for buck, our decisions
about what to prioritise will be
more productive.

We recognise we have only just started these
discussions. Getting alignment across this value
chain will no doubt be a long, slow process. But
if we can keep focusing on how we can get the
greatest bang for buck, our decisions about what
to prioritise will be more productive. How do we
combine skills development for the future world of
work with job creation, with entrepreneurship, with
better healthcare at lower costs, with the need for a
community-based long-term-care infrastructure?
What makes this case study such an important
one is that it helps us focus on the most critical
challenge we face: creating a framework that

strikes the right balance between offering scalable,
cost-effective solutions that will attract the
necessary funding, and committing to quality of
life, quality of care and our rights as citizens to a
level of well-being.
The Life Esidimeni tragedy showed us the perils
of emphasising the former over the latter. But the
multistakeholder collaboration framework – if we
can keep pushing to the end – provides us with a
framework that ensures we keep the end goal of
social well-being foremost in our targeting.

What makes this case study such an important one is that it helps us focus on the
most critical challenge we face: creating a framework that strikes the right balance between
offering scalable, cost-effective solutions that will attract the necessary funding, and
committing to quality of life, quality of care and our rights as citizens to a level of well-being.

190

4

IMPACT INVESTING
– AN ANSWER
TO SOUTH AFRICA’S
FUTURE
FUNDING AND
TRANSFORMATION
NEEDS?

PART 2
Chapter 4

IMPACT INVESTING – AN ANSWER TO SOUTH AFRICA’S FUTURE FUNDING AND TRANSFORMATION NEEDS?

WHY THE GAME NEEDS TO CHANGE
Asset management in South Africa is concentrated in a select group of hands. But that’s not
the only problem – most asset managers are singularly focused on a shallow pool of listed
stocks. The alternative lies in a new generation of asset managers driven by investment in
businesses with higher economic and social multipliers.

Anne Cabot-Alletzhauser
Alexander Forbes

Mark Lindheim
Alexander Forbes
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Pervasive short-termism ... has hampered
the capacity to compete on a sustained basis
in international markets; diverted human and
financial resources from needed investments
in innovation; dispirited employees
and managers, leading to pervasive
disengagement; generated ‘bad profits’
that undermined customer loyalty; caused
excessive ‘financialization’ of the economy,
making it vulnerable to increasingly severe
financial crashes; undermined the economic
recovery from the Global Financial Crisis;
drastically reduced rates of return on assets
and on invested capital; appropriated gains
that flowed from workers’ improvements in
productivity; and led to secular economic
stagnation and increasingly unsustainable
economic inequality.1

This chilling assessment from recent research
by NYU Stern and Harvard Business School lists
the disastrous consequence of pursuing
shareholder value.
It is no less emblematic of the South African asset
management industry, where transformation has
remained stubbornly intractable for the past 25 years.
We’ve heard the arguments before. In South Africa,
the five largest asset managers have approximately
50% of all assets available for private-sector
management – around R4.6 trillion in 2017 out of a
total South African savings pool of R7.9 trillion.2 While
the number of black-owned asset management firms
has grown significantly (now standing at around 45
firms),3 their slice of this very large pie has remained
low, at between 4% and 9%, depending on the form
of calculation.4 The ninth annual BEE.conomics™
Survey, for example, calculates the value of assets s
to be R415.5 billion (or 9%) in 2017.

1 Asker, J, Farre-Mensa, J & Ljungqvist, A. 2012. Comparing the Investment Behavior of Public and Private Firms, NYU Stern (Economics), HBS (Entrepreneurial Management) and NYU Stern
(Finance), 4 April 2012 (online).
2, 3: 27four Investment Managers. 2017. BEE.conomics: Transformation in South African Asset Management, Annual Survey September 2017 (online).
4 Alexander Forbes. 2017. Hot Topics Workbook, March 2017.
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To date, efforts to kick-start the transformation of
the industry have taken three basic approaches.
The first has been to redistribute a portion of
the assets managed by the Public Investment
Corporation (PIC) and other state-owned
enterprises. The second approach is really a
variation of the first: use incubation funds to bring
emerging managers into a multi-managed solution,
give them a strict mandate and watch them closely
until they are on a firm footing. The third is a sort
of incubation platform that provides administrative,
technological and business support to emerging
asset managers. The theory here is that reducing
their basic costs and management distractions
enables them to get on with what they theoretically
do best: manage assets.
However, none of these models really gets to the
heart of the problem. Let’s take the elaborate
exercise the PIC undertook about 10 years
ago when it wanted to redistribute its external
investment mandates to a wider, more transformed

array of newer asset managers. There were more
than 70 submissions in that tender process.
B-BBEE credentials were a critical feature.
Disappointingly, though, many submissions
simply rehashed the winning strategy of the asset
management industry at that time: value investing.
In fact, many included marketing materials that
looked and sounded just like an Allan Gray fund.
Why was this a particular issue? For any large
fund such as the PIC – or the Eskom or Transnet
pension funds for that matter – redistributing
assets to managers with the same investment
strategies is like asking a group of fishermen to fish
from small fishing hole in a big pond. In investment
terms, any value-add that may have been gained
from each manager’s stock-selection skills would
simply get diversified away into what would in
effect be one big value bet – something that could
be easily replicated, at a far lower cost, with a
factor index strategy.
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For any large fund,
redistributing assets to
managers with the same
investment strategies is like
asking a group of fishermen
to fish from the same pond.
In investment terms, any
value-add that may have been
gained from each manager’s
stock-selection skills would
simply get diversified away into
what would in effect be one big
value bet.
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DETERMINING MARKET AND
COMMON-FACTOR RISK

The more we understand how performance drivers
change as we move from owning a single share
to an investment in a portfolio of shares, to an
investment in an array of manager portfolios, the
easier it is to understand why large-scale multiple
manager solutions can be problematic.
As Figure 2.4.1 illustrates, we can usually break
down the performance of a single share into
elements of:
■■ specific risk: characteristics unique to the
company
■■ common-factor risk: characteristics the
company shares with other companies
■■ market risk: the fact that the market itself is
going up or down
When you combine shares into one portfolio to
diversify performance risk, market risk and, to
a lesser extent, common-factor risk will tend to
dominate, with individual share attributes (specific
risk) becoming a significantly less important driver
of return – in this case only 2%.
This effect is magnified even further when you
combine different portfolios of different managers.
Almost 98% of the performance in an aggregate
portfolio is explained by whether the market went
up or down. If a fund uses multiple managers with
similar investment philosophies, the performance
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drivers are reduced to market performance primarily,
and whether that particular investment style went
up or down. Almost no returns can be attributed to
the manager’s stock-selection skills because their
contribution has been diversified away.
The point is, both market and common-factor
performance could be captured by index funds
at significantly lower cost than an active manager
would typically charge.

Jargon buster
A factor index captures characteristics
that are common to a specific group
of companies and might explain their
performance in the market. For example:
■■ size: small companies will tend to perform
differently from large companies
■■ rand hedge: performance may be similar
because companies’ outputs are not
affected by rand volatility
■■ value: companies may be in different
industries but they are all trading at
a price that is much lower than their
assessed value
Factor-driven performance contrasts with
‘share-specific’ performance, which is
where the specific characteristics of an
individual company are the dominant
driver of its performance.

LESSON: DETERMINING MARKET AND COMMON-FACTOR RISK

Figure 2.4.1: What really drives performance? Building blocks of portfolio theory
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Source: Barr Rosenberg5

The point is, both market and common-factor performance could be captured by index
funds at a significantly lower cost than an active manager would typically charge.

5 Rosenberg, B. 1988. Risk management workshop, Karuizawa, Japan.
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While South Africa has a
fairly sophisticated asset
management industry
– first-world by active-manager
standards – what it doesn’t
have is a new pond that
refashions the application of
investment strategies to provide
for the country’s and society’s
specific funding needs.

Bottom line: as with other industries, it’s hard to
get traction as the new kid on the block unless
you can break though the barricade of oligopolistic
behaviour in the industry. As we said earlier, asset
management in South Africa is concentrated
in a very select group of hands. What ‘breaking
the barrier’ actually requires is a differentiated
value proposition in terms of either an investment
strategy or an investment solution. Demonstrate
that you can start tackling problems where South
Africa has a burning funding need, and people
may well sit up and take notice.
But the problem before us isn’t strictly the
composition and share of assets under
management. It is the lack of differentiation in
value that comes from active investing that is at
the heart of the problem. What if we helped these
emerging asset managers tackle their differentiated
value problem from a completely different
perspective? It could well be that the time is ripe
for such an approach to gain traction in the asset
management industry in general, and developing
economies in particular.
Before turning to the solution, let’s explore the
problem at hand.

Confronting the problem,
creating a differentiated value
proposition
While South Africa has a fairly sophisticated
asset management industry – first-world by
active-manager standards – what it doesn’t have
is a new pond (to continue with our metaphor)
that recontours the industry boundaries and
refashions the application of investment strategies
to provide for the country’s and society’s specific
funding needs, addressing head-on the growth,
job creation and impact that South Africa needs
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6 The CFA Institute. 2017. Future of the Investment Profession, April 2017 (online).

at this point in time. Fortunately, there is already
an awakening of sorts in the industry globally. As
the Future of Finance arm of the CFA Institute has
been emphatically arguing, unless asset managers
wake up to the radical changes taking place in the
world around them, their livelihoods, to say nothing
of the livelihoods of new entrants, will be at stake:
In return for living up to society’s expectations,
investment institutions receive from society
a license to operate – a tacit approval to
exist and function. But it can be revoked,
and investment organizations need to start
rethinking a new model of professionalism
that brings benefits to both society and the
industry if they want to retain that license.6
Investing for impact – where investing directly
has the potential to provide significantly greater
multiplier effect for society – could well be the
model that gets that licence reissued.

Jargon buster
Multiplier effect
The ability of an investment to stimulate
broader economic and social benefits in a
country. (In Part 2: Chapter 3, we pointed out
that, managed effectively, direct investing into
long-term care could have a multiplier effect
of as much as 1.5 times over three years.)
How, then, do we transform the next generation
of asset managers so that this could be a viable
proposition – not just another differentiated
investment strategy or asset class but a strategy
that could add significantly more value to the
South African economy than our current
investment models?
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Let’s start by asking some serious questions about
our current assumptions and models for savings.
Then, little by little, we can build the case for why
impact investing addresses so many concerns
investors have about the future of finance.
1. Start by challenging our assumptions about
what happens when we channel savings into
the stock market
For decades we’ve taken it for granted that the
asset management industry performs a critical
function in retirement savings. By theoretically
growing those savings at a greater rate than
inflation, it allows fund members to draw a viable
income long after they have left employment.
We’ve also accepted the proposition that saving
through the listed financial markets stimulates
economic growth: when profits go up, companies
use the cash as a foundation for future profits. This
in turn should create jobs, generate more capital
goods and lead to higher wages. That’s how we’ve
been told high-growth economies work. It’s only
natural that we think of our hard-earned savings as
a catalyst for more job opportunities – something
that South Africa desperately needs.
It’s time we start questioning those assumptions.
What if it turned out that investing in the stock
market did not provide the kind of job stimulus
that South Africa requires, and there might be
other forms of direct investing with a significantly
greater multiplier effect?
This is a question that clearly warrants further
investigation – and it’s on our research agenda.
Right now, the evidence is convincing enough. It
suggests that newly formed small enterprises are
net value and job creators.

Consider some of the research on listed companies
that is coming out of North America from the Ewing
Marion Kauffman Foundation and the Institute for
Competitiveness & Prosperity. Over the last
25 years in the US, almost all private-sector
jobs have been created by businesses less than
five years old. In fact, between 1988 and 2011,
companies more than five years old destroyed
more jobs than they created in all but eight of
those years, presumably because of the maturity
curve which classically sees start-ups shedding
value before either growing or failing. What makes
this point particularly interesting is that, in the US
at least, it wasn’t small businesses in general that
created jobs, but new businesses. As the authors
point out, these ‘new firms also contribute to
economic dynamism by injecting competition into
markets and spurring innovation’.7
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It’s time we start questioning our
assumptions. What if it turned
out that investing in the stock
market did not provide the kind
of job stimulus that South Africa
requires, and there might be
other forms of direct investing
with a significantly greater
multiplier effect?

Research from NYU Stern and Harvard Business
School points to an even more disturbing
phenomenon: apparently, this ‘reluctance to invest
in the future’ seems to be far more prevalent in
listed companies, suggesting they may not be the
real engine room for growing the economy.8
The question those authors ask is: ‘Where is all the
money going?’ If share prices are going up, why
are these companies not using those increases to
create jobs? For the US, it appears that the bulk of
those funds for listed companies are being used
for stock buy-backs, an effective mechanism for
boosting share prices but not necessarily the best
mechanism for enhancing economic prosperity.
Who would want to do that? The research suggests
it’s the very executives whose remuneration is
based on meeting short-term earnings targets and
share price increases.9 Little wonder that, under
those incentives, under-investment becomes the
order of the day.

7 Denning, S. 2014. The surprising truth about where new jobs come from, Forbes, 29 October 2014 (online).
8 Asker et al. (2012).
9 Lazonick, W. 2014. Profits without prosperity, Harvard Business Review, September 2014 (online).
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The debates that have arisen
provide some powerful pointers
for how to structure a research
agenda for South Africa that
moves us closer to a new
investment model.

Needless to say, these assessments are not
definitive. There is still substantial debate as to
whether we have explored all the proper metrics
for drawing these conclusions. But the debates
that have arisen provide some powerful pointers
for how to structure a research agenda for South
Africa that moves us closer to a new investment
model. Specifically, there are four broad, distinctly
different areas for consideration:
■■ the extent to which revenue is derived from
South Africa-based production or services
■■ the extent of share buy-backs on the JSE, net
shareholder payouts and the R&D-adjusted net
income of companies
■■ the nature of the redistribution of cash
from black economic empowerment (BEE)
programmes to broad-based shareholders –
how effective are these programmes, actually?
■■ the extent to which listed entities may be
investing their cash piles into enterprise and
supply chain development and transformation,
thereby creating economic value elsewhere
While we may not have the full picture just yet, we
certainly have good reason to pause for thought.
We believe the time has come to re-examine our
widely held assumptions about how best to deploy
long-term savings to promote multiplier growth and
job creation.
So, where does this discussion take us?
2. Ask where South Africa needs to change its
investment focus
Much is being written globally about the need
for industry change and innovation. For a host of
reasons, the value added by professional managers
has been low, or even negative, after fees. The
traditional alpha-generation asset management

198

10, 11: Swedroe, L. 2018. The battle of the passive strategies, Advisor Perspectives, 6 June 2018 (online).

business model is under threat as asset flows shift to
cheaper alternatives like index, passive and smartbeta funds, and as clients and advisers take a more
‘solutionist’ mindset and seek better value for money.

Jargon buster
Alpha-generation asset management refers
to the way active asset managers are assessed
on their ability to provide risk-adjusted returns
above a defined benchmark. As active alphagenerating asset managers typically demand
higher fees, a question arises as to whether
these higher fees are still warranted if the
amount of alpha being generated is declining.
Indeed, Larry Swedroe’s latest study on the battle
between active and passive strategies suggests that,
at least in the US, the longer the time horizon, the
greater the failure rate of active funds against their
benchmarks, and that’s even before considering
taxes.10 Fama and French’s research on the
same markets found that alpha generation has
come down, from 20% of active fund managers
outperforming their benchmarks 20 years ago to only
2% doing so in 2018. This was the problem that we
illustrated in Figure 2.4.1 on page 195 on what really
drives performance. They also note that because
passive smart-beta strategies, such as small-cap and
value strategies, are outperforming traditional passive
full-market strategies, the game has now moved on
to these sorts of variations in investing.11
Much of this assessment applies equally to
the South African asset management industry,
although investors in South Africa don’t appear
to be quite so ready to move on from their status
as active-manager market leaders. This may well
be because the South African market has simply
been so successful for so long (until the beginning
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of 2017, it was the top-performing global equity
market over a 116-year period).12 Active investing
has remained relatively unchallenged as the
preferred route to wealth creation.
It seems highly unlikely that South Africa will remain
isolated from the current shifts that are materialising
globally. While our industry is well developed in a
global context and our financial markets are globally
sophisticated, our country has unique challenges
that the industry has left unattended.
We have a dual economy with huge disparities in
income and employment, inadequate education
and skills development, and a massive need
for infrastructure development. Infrastructure
investment doesn’t just refer to energy sources
or transportation, it also includes societal needs
such as affordable housing, schools and care
facilities, and other investments which help
to improve the lives of citizens, and facilitate
economic and social progress. At the same time,
we have a transformation imperative, the pace of
which needs to accelerate – but not in isolation
from the other challenges listed above. That
means we need to consider alternative models of
asset management which can go at least some
way to addressing the funding needs of our
country while providing a new and differentiated
value proposition that can be offered by a new
generation of asset manager.
The bottom line here is that as investors become
more focused on getting both value for money
from their asset class exposures as well as value
for the economy from their funding decisions, we
are likely to see a dramatic shift in investment

allocations. Passive beta strategies will attract
that part of long-term investing that needs to
capture the inflation-beating returns and liquidity
embedded in the different listed asset classes,
and active investing will shift its focus to the higher
multiplier potential of impact investing.
3. Why next-generation asset management needs
to transform professionalism in the industry
The creation of a next-generation asset
management capability throws the spotlight on
the concepts of professionalism and fiduciary
responsibility to the industry.
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One of the debates put forward
by the CFA Institute is whether
the industry is attracting the
right type of professional. The
fundamental problem is that
investing is attractive because
of the high level of instant
gratification that occurs when
one gets it right. The challenge
comes when one tries to assess
whether an investment ‘win’
was a function of skill or luck.

One of the debates put forward by the CFA Institute
is whether the industry is attracting the right type
of professional. The fundamental problem is that
investing is attractive because of the high level
of instant gratification that occurs when one gets
it right. The challenge comes when one tries to
assess whether an investment ‘win’ was a function
of skill or luck.
Consider this wonderful example that Morgan
Housel, of the Collaborative Fund, relates in
his tale of two investors.13 One, Grace Groner,
a secretary with a meagre salary and modest
living requirements, manages to accumulate an
astonishing $7 000 000 by the time she dies, at
the age of 100, through the regular compounding
of savings from her secretarial salary over 80 years.
The other, Richard Fuscone, a former vice chair
of Merrill Lynch’s Latin America division, ends up
declaring personal bankruptcy after overspending
on his personal property ventures.

12 Mercer. (2017). Leading Opinion, Getting More out of Investing, presentation at Alexander Forbes Hot Topics Conference, March 2017 (presentation).
13 Housel, M. 2018. The Psychology of Money: From an Industry That Talks Too Much about What to Do, and Not Enough about What Happens in Your Head When You Try to Do It,
The Collaborative Fund, 1 June 2018 (online).
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When we try to help young
investment professionals
understand how little control
they have over ‘Mr Market’
and their ability to translate
investment and valuation
acumen into investment
performance, the problem
we ought to be addressing
comes into sharper focus as
we grapple with our
development imperatives.

The point of this story is not to pass judgement
on either investor. Rather, it is to provide this
interesting observation by Morgan Housel:
In what other field does someone with
no education, no relevant experience,
no resources, and no connections vastly
outperform someone with the best education,
the most relevant experiences, the best
resources and the best connections? There will
never be a story of a Grace Groner performing
heart surgery better than a Harvard-trained
cardiologist. Or building a faster chip than
Apple’s engineers. Unthinkable.14
When we try to help young investment
professionals understand how little control
they have over ‘Mr Market’ and their ability to
translate investment and valuation acumen into
investment performance, the problem we ought
to be addressing comes into sharper focus as we
grapple with our development imperatives. And
this is where we need to focus the attention of our
next generation of asset managers if we want both
client- and country-focused investment initiatives
to add value.

Jargon buster
‘Mr Market’ is an allegorical figure used
by Benjamin Graham in his seminal work
The Intelligent Investor. Because this
figure is actually the aggregation of all the
psychological biases of the stock market’s
participants, Graham suggests that Mr Market
lends a constant measure of unpredictability
and irrationality to the market’s movements.15
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14 Housel (2018).
15 Investopedia. 2018. ‘Mr Market’, 2 July 2018 (online).

Shifting the paradigm: investing
for impact
Whether an investment opportunity exists in
a listed vehicle or as a direct investment, the
principles for determining its business potential,
the sustainability of that potential, and the present
and future value of that potential remain very much
the same. The primary differences between direct
impact investing and investing through the markets
are as follows:
■■ With listed investments, the asset manager
needs to consider how the other players in the
market are likely to view or value that investment
opportunity. So, the real game played by the
active manager is whether holding a different
view from those other market participants is
likely to pay off.
For example: In the immediate wake of the
Marikana tragedy, investors saw nothing but
problems ahead for Lonmin. The share looked
like an obvious sell. When too many investors
believe the same thing, another market
participant, the contrarian manager, will sweep
in and snap up the heavily discounted share,
causing the share to counter-intuitively spike
upwards over the short term. Getting your sell
timing right here is particularly tricky.
■■ With impact investing, the valuation
assessment is compounded by also having
to take account of the multiplier value of the
investment on societal issues such as targeted
job creation, skills development, education,
housing, innovation acceleration, improvements
in healthcare, resource management,
environmental impact and so forth.
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Again, the time frame is important. How many
years will it take for those direct investments to
produce the societal benefits desired?
The answer here is: Much longer than most
investors are typically used to – even when they
purport to be investing for long-term savings. But
we will return to this discussion of a viable liquid
investment vehicle a bit later in the discussion.
What we are trying to emphasise here is that shifting
the investment professional’s focus to this variation
on investing is not an untenable proposition. More
importantly, the attractiveness of impact investing
is that it provides a better match and application of
skills for investment professionals whose primary
focus is on valuations. By contrast, active investing
in listed markets introduces additional, random
variables to the equation that make the transfer of
that skill highly problematic.
Traditional active-manager mandates may still have
some time to run in South Africa. Indeed, newly
formed boutique firms that can demonstrate a
better grasp of emerging investment opportunities
more relevant to South Africa’s future may be able
to add significantly differentiated value here. This
means that emerging active managers may still
be able to offer a differentiated value proposition.
What we are increasingly understanding about
asset management performance, though, is that
no matter how good the stock-selection skills of
active managers might be, there are simply too
many constraints and market elements that are
out of their control for them to translate those skills
into performance outcomes with any certainty. This
is the bitter pill that active managers globally are
learning to swallow. It’s the insight that is leading a
large segment of the professionals in that industry to
rethink their value proposition.

In the past, many newly formed businesses,
including black-owned and -managed businesses,
were created by copying existing successful
models. While this strategy might work for a
handful of managers who just happen to be in
the right place at the right time, South Africa
needs investment businesses that are prepared
to challenge the status quo, to forge new paths
and disrupt existing models. Neither new asset
managers with a traditional approach nor hedge
fund managers will make the grade.
What we need are new businesses that have a
more purposeful mandate, such as deploying
capital to high-impact investments which
generate good, sustainable returns and have
higher societal multipliers.
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How to create a more receptive
environment for impact investing
in South Africa
The Global Impact Investing Network (GIIN)
reports that, with assets under management for
impact investing now growing by 15% to 18%,
compounded annually, socially responsible
investing strategies have far outpaced the growth
of traditionally managed active assets. That said,
South African investors are lagging in this trend, in
spite of the South African market being identified
as a particularly attractive growth prospect.16
But here is the crux of the problem: as a value
proposition, investing can either be seen as
(in University of Pretoria economist Lorenzo
Fioramonti’s words) the ‘blind pursuit of something
called “economic growth”’17 or the pursuit of
sustainable and inclusive development. The
distinction is well made: if we only think of impact

16 Global Impact Investing Network (GIIN). 2017 Roadmap for the Future of Impact Investing: Reshaping Financial Markets (online).
17 Fioramonti, L. 2017. Well-being Economy: Success in a World Without Growth, Pan MacMillan, Johannesburg, p. 3 (book).
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investing as yet another new asset class that
can offer diversification benefits alongside social
returns, then impact investing will compete
alongside other alternative asset classes such as
hedge funds, direct property and private equity
in the limited space made available by collective
investment regulations. At this point, that’s a
mere 10% of total assets if these investments are
unlisted – although potentially more if they can
be embedded in listed vehicles. This means that
we will see only incremental increases in interest
from potential sources of funding, such as pension
funds and other savings vehicles, despite that
the value proposition for impact investing being
decidedly different from these other investments.
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From our multiplier lens, impact investing has
the potential to be so much more than any of
those options. That is the investment narrative in
South Africa that needs to change if we are going
to convince asset owners, asset consultants and
regulators that there is a far more important value
proposition here than the blind pursuit of growth.
Embracing impact investing provides us with just
such an opportunity to completely reshape the way
the asset management ecosystem behaves – and
therein lies its appeal and power.
Perhaps the vision set out in GIIN’s 2017 Annual
Review makes the case best. We will quote it in full.
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This vision paints, by design, an aspirational future for financial
markets, one towards which we all must drive. Anything less would simply
be unsustainable. And while this vision will take time to be fully realized, the
decisions we make today and tomorrow are critically important, as what we set in place
now will ripple into the future. We must focus our collective sense of urgency to have an impact
on all investing.
It will be ‘normal’ to factor social and environmental impact into all types of investment decisions. Indeed,
the value propositions of all types of investing that integrate impact will enjoy wide acceptance, with plentiful
evidence in their favour. Businesses and investors will be accountable to multiple sets of stakeholders, including
shareholders, employees, customers, suppliers, affected communities, and local and global environments. With ‘do
no harm’ the baseline standard for investing, investors will also allocate substantial capital toward investments that have
social and environmental goals at the forefront. Impact investments will be a viable, taken-for-granted option for every
investor, from retail to institutional.
Executing impact investment strategies will be facilitated by greater transparency, with comprehensible, accessible, and
sophisticated standards for measuring and understanding impact. Benchmarks will aggregate performance across impact
and financial indicators. Financial firms will tie incentives to achieved social and environmental impact. The concept of
‘externalities’ will be relegated to history, with finance theory accounting equally well for risk, return, and impact. Rewards for
unsustainable, short-term profits will recede. Analysts and decision-makers will prioritize long-term performance (both impact and
financial), while also addressing urgent, near-term challenges — a requisite ingredient for long-term sustainability. As a result, a
greater share of capital will be invested in the real economy; the global financial system will thereby enjoy greater stability, with
major crashes fewer and farther between.
Noticeable shifts in access and power dynamics will derive both from increased representation of women and other
historically underrepresented groups in high-level positions and from the consideration of broader groups of stakeholders
and affected parties beyond the shareholder. The voices of investees, beneficiaries, and other affected parties will be
heard more clearly and included more systematically. Furthermore, billions who were previously excluded will gain
access to capital markets, enabled by new products and distribution mechanisms.18

18 GIIN (2017), pp. 16–17.
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Changing the narrative around
impact investing first demands
that we need to do more to
make this a more formally
constituted investment option.
This means we need better
organising principles for how
impact investing is managed on
behalf of investors.

But first – there’s work to be done
Changing the narrative around impact investing
first demands that we need to do more to make
this a more formally constituted investment
option. This means we need better organising
principles for how impact investing is managed on
behalf of investors. For listed assets, the various
different exchanges (such as the JSE) perform
such a function. There would need to be a similar
functionary in this space.
The problem that we currently face is that, as with
many new investment concepts, formalising the
thinking is typically driven first by the private sector,
before inching its way forward through industry
bodies, and finally it hitting the regulators and
policymakers only when there are perceptions that
there needs to be greater transparency and clarity if
investor interests are to be properly protected.

This is indeed what appears to be happening with
impact investing. Because the term can cover a
multitude of concepts, asset class segments and
investment vehicles, there are any number of
smaller groupings that are operating in their own
separate spaces at this point. But therein lies
the problem.

Towards a framework for impact investing
A formalised framework for impact investing, with
agreed definitions of key concepts and outcomes,
will help to align the understanding and activities of
all players in the ecosystem.
Our starting point, then is to understand exactly
what the ecosystem for impact investing looks
like. To this end the South African Social Impact
Investing Advisory Board provide a useful way of
conceptualising this ecosystem. Table 2.4.1 maps
their vision.

Table 2.4.1: Mapping the impact investment ecosystem
Impact sector

Impact purchaser

Affordable housing,
health, employment,
education,
criminal justice,
access to finance,
financial inclusion,
environment, energy,
agriculture and skills
development

Government
Foundations
Socially minded
consumers
Socially minded
corporate purchasers

Impact-driven
organisations
Grant-reliant
non-profit
organisations
Grant-funded
non-profit
organisations with
revenue-generating
activities
Social enterprises
Profit-with-purpose
businesses
Cooperatives
For-profit businesses

Source: South African Social Impact Investing National Advisory Board
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Forms of finance

Channels of capital

Secured loans

Financial institutions

Unsecured loans

Impact investment
funds

Non-traditional debt
and equity structures
Equity
Grants

Sources of
impact capital
Government and
development finance
institutions

Crowdfunding
platforms

Foundations

Impact investment
intermediaries

Pension funds

Enterprise and
supplier development
funds

High-net-worth
individual

Financial institutions

Corporations

PART 2

IMPACT INVESTING – AN ANSWER TO SOUTH AFRICA’S FUTURE FUNDING AND TRANSFORMATION NEEDS?

If we are to create the right focus and impetus, the
thinking of this ecosystem needs to be aligned with
a set of credible, mutually agreed principles that
define and clarify:

The group produced its report in 2017 with the
following recommendations for promoting greater
acceptance of this approach:19

■■ what it means to be an impact investor

■■ Improve deal flow and the ability to invest at
scale.

■■ the best practices for impact measurement,
management and reporting

■■ Strengthen competence and confidence within
the financial services industry.

■■ the roles of various types of capital by
recognising their risk-and-return expectations
and understanding their importance in the
capital spectrum as reflected in Figure 2.4.2.

■■ Develop better reporting of non-financial
outcomes.

In countries like the UK, France and the
Netherlands, government has called upon industry
to provide the guidance as to what this would
need to look like. For example, in the UK, Prime
Minister Theresa May set up an independent
advisory group, headed by the vice chair of Allianz
Group Investors, Elizabeth Corley, to suggest how
impact investing could be made more transparent
and accessible to UK investors. The goal is to
accelerate the development of social impact
investing opportunities and, over time, devise ways
to ensure that impact considerations become
an integral part of all investment decisions.

■■ Make it easier for people to invest.
■■ Maintain momentum and build cohesion
across initiatives.20
In March 2018 an industry taskforce was
commissioned to progress the recommendations in
the report. This commission has now evolved into a
body with increasingly global reach.
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If we are to create the right
focus and impetus, the thinking
of this ecosystem needs to be
aligned with a set of credible,
mutually agreed principles that
define and clarify what it means
to be an impact investor and
the best practices for impact
measurement, management
and reporting.
In countries like the UK,
France and the Netherlands,
government has called
upon industry to provide the
guidance on what this would
need to look like.

Other entities, such as the Global Impact
Investment Network, have also played an important
role in ‘mainstreaming’ the concept of impact
investing. They take the discussion of what needs
to happen next just a few steps further and suggest
six targeted areas as a framework for action. These
are set out in Figure 2.4.2 on page 206.

19, 20: UK Government. 2017. Growing a Culture of Social Impact Investing in the UK, GOV.UK, Independent Advisory Group Report, 14 November 2017 (online).
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Figure 2.4.2: Impact investing: framework for action

Identity
Strengthen the identity of impact
investing by establishing principles
and standards and articulating a
shared purpose across capital
with different risk-return profiles
and impact objectives.

Policy and regulation
Advocate for policy and regulation that
creates incentives for – and crowd in –
impact investments, remove constraints
(such as those related to fiduciary duty)
and requires impact reporting.
Priorities addressed
Accessibility
Clarity or standards

Priorities addressed
Accessibility
Clarity or standards

Bolster education and training of rising
and mid-career finance professionals
and entrepreneurs launching
businesses aimed at addressing
social or environmental problems.

Source: Global Impact Investing Network
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Change the paradigm that
governs investment behaviour
and expectations about the
responsibility of finance in society
through asset-owner leadership
and updated finance theory.
Priorities addressed
Feasibility
Clarity or standards

Products

Education and training

Priorities addressed
Accessibility

Behaviour
and expectations

Tools and services
Develop tools and
services (for portfolio
allocation, investment
analysis and benchmarking)
that integrate impact
with return.
Priorities addressed
Feasibility
Accessibility

Expand impact investment products
for investors across the spectrum
(from retail to institutional), including
risk-sharing vehicles and products that
better meet the needs of investors.
Priorities addressed
Feasibility
Accessibility
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An important question for South Africa is whether
it needs a similar initiative of its own, or whether
it should build on the experiences of global
bodies such as the UK initiative or the Global
Impact Investment Network. Indeed, South Africa
currently has its own South African Social Impact
Investing National Advisory Board. Its secretariat
functions are coordinated by The Bertha Centre
for Social Innovation and Entrepreneurship at the
Graduate School of Business at the University
of Cape Town. The role of the National Advisory
Board will be to ‘identify areas of focus and
advocate for a series of public and private sector
strategies in order to support the growth of the
market’. As their website explains:
South Africa will be the first African country
to take part in the Global Social Impact
Investing Steering Group (GSGII), which
was established in 2015 as the successor
to the Social Impact Investment Taskforce,
established by G8. The GSGII is continuing
the work of the Taskforce in catalysing a
global social impact investment market
across a wider membership.
The GSGII is promoting a unified view of
impact investment, facilitating knowledge
exchange and encouraging policy change in
national markets. Led by Sir Ronald Cohen,
it brings together leaders from the worlds of
finance, business and philanthropy across
the globe, as well as government officials and
network organisations active in supporting the
impact investment sector.
Our own view is that these hybrid strategies
that allow South Africa to participate in framing
best global practice while also reflecting that

South Africa has some of its own unique
challenges would be optimal. No doubt lessons
learned, for these local challenges could be equally
valuable to other markets around the world.

How to move forward
Impact investing needs to hold a special place
in the future of finance for South Africa. That
demands that we solve for issues that might
represent specific barriers to acceptance in the
South African investment community. These issues
span the full value chain: from how we think about
investing, to how we structure the optimal vehicles
for our specific investment needs to, and how we
get buy-in from the gatekeepers. The list below
highlights three such issues – and we recognise
that there may be many more. But let’s get started.
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a special place in the future
of finance for South Africa.
That demands that we solve
for issues that might represent
specific barriers to acceptance
in the South African investment
community. These issues span
the full value chain: from how
we think about investing, to how
we structure the optimal vehicles
for our specific investment
needs to, and how we get buy-in
from the gatekeepers.

■■ South Africa will need to revamp the way asset
management is taught both at university and
the various continuing levels of professional
development. This revamped curriculum would
focus more on helping students understand
what drives performance and how little transfer
of skill actually takes place in the final outcome.
It will encourage more critical thinking about
project valuations to address issues of impact
and consider the multiplier effect. Finance
theory will need to be reframed in such a way
that risk, return and impact are all considered in
equal measure, with financial markets recast as
being central to supporting solutions to critical
threats facing the world.
Get this right and we could integrate our
curricula concepts with those of global
chartered financial analyst programmes.
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One model worth expanding
on is the evergreen model for
impact investing. Evergreen
funds provide a framework that
either allows realised investment
returns to be partially or entirely
recycled back into a fund rather
than distributed, or provides for
some sort of annual dividend,
reflecting a partial value, that
could allow investors to gradually
extract some value throughout
the duration of their investments.

■■ To capture the full multiplier impact, timeframe
will be a critical factor. A private equity model
that depends on exit strategies to unlock value
may not be optimal for many community-based
projects.
One model worth expanding on is the evergreen
model for impact investing.21 Evergreen
funds provide a framework that either allows
realised investment returns to be partially
or entirely recycled back into a fund rather
than distributed, or provides for some sort of
annual dividend, reflecting a partial value,
that could allow investors to gradually extract
some value throughout the duration of their
investments. The obvious value here is two-fold:
the evergreen model allows for investment in
projects where it will be difficult to observe the
true impact except over long-term frameworks.
At the same time, investors could still obtain
some measure of value and liquidity.
Open-end funds provide another option. Again,
the closed-end fund that is more characteristic
of private equity is problematic for investors with
liquidity concerns. But while open-end funds
address this problem, they introduce a host of
new problems that relate to when an investor
enters into the project cycle.
There needs to be far more creative thinking
applied to these vehicles to make them viable for
the South African market.
■■ Probably the greatest barrier to embracing
impact investing in the South African arena
relates to the most powerful of the gatekeepers:
the asset consultants and advisers. Our
consulting industry is particularly unevolved.
Two hallmarks of the consulting industry in
South Africa are its relentless focus on alpha
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and assessments based on past performance,
and the low support for alternative and impact
investments such as direct investments, debt
and infrastructure. This means that consultants
appear to give less attention to whether funds
are meeting their long-term funding targets or
fulfilling broader societal needs that will be of
relevance in defining the type of world their
members will retire into.
Again, this may well be a function of three things:
• an environment where market returns
allowed the industry to be complacent about
searching for additional sources of return
• a constantly rotating trustee composition that
demands governance and investment literacy
issues be kept as simple as possible
• limited investment in tools that would help
consultants risk-budget effectively for the
uncertainties that are potentially embedded
in impact investing
Asset consultants face almost identical
challenges with private equity, direct property
and infrastructure investing, yet they have
not been nearly as hesitant in these domains.
What’s actually missing here is a deeper
understanding of how both risk and return need
to be managed at all times, in any portfolio.
This means understanding the interplay of
volatility, liquidity, exit timeline, investment style
and the investment size of various investment
opportunities. These same considerations
will also be made when institutional investors
approach an impact investment.
Risk budgeting goes a long way to helping
fiduciaries solve these types of problems when
combining listed and unlisted investments into
a long-term solution. The shocker for the South

21 Berard C. 2016. Open-ended private equity funds and liquidity: does the evergreen proposition make sense for the impact investment segment? 16 November 2016 (blog).
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African asset consulting industry is how few
asset-consultants even understand the basics
of risk budgeting, much less help guide their
clients through the process.
The most important factor for getting the
advisory industry to sit up and take notice will
come when we can get a far better handle on
those multiplier numbers: how much more
impactful would direct investment into building
a better future for South Africa be than
investing in our listed companies?

Parting thoughts
These are bold ambitions indeed – but they
speak directly to our vision for funding models in
a well-being economy. That said, the concepts
presented here may well represent a direct threat to
a very well-entrenched industry. But they needn’t.
There is absolutely no reason we cannot use the
fundamental principles discussed here to shape
a future for the asset management industry that
better aligns the interests of all stakeholders and,
as such, extends our licence to operate as an
industry on our clients’ behalf.
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ACTION
POINTS
FOR PART 2

THE CHALLENGE TO OVERCOME
Overcoming major barriers to social mobility and economic inclusion in
South Africa requires a collaborative approach that engages all stakeholders.
We need to build trust relationships that emphasise the considerable multiplier
impact and transformational potential of working together for more inclusive
socio-economic outcomes. At the centre of these engagements are compacts
between government (including policymakers, regulators and ministries),
business, communities, labour organisations, education institutions and other
youth stakeholders, built on common goals.

Programme of action
Priority intervention 1: Reallocate
tax and non-tax incentives to
multiply economic opportunities

1

Policymakers should bring together data on
industrial policy and tax incentives to set policy
priorities that encourage the growth of sectors and
localities with the strongest multiplier impact on
social mobility, shared value, economic inclusion
and sustainable livelihoods.

Action points
■■ Redirect industrial policy incentives under the
Industrial Policy Action Plan towards sectors
with large employment intensity and multipliers.
■■ Prioritise interventions and investments crucial
to reducing supply-side bottlenecks (such as
high transaction costs) in sectors with strong
multipliers, particularly manufacturing.
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■■ Adjust import tariffs and consider production
subsidies to attract and protect private-sector
investment in struggling sectors that have high
employment potential, such as the textile sector.
■■ Incentivise greenfield investments and new
value creation by reducing regulatory barriers to
establishing small enterprises.
■■ Redirect tax incentives away from industries
with concentrated wealth and weak employment
potential, such as resource extraction, and
towards sectors that can generate jobs.
Principal stakeholders: government (mainly
the dti and Department of Finance), business
and labour.
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Priority intervention 2: Target
investment in secondary cities
to unlock investment and
employment potential

2

Priority intervention 3: Create an
enabling policy and institutional
environment for small businesses
to thrive

3

Active partnerships between government, business
and civil society can unlock the massive investment
and job creation potential of South Africa’s
municipalities. Spillovers will enhance the growth of
surrounding areas, and all stakeholders will benefit
from more productive and efficient economic activity.

Government and business have key roles to play
in stimulating and enabling the growth of small,
medium and micro-sized enterprises (SMMEs) as
potentially major contributors to job creation and
social mobility.

Action points

■■ As the party responsible for state-owned
companies’ procurement, the dti should shift
the bias in its procurement policies away from a
few large black industrials and towards SMMEs.

■■ Develop a location attractiveness index to help
stakeholders identify where investors are likely
to enjoy returns from spillovers or benefits. The
index should take into account the size of local
markets, labour markets, potential foreign trade
linkages and access to infrastructure.
■■ Develop policies that make investment and
enterprise formation in secondary cities
cost-effective, and enable people and
organisations to be close to one another – for
example, by developing land for commercial
and residential use in ways that encourage
density and connectivity.
■■ Recast spatial development policies in the
integrated development plans of municipalities
to encourage the relocation of people and
markets to secondary cities.
■■ Reallocate government expenditure and
development priorities away from metros
and towards secondary cities, so that reliable
infrastructure and services can be developed
in these areas.
Principal stakeholders: government, business and
civil society

Conclusion

Action points

■■ Rather than a blanket support policy for
SMMEs, government should introduce support
policies and allocate resources that enable
access to:
• funding for start-ups
• support services for sustainability and growth
• skills
• business tools, such as incubators
■■ To help reduce the resource burden on SMMEs,
the provision of advisory services and rent-free
or reduced-rate office space to these businesses
should be an integral part of business
development programmes.
■■ Municipalities should introduce monitoring and
evaluation systems to drive the right SMME
behaviours towards social mobility, shared value
and inclusive development.
Principal stakeholders: national government, big
business, municipalities and communities

211

PART 2
Conclusion

A MULTISTAKEHOLDER APPROACH TO OVERCOMING BARRIERS TO A WELL-BEING ECONOMY

Priority intervention 4: Transform
the model of asset management
to encourage impact investing

4

The focus of the current asset management model
on a shallow pool of listed stocks should shift
to investing directly in new businesses with the
potential to have a significantly greater multiplier
effect for society.

Action points
■■ Professionalise the asset management industry
and codes of conduct to incentivise investments
as a function of their multiplier value in areas
such as targeted job creation, skills development,
education, housing, improvements in healthcare
and environmental impact.
■■ Create a globally accepted governance,
monitoring, measurement and pricing
framework that ‘normalises’ investing into
impact-investment schemes along the same
lines as listed assets.
■■ Re-educate the gatekeepers on why this is
not simply a new asset class but a business
model for investing that needs to replace the
current standard.
■■ Ensure that asset consultants fully understand
the concepts behind a risk-budgeting process
that integrates listed and unlisted investments
and can guide their clients through the process.
Principal stakeholders: business, tertiary
education institutions, professional associations,
and communities
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Priority intervention 5: Develop a
holistic, accessible, efficient and
fair system to support older people

5

Many stakeholders – including government,
families, communities and businesses – are
responsible for supporting older people as their
care needs increase. They should therefore work
together to develop an equitable, accessible,
efficient and fair system that provides this support.

Action points:
■■ Find a single champion in government that
is powerful enough to keep the agenda
moving forward.
■■ Introduce a broad-based institutional structure
that oversees the mandates, conditions of
service, training, and continuing professional
development of care workers.
■■ Create an administrative and monitoring
framework that ensures correct processes are
followed and targeted outcomes are achieved
when funds and workers are deployed.
■■ Develop a business model that will both
attract investment and ensure that
infrastructure investments and job creation
can be adequately supported.
■■ Create a cross-subsidisation model that will
facilitate the funding of support services for
people who can’t otherwise afford to access
these services.
Principal stakeholders: government, business,
and communities and families
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OVERVIEW
In Part 1 and Part 2 we described how the notion of multistakeholder
collaboration, modelled on solving problems towards mutually reinforcing ends,
is one effective way of prioritising initiatives that have the greatest impact on meeting
South Africa’s economic and social needs through a multiplier effect. In Part 3, we
add another leg to this approach: one that looks at the critical role the employer – the
corporate, the workplace – could play as a catalyst for change. It is a role we
haven’t fully explored or exploited yet, principally because South Africa’s
unique historical challenges might be that much greater than
other developing economies.
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INTRODUCING THE
WELL-BEING CORPORATION
Standard operating procedure for addressing thorny societal problems appears to be to work
opportunistically. If there is a commercial or political will to solve a specific problem, it gets
tackled – but often in isolation from other issues. This helter-skelter approach can leave us with
such fragmentation in the ultimate design that we create more inefficiencies, more unintended
consequences, and more costs to policymakers, employers, individuals and society as a whole.

Anne Cabot-Alletzhauser
Alexander Forbes

Therein lies the rub. Unless a new set of
incentives and priorities embedded in an
integrated planning framework drives a new
economic and societal vision of what we call
well-being, the way we try to solve societal
problems will be just that – opportunistic.
We started this edition of Benefits Barometer
by pointing out that for the concept of a
well-being economy to permeate a society,
we need to first understand what a well-being
economy is and how to measure it. More
importantly, we need to understand the barriers to
creating a well-being economy and how a country
such as ours could address them.
In Part 3, we examine how we need to start using
a very different lens through which to see this
expansive potential.
At some level, employers have come to accept
that it is in their interest to promote physical,
financial and emotional well-being among their
employees. The logic is fairly straightforward:
keep employees functional and engaged, and
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this should reduce the kind of payroll wastage
caused by employee absenteeism, presenteeism,
stress and disengagement. There are any number
of programmes attempting to provide integrated
solutions in this space. But if we want to see real
impact for broader South Africa, we need to take
this well-being discussion much further.
We start by discussing just how effective these
employee well-being programmes are. The
conclusion is: not as much as they should (or could)
be. What could we do to draw greater insights from
them and make them far more effective?
Providing an employee with resources to manage
their debt, health or vitality is only part of the
equation. How the employer marries these
opportunities with equal opportunities and
incentives for advancement, skills development
and wealth creation is just as important. Creating
a working environment that is responsive to
employees’ emotional, social and physical needs
suggests that employers need to give equal
attention to how the corporate culture supports
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transformation, a broader social purpose and an
opportunity to be heard and respected, no matter
how different our perspective.
Each of these layers of employer and employee
interaction weaves together to create that important
meeting point: the well-being corporation. A more
integrated picture could address the need for
South African companies to be globally competitive
while at the same time providing a much-needed
stimulus to the social transformations so vital to the
country’s economic regeneration.

The workplace as a catalytic
change agent
Consider the multitude of historical issues
South Africa continues to battle with in the areas of
social cohesion, equality, transformation, diversity
and inclusion, skills development and enterprise
development – and, lately, meeting the economic
challenges presented by the Fourth Industrial
Revolution (see Benefits Barometer 2017). As
a meeting point and melting pot of the complex
tapestry of the South African social fabric, the
workplace is the ideal setting for examining these
issues and test-driving potential solutions.
This point has not been lost on policymakers.
Bit by bit, they have tried, through a battery of
policies, to use both carrots and sticks to nudge,
cajole, even steamroller employers into addressing
many of these societal barriers in the workplace.

But where has this gotten us? We may be
more aware now than ever before that these
are important issues. But on balance, the
limited success of well-meaning programmes in
addressing these issues has relegated many of
them to backburner ‘grudge’ status in the strategic
planning of many corporations.
As we suggested at the start, perhaps that failing
is due to the fragmented way these problems have
been approached. What we propose is a model
for the well-being corporation (the employer) for
South Africa.
We present this model in multiple layers, each
one building on the next to create the foundation
so essential for employee support. As we move
towards higher levels in our model, the focus starts
to shift to the role of the employer as a catalyst
for change by connecting the workplace with the
broader demands of a well-being economy.

Chapter 1

Each of these layers of employer
and employee interaction
weaves together to create
that important meeting point:
the well-being corporation. A
more integrated picture could
address the need of South
African companies to be both
globally competitive while at
the same time providing a
much-needed stimulus to the
social transformations so vital
to the country’s economic
regeneration.

This model is a significant departure from the
traditional workplace regime. It requires gradual
introduction, but not so modest that it becomes a
simple case of aggregating all the elements with
which employers need to grapple in corporate
HR departments. By building from employee
needs upwards, layer by layer, we are creating
the scaffolding for the employer to solve for
employee well-being, company efficiency and
productivity challenges, and address policy relating
to corporate responsibilities to both employees and
the broader economy.

Virtually all economic activity in the contemporary world is carried out not by individuals
but by organisations that require a high degree of social cooperation: social capital and
trust are fundamental to their success. (Francis Fukuyama)
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Figure 3.1.1: The corporate
well-being ecosystem
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Building our vision for the future
Consider how the story unfolds:
Layer 1 introduces the idea that productivity in the
workplace begins at an almost microscopic level:
how conducive the work environment is to helping
employees meet their most basic human needs.
These include:
■■ balancing their workplace and home life
demands
■■ dealing with short-term crises or attention-getters
■■ managing interpersonal dynamics both at home
and in the workplace
■■ drawing support from the workplace to deal with
life’s little complexities
The aim is to help employers create pre-emptive
solutions to these issues before they become
productivity sappers.

Layer 2 refers to programmes employers put
in place to address their employees’ general
well-being. These include:
■■ employee benefits programmes that provide
savings mechanisms to create social mobility,
group risk schemes to provide social protection,
and medical aid schemes and on-site primary
care facilities to mitigate against health
problems
■■ employee assistance programmes to address
other areas of emotional support
■■ skills development and training programmes to
ensure career advancement
■■ transportation solutions
■■ supplementary educational funding or on-site
early childhood development centres
■■ housing assistance

A nation can be maintained only if, between
the State and the individual, there is
interposed a whole series of secondary
groups to attract them strongly in their
sphere of action and drag them, into the
torrent of social life… Occupational groups
are suited to fill this role, and this is their
destiny. (Emile Durkheim)1

1 Durkheim, E. 1997. The Division of Labor in Society,
The Free Press, New York (book).
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Layer 3 begins to get to the very heart of a
company’s culture, role and identity in society.
To what extent does the employer commit to
such broader societal demands as:
■■ transformation
■■ equal pay for equal work
■■ gender equality
■■ diversity and inclusion
■■ a continuous learning culture
■■ skills development
■■ broadly conceptualised work policies that allow
for flexitime
■■ leave policies that address a broad range of
family needs, such as long-term care of a
family member, grief and resolving all the
complex issues around death, and child-rearing
and mental stress
Layer 4 starts to forge connecting links between
the workplace and our broader societal
commitments, where policymakers have already
started introducing either incentives or penalties to
encourage our participation. These include:
■■ the BEE scorecard
■■ enterprise development
■■ procurement and supply-chain development
■■ responses to the appropriate SETA to ensure
that training materials for the future are
developed and understood effectively
■■ consumer education and retirement training

Jargon buster
BEE scorecard: black economic
empowerment
SETA: Skills Education Training Authority
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Layer 5 is where the whole aggregated picture
is integrated into a company’s short-term and
long-term strategic plan. Leadership is the pivotal
point for success. Through effective leadership,
the corporate entity will facilitate and achieve
much-needed buy-in from shareholders,
stakeholders and policymakers.
By framing our challenge for the well-being
corporation in this way, we believe we can create a
roadmap for achieving the following:
■■ A more cost-effective way of integrating the
human capital development strategies of an
employer with its strategic business vision
■■ A framework for measuring the impact of
government policies on both the social
transformations governement requires and the
value-add that businesses require
■■ A framework for holistically measuring the
value-add of employee well-being to
corporate productivity
This is our well-being vision for the future.
As we cover elements of each of these layers in the
sections that follow, we hope to place a spotlight on
areas where either we haven’t fleshed out the story
far enough or where we simply haven’t gained
traction. We also look at what we’ve possibly been
doing wrong and what we could most definitely be
doing better.
We conclude Chapter 2 with a case study on skills
development that shows the commercial benefits
of getting these linkages right.
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FINANCIAL WELL-BEING: FROM INSIGHT TO ACTION

Shelley van der Westhuizen
Alexander Forbes

We’ve talked a lot about retirement and its challenges over the years. With 60% of retirement
fund members retiring and receiving less than 20% of their pre-retirement income, it seems
clear that talking is not translating into getting it right. We need to address some of the basic
needs across organisations – primarily short-term needs which assert themselves in people’s
lives as stressors when they are not met. Addressing some of these without fully understanding
the entire problem can be seen as ‘agile’ rather than impulsive. Being agile means we will
have to accept that this model will be constantly evolving. Offering employees meaningful
solutions to their problems needs to be seen as empowering rather than paternalistic. Then we
need to shift our focus from evaluating success based on activity to impact. This can be done
effectively by asking employees the right questions. Hearing employees might bear additional
fruits in that they may well be more engaged.

Everybody’s doing it. Financial well-being, or some
variation of this, is the new paradigm for financial
services. Looking around, it seems like we’ve done
quite a good job of changing the conversation in
the market to one that’s focused on financial
well-being.
The question is: Just where has this brought us?
At a high level, the answer really must be ‘not very
far’. If you doubt this, turn to the data section of
previous editions of Benefits Barometer and try to
discern a trend that heads in the right direction.
Focus on whether retirement outcomes have
improved or absenteeism has come down; look
at the numbers for employee turnover. Nothing
seems to show we’re making progress.
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Where are we getting stuck? And how can we
change this? These are two compelling questions.
To answer them, we first need to look at what
has been done as part of this evolution towards a
financial well-being narrative.
Financial services companies are reorganising
themselves around a story that goes beyond
traditional employee benefits. The insights in
previous editions of Benefits Barometer have
provided ready content for this story, which is
perceived as a defence against the inevitable:
becoming a commodity provider. Early attempts
to stave off this inevitability have centred on
offering value-added services and forging
and nurturing relationships that have at least
something to do with looking after the interests of
decision-making individuals.
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The financial well-being message takes financial
services providers to the next level of relevance
by enabling a conversation with employers about
things that matter to them and their employees.
What’s clear is that, as compelling as this story is,
we have not managed to go beyond conversation
to meaningful actions. Or we have, and they’ve
been the wrong actions: the typical employee
benefit offering tends to look more like not taking
meaningful actions than taking the wrong ones.

Stumbling blocks to change
So, what are the stumbling blocks?
Employers haven’t thought enough about the
existing system and how it came into being. Why
do we do what we do? Because we always have. In
the case of South African employers, we adopted
somebody else’s system from a very different set
of circumstances in a (thankfully) now-defunct
political system. That context has changed, but
we haven’t changed enough of the subsystems we
adopted in that context.

Paternalism or empowerment?
Some of the feedback we’ve had is that employers
are reluctant to appear paternalistic and therefore
approach holistic well-being with caution and,
perhaps, scepticism. Let’s start our reflection
with a definition of paternalism: ‘The policy or
practice on the part of people in authority of
restricting the freedom and responsibilities of those
subordinate to or otherwise dependent on them
in their supposed interest’.1 Or, an ‘action limiting
a person’s or group’s liberty or autonomy which is
intended to promote their own good’.2

We could argue that elements of the existing
employee benefit regime mimic elements of these
definitions, principally the lack of choice that
employees have in determining the content of
these programmes. However, it’s more of a stretch
to match the phrase ‘well-being corporation’ with
either of these definitions. What do we mean
by ‘well-being’ in this context? Turning again to
a dictionary definition, it’s defined as ‘the state
of being comfortable, healthy, or happy’.3 This
certainly doesn’t sound paternalistic, and elements
of the definitions of paternalism imply the opposite
of well-being.

Chapter 2

Employers haven’t thought
enough about the existing
system and how it came
into being. Why do we do
what we do? Because we
always have. In the case of
South African employers, we
adopted somebody else’s
system from a very different
set of circumstances in a
(thankfully) now-defunct
political system.

It’s worth exploring where this perceived link
between well-being and paternalism may come
from. One possibility is that it stems from some
of the actions that are being proposed. For
example, over-indebtedness is the main reason
many employees don’t experience financial
well-being. Offering debt management solutions
to employees could assist here. Since debt
management increases financial well-being
and financial well-being is believed to be linked
to productivity through reducing stress and
distraction, it increases their productivity and it’s
also in the best interest of the employer. However,
people’s financial circumstances are viewed as
private matters best dealt with outside the office.
‘Meddling’ in these affairs is where elements of
paternalism are seen to come in.
But people do not leave their financial problems
at home, as we know. We know over-indebtedness
is a huge problem and people bring this problem
with them to work. We also know it’s a systemic
problem, since most over-indebtedness emerges
from reckless lending. The reason we say this is

1 OED Online. 2018. ‘paternalism, n,1’, 19 June 2018, Oxford University Press (online).
2 Wikipedia. 2018. ‘paternalism’, 19 June 2018 (online).
3 OED Online. 2018. ‘well-being, n,1’, 19 June 2018, Oxford University Press (online).
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Our inaction as a financial
services industry that touches
employers daily has, in
part, led us to this point. We
haven’t been quick enough
to understand the impact of
the system on employees
and employers, and we
haven’t packaged our story in
sufficiently compelling terms.

that the law requires, among other things, that an
affordability assessment is carried out and that
the provision of a loan must not cause a person
to become over-indebted. Therefore, if these
things are done, over-indebtedness is not likely to
result.4 Conversely, over-indebtedness can often be
caused by reckless lending. Employers are paying
for this systemic problem, so why not address it?
Why not see this as ‘empowerment’ rather than
‘paternalism’? Empowerment is defined as ‘the
process of becoming stronger and more confident,
especially in controlling one’s life and claiming
one’s rights’.5 This sounds like the very essence
of what could result from successful debt
management solutions.

Doing things differently
Let’s not forget that we have an existing set of
solutions on offer to employees over which they
have very little say. Many employee problems that
are the antithesis of well-being, such as not having
savings for emergencies and having excessively
high debt-to-income ratios, also adversely affect the
outcomes of the benefit programmes employers have
in place. Employers need to ask themselves whether
they want these outcomes to improve and whether
they want productivity to increase. If the answer to
either or both is ‘yes’, we must do things differently.
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4 South Africa. 2005. National Credit Act (No. 34 of 2005).
5 OED Online. 2018. ‘empowerment, n, 1.1’, 19 June 2018, Oxford University Press (online).

It’s difficult to change. Usually a situation has to be
so uncomfortable that change is the only option.
Are we there yet? Perhaps we need to feel the
systemic impact of the proposed National Credit
Amendment Bill before we can say ‘yes’. But that
may be too late.
Our inaction as a financial services industry that
touches employers daily has, in part, led us to
this point. We haven’t been quick enough to
understand the impact of the system on employees
and employers, and we haven’t packaged our story
in sufficiently compelling terms. When parts of
the financial system start to reel and we feel the
knock-on effects of that, we’ll realise there was
a time when reckless lenders could have been
responsibly challenged and those needing relief
would have received it, protecting deserving lenders
and borrowers by using effective debt management
solutions without having to resort to being told what
to do, as will be the case if the bill becomes law.
Over-indebtedness is not the only example with
a similar trajectory. Others include health and
National Health Insurance, and wages and
legislated minimum wages, leading us to the same
tentative conclusion: what we don’t manage will be
managed for us.
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Starting with the individual
We’ve spoken about a system that was adopted
from other systems designed for people
and organisations in other circumstances.
Organisations have used the benefits offered by
other companies in their industry as a benchmark
for measuring the competitiveness of their own.
And benefit offerings are viewed as necessary in
competing for scarce skills and the best ‘human
resources’. ‘Skills’ and ‘resources’ are both
depersonalised terms; this is how we’re
articulating our understanding of ‘human capital’
and what it needs.
The reality is quite different. Research reveals
that, while the circumstances and events that
people experience may be similar for groups of
individuals, we resist having our needs served
according to the group average. The Value Theory
of Job Satisfaction tells us that people experience
higher levels of job satisfaction when they receive
more of what they value from their jobs.6 What
people value is unique to them, as it arises from
the interplay of personal factors, experiences and
circumstances. Knowing what people value and
having a relevant offering in the workplace requires
engagement and responsiveness – themes we
return to later on. Job satisfaction influences life
satisfaction. Through this relationship, the work
environment also impacts on well-being.
We can see from this discussion how
interconnected everything is. If we start with the
individual and recognise that employees and their
families have problems that affect their work, we
can introduce relevant solutions in the workplace
that benefit employees and have a broader impact
on the systems they’re a part of, eventually having
a positive impact on society. Or we can have
changes imposed on the financial and corporate

system that attempt to address these same
problems, with the tool that government has at its
disposal: regulation. This, too, will impact on the
individual and the corporate, but the impact is less
well understood and therefore certainly riskier, if
not almost certainly worse. Also, complying with
legislation consumes valuable resources that could
be spent anticipating and inventing new solutions.

Creating a legacy for the future
As an industry of actuaries and experts in advice,
we love to diagnose. We need to fully understand
a problem before we propose how to solve it.
And while it’s right to have due regard for the
complexities inherent in pricing risk (managing
moral hazard risk, for example) and paying claims,
what’s needed to move us forward is an outcome
or impact mindset rather than a diagnostic one.

Chapter 2

If we start with the individual
and recognise that employees
and their families have
problems that affect their work,
we can introduce relevant
solutions in the workplace
that benefit employees and
have a broader impact on
the systems they’re a part of,
eventually having a positive
impact on society. Or we can
have changes imposed on the
financial and corporate system
that attempt to address these
same problems, with the tool
that government has at its
disposal: regulation.

We know enough about the problems. Let’s
implement solutions so that we can produce a
different answer next year to the question of
what has changed and, more specifically, what
has improved.
Almost two years ago, a client of my previous
employer told me he thought that the financial
services industry was doing a disservice to South
Africans by competing in the well-being domain.
He felt that each provider had so much to offer
but none had the full set of tools to realise the best
impact. As the head of benefits for a major South
African company, he’s heard all the stories and this
was his take.
Given that the current system is a legacy of the
past, should we not collaborate to leave a legacy
for the future? Might we rethink South African
employee benefits for the well-being corporation?

6 Greenberg, J. 2011. Behavior in Organizations, Pearson Education Limited, Harlow, Essex (book).
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What we need to do is act on
the information we have. Then
we need to measure the impact
of those actions and reflect
on the results. If they are not
what we expected, we change
the actions and measure the
impact again. Not all actions
need to succeed. If we are to
make a difference, we need to
start small and fail early.

Have we set too much store by the competitive
edge? And who really has that now? Are we perhaps
all lagging while others, including new innovative
entrants, decide how things will be, so that we can
then prepare our businesses to respond?

Act, measure, reflect
What we need to do is act on the information we
have. Then we need to measure the impact of
those actions and reflect on the results. If they
are not what we expected, we need to change
the actions and measure the impact again. Not
all actions need to succeed. If we are to make a
difference, we need to start small and fail early.
We’re all adopting an agile way of work in certain
areas but not in employee benefits. Here, the
wheels turn slowly. This is not surprising, given that
aspects of people’s well-being are at stake, but it
is not getting us anywhere. There are some things
we know are essential, and we should do them to
start reaping the rewards as an industry and as
corporate South Africa.

Well-being shields: building the
foundation
Well-being shields are the fundamental things we
need to get right to have any sort of foundation on
which to build.
The first is emergency savings. Everybody needs
emergency savings. Period. No matter how many
things you do right, if you cannot weather an
adverse financial event or unexpected expense,
you cannot secure your financial well-being.
The second is access to day-to-day healthcare.
If you want your employees to come to work ill
(meaning they won’t be productive and may make

226

others ill), then you can ignore this advice. People
need to be healthy to be able to work, and they
need the same for their families, so that they don’t
worry while they’re at work.
The third well-being shield is for the organisation.
Understand your absenteeism. Who is misusing
their sick leave and family responsibility leave,
and why? Understand this and you will find out
what other interventions are needed. For example,
an employee with financial problems could
periodically be absent for a day at a time. Repeated
absences of several days at a time could indicate
an unmanaged chronic condition or depression. In
each case, proactively engaging with the employee
and referring them to someone who can help
could mitigate further bouts of absenteeism as
well as the presenteeism (being at work but not
being productive) that invariably accompanies
it. Absenteeism analytics and management are
beneficial for healthy employees because nobody
wants to do more than their share of work. They
also benefit employees who are in trouble by giving
them access to the right help at the right time.
The fourth shield is to be proactive. Don’t wait until
people have used up all their sick leave before
addressing problems. Give your employees tools
to engage with their mental, social and workplace
well-being, and use these and your absenteeism
management programmes to provide the right
assistance at the right time. This borrows from
what some healthcare providers are getting right
by using the links between physical activity and
mental and physical health.
The final shield is also about being proactive and
relates to the management of chronic conditions.
According to a recent article, tuberculosis, diabetes,
cerebrovascular diseases, heart disease and high
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blood pressure are now the biggest killers in South
Africa.7 A quick look at this list tells us that these
conditions quite likely qualify for classification
as ‘unmanaged chronic conditions’. Presumably
these conditions have a significant day-to-day
impact before taking their full toll on people. If you
can help people manage their chronic conditions,
you will save much in terms of lost days, disability
case management and the effects of high medical
expenses on employee well-being.

Giving the right advice at the
right time
Let’s consider an example of the impact of some
of these measures on an employee’s ability to
meet more of their needs. We’ve discussed that
unmet high-priority, short-term needs result in
low financial well-being and poor health, which in
turn lower employee productivity. Employees have
these unmet needs because they are constrained
by their budgets, make poor financial decisions,
don’t keep records of their expenses, don’t have
insurance or emergency savings and so forth.
Each person has a range of specific needs and
goals that relate to their financial well-being and
health. The typical employee needs expert help
to identify and prioritise their needs. This means
that access to advice is a key component of
arriving at an ordered picture of each person’s
circumstances, needs and aspirations.
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Human resources (HR) functions are not well
placed to provide this insight to employees,
although it is often demanded that they do so.
However, as we see on page 228, the HR function
can play an important facilitating role here.
Employers can make a significant difference by
facilitating access to advisers at the right time.
This is a crucial point: timing is important. The
same intervention can have a positive effect or
no effect, depending on when it is presented. If
a solution is presented at the right time (when it
meets a specific need), there is a better chance of
it being taken up and meeting the need it has been
designed to meet. This highlights the importance
of identifying work-life and home-life events that
present an opportunity to engage with employees
on financial and other needs, and to meet these
with the right solutions.
HR has a critical role to play in making the right
interventions available at the right time. Employees
need access to relevant information and advice
before joining an organisation so that they can
make good decisions about preserving their
retirement funds from their previous company.
HR can make a difference to the financial
well-being of employees by making advice and
information available at this critical event.

7 De Wet, P. 2018. These are now the top natural killers in South Africa, 20 June 2018, Business Insider SA (online).
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Figure 3.2.1 shows some of the events that can be used as touchpoints for financial well-being conversations.

Figure 3.2.1: Touchpoints for financial well-being conversations

Data
Before induction

Retirement
(leaving the
workplace)

Induction
At the workplace

At home

Starting a
new job

Buying a car

Finding a
life partner

Outgrowing
Getting an
your job
increase Being
promoted

Saving for
a wedding

Exit

Starting a
business

Switching careers

Getting
divorced

Buying
a house
Having
children

Staying
healthy

Preparing for
retirement

These events create opportunities to engage with employees to meet more of their
needs at the right time to improve their financial well-being.
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Figure 3.2.2 shows an example employee scenario, with the employee’s set of needs prioritised clockwise from most
urgent to least urgent.

Figure 3.2.2: Example of an employer meeting lower-priority employee needs

A significant problem for employees: highest-priority needs go unmet, compromising
employee benefit offerings
Unmet needs result in low financial well-being
and poor health, which lower productivity
Highest-priority needs
I need to be
healthy so
I can work

I need my family
to be healthy so
I can focus

I need help with
my financial
stress

If I am disabled,
I need an income

If I die, I need
my family to
be taken care of

I need to protect
my things

I’d like to
go overseas
one day

I’d like to own
my own house
one day

When I can’t work
one day, I need
money to live

If I get a dread
disease, I need
money for time
off work

If a family
member dies,
I need to pay
for their burial

I want to give
my children a
good education

Lower-priority needs

!

Current employee benefits
■■ retirement
■■ death

Employees need help balancing their budgets and meeting their needs. There are also usually opportunities to improve financial
knowledge and behaviour and the quality of decision-making. Often, a lack of savings for emergencies and high levels of debt act as a
barrier to meeting other needs. These problems also erode long-term retirement savings.

The current state for the employee in our example
(not an unusual case) is that their employer is
helping them meet a small subset of their longerterm needs (the green blocks). This is a typical
employee benefit offering at an employer that
doesn’t offer healthcare cover to all employees.
Most employed South Africans do not have
medical aid. What is noteworthy (and again typical)
is that the employer is not helping the employee

to meet their most urgent needs. This puts the
effectiveness of what the employer is doing at risk.
For example, if the employee is under financial
stress, they may resign and cash in their retirement
savings since these may be their only savings.
In this example, the employee is under financial
stress and can’t afford to spend money on meeting
urgent needs (shown in the grey blocks).

Employer-provided
Unmet needs

229

PART 3
Chapter 2

FINANCIAL WELL-BEING: FROM INSIGHT TO ACTION

Figure 3.2.3: Financial constraints for employees

A significant problem for employees: being finanically constrained
Current employee benefits
Employer spend

Employee spend

Total needs met

0

R1 680

Retirement
R1 400
Death benefit
R280
Employee-sponsored
R1 680
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People often have needs that are more urgent and
important to them than the ones their employers
help them meet with the employee benefits they
provide. This insight helps employers to consider
how they could provide valuable benefits to most
employees and improve the impact of the benefit
offering. The well-being shields proposed earlier
are a good starting point.

The employee benefits because more of their urgent
needs are immediately met. In addition, within
three months the debt solution helps the employee
save 11% a month on their income. With the right
advice, the employee can take responsible steps to
build a savings shield, take out short-term insurance
for vital possessions (an additional shield) and get
income protection should they become disabled.

Figure 3.2.4 shows what a more productive future
state could look like for the employee in our
example if the employer decides to implement
a debt management intervention and a low-cost
health (primary healthcare) solution for employees.

Effective debt management solutions can
significantly increase an employee’s ability to
meet more financial needs more effectively within
their budget. In April 2017 one debt-solution
provider shared that their clients experienced an

PART 3

FINANCIAL WELL-BEING: FROM INSIGHT TO ACTION

Chapter 2

Figure 3.2.4: Example of benefits, advice and new solutions contributing to a productive future state

A more productive state: more high-priority needs met means less functional stress
and better employee benefit outcomes
To increase how much employees have available
to meet needs to achieve a more productive state
More productive employee
benefits increases needs met

Employer spend

Employee spend

Low-cost healthcare
R280

Savings from debt
solutions R1 400

Retirement
R1 400

Emergency savings
R500

Debt management solutions
R15

Short-term insurance
R350

Death benefit
R280

Income disability
R220

Employee-sponsored
R1 975

Employee total
R1 070

Total needs met

R3 045

Employers, employees, advisers and good products all have their role to play in helping employees achieve what matters more to them
while improving business producivity and employee benefit outcomes.

average saving of 33% of instalments through loan
consolidation and effective, responsible negotiation
with providers.8 Another leading provider makes
use of various debt relief solutions, including the
challenging of irregularities such as prescription,
reckless lending and high collection fees. Such
debt relief solutions result in consumers saving

8, 9: Gardner C. 2017. Summit Financial Partner (personal communication).

an average of 11% of their income (used in the
example above) 12 months after the intervention.
This is enabled by reducing debt instalments by
55% on average, creating much room to allow for
savings. Furthermore, 85% of clients accessing
debt relief remain free of unsecured debt
12 months after rehabilitation.9
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Figure 3.2.5: Narrowing the gap of meeting employee needs

A more productive state: more needs met
Growing financial well-being results in healthier,
more productive employees
Highest-priority needs
I need to be
healthy so
I can work

I need my family
to be healthy so
I can focus

I need help with
my financial
stress

If I am disabled,
I need an income

If I die, I need
my family to
be taken care of

I need to protect
my things

I’d like to
go overseas
one day

I’d like to own
my own house
one day

When I can’t work
one day, I need
money to live

If I get a dread
disease, I need
money for time
off work

If a family
member dies,
I need to pay for
their burial

I want to give
my children a
good education

Lower-priority needs

!

■■
■■
■■
■■

primary healthcare
debt
retirement
death

Employer-provided

Short-term solutions determine long-term outcomes

Purchased by the employee

We’ve heard it said that the longest journey
starts with a single step. Here we’ve discussed
a few steps that are likely to help navigate the
longer journey more successfully – with the
goal of being more financially well at each
stage. Both emergency savings and short-term
insurance solutions act as a shield for longer-term
(retirement) savings. Once the emergency savings
pot has an appropriate value for the employee (we

Unmet needs
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Current employee benefits

address this in the Part 4: Chapter 4 case study
on emergency savings) and debt repayments are
reduced, available funds could be channelled
to meet other savings goals (such as children’s
education) and provide protection against
unplanned expenses, like funeral costs. The result
is a level of future financial well-being that is far
greater than the sum of the parts.
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Being responsive
Using a ‘bottom-up’ approach to addressing
well-being topics in the workplace that starts
with solving known problems is not only more
agile but also implies a new way of working. It
suggests that the most important thing employers
can be is responsive. We can achieve this new
level of sensitivity to the workplace only through
engagement. Our traditional measures of
workplace well-being (absenteeism and employee
turnover) are too aggregated and too reactive, too
late. Used correctly, these analytics can be useful
diagnostic tools but they are not useful for early
intervention. What we need is to engage regularly
with employees in the workplace to gain insight
into their well-being at the right time. And the right
time is when we can take preventative measures
based on early warning signs.

Is anybody getting it right?
There is an emerging type of employee
assistance model that gives employers a
platform for employees to regularly engage on
most of the topics we’ve mentioned, with a view
to early problem detection and intervention,
and meaningful employer reporting. However,
having a platform for engagement and getting
engagement are not necessarily the same
thing. The platform harnesses the idea that the
workplace is essentially a social place where an
employer exerts influence through management
and HR structures and where peers influence
each other. These behaviours can be used
to encourage engagement. Employers want
emotional commitment from employees because
it’s good for business. One of the ways to get this
is for employees to believe they work in a caring
environment. An employer that is taking the time

to understand employees’ problems and their
impact in the workplace on an ongoing basis, then
providing employees with tools to help solve their
problems, is likely to be seen as going a long way
towards demonstrating this care to employees.
How this kind of platform works is that it provides
a place for employees to be asked about and
responds to questions about their situations,
circumstances and feelings, and creates a
dashboard for each employee that shows how
they’re doing. Supporting the platform and the
findings, a team of experts engage with employees
on the results. All of this is confidential. What a
provider of this solution has told us is that 95% of
cases are solved through proactive engagement
with the employee as soon as early signs of
problems are detected. Only 5% need additional
(paid) interventions. The benefit to employers is
that employees are swiftly and proactively restored
to a state of productivity. The benefit to employees
is that they can function more optimally in their
work and personal lives than might otherwise
be the case by addressing problems early on
and preventing more challenging problems from
emerging later (similar to the case for chronic
disease management).
The barrier to optimal success for engagement
platforms that support employee well-being in
South Africa is twofold: first, there is currently
no platform that integrates all the elements
of employee well-being and productivity that
employers need to address. Second, there is
no platform that can reach all employees in
a sustainable way. Most solutions tend to be
especially good at physical health, emotional wellbeing or financial well-being only but not all three.
Local solutions are web-based and work well in
office environments where people have access to
computers and the internet. Both these areas of
weakness represent opportunities for somebody.

Chapter 2

What we need is to engage
regularly with employees in
the workplace to gain insight
into their well-being at the
right time. And the right time is
when we can take preventative
measures based on early
warning signs.

The barrier to optimal success
for engagement platforms that
support employee well-being
in South Africa is twofold: first,
there is currently no platform
that integrates all the elements
of employee productivity that
employers need to address.
Second, there is no platform
that can reach all employees in
a sustainable way.
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Although many employers
make use of well-being
services, they usually don’t
have a good idea of their
impact on productivity.

As discussed, there are also several providers of
debt solutions in the market that are making a
difference at an individual and company level.
Some providers work with employers to holistically
address workplace over-indebtedness; others
help individuals improve their financial well-being
situations. Both approaches have their merits and
depend to some extent on the level of involvement
an employer chooses to have. What is needed is
for more employers to play an active role in helping
employees solve this problem, as it affects their
business outcomes.
Another example of ‘getting it right’ is the
number of companies that make employee
assistance programmes (EAPs) available to their
employees. International research shows that
these programmes are successful, based on their
positive impact on productivity.10
An enhancement would be to add a more
proactive engagement platform (as described
above) to the traditional EAP. Another area that
needs improvement is the way in which employee
assistance is activated. Almost every EAP brochure
highlights the importance of management
involvement, yet one extensive study found that
only 5% of referrals are made by supervisors.10
If a programme is integrated into management
activities, managers can support employees by
referring them to the programme. An EAP that is
more broadly integrated into HR practices through
a platform would enable the employer to identify
initiatives that are aimed at addressing problematic
trends that are identified from the data. For
example, an office ergonomics issue could be
identified in an area of the business and could be
addressed before it has a significant impact on
productivity. There are a range of opportunities
presented by having access to good data that
yields insights, as opposed to offering workplace
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programmes that are aimed at the average
employee and address general issues instead of
specific problems.
There are a variety of successful well-being
solutions on offer. We’ve discussed some of the
problems that imply there’s a need for employers
to combine solutions to effectively address all
employee well-being needs. However, this could
bring a prolific range of service providers to
manage. There’s a role here for service providers
to bundle best-of-breed solutions, and monitor and
manage performance.
Although many employers make use of well-being
services, they usually don’t have a good idea of
the impact of those services on productivity. EAP
metrics, for example, usually focus on utilisation
or clinical outcomes. If an attempt is made to
track the impact on productivity, absenteeism is
usually the metric used, yielding little insight into
the underlying issues or how treating those issues
affects productivity.

Measuring the impact
A company called Chestnut Global Partners,
LLC issues annual reports on the effectiveness
of EAPs in the US in terms of their impact on
absenteeism, presenteeism and life satisfaction, to
name a few. The long version of the questionnaire
instrument used for measuring the impact
contains 25 questions; the short version, only
five.11 Their results show that EAPs are successful,
especially in managing presenteeism that results
from the types of personal problems which lead
to employees contacting their EAP provider for
assistance. This international approach provides
us with a critical standard for understanding
problems and interventions in the workplace. The
implication is that with a proper impact measure

10, 11: Chestnut Global Partners, LLC. 2017. Workplace Outcome Suite (WOS) Annual Report 2017: Comparing Improvement After EAP Counseling for Different Outcomes and Clinical Context
Factors in Over 16,000 EAP Cases Worldwide (online).
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we can calculate the return on investment of an
intervention. Bringing this discipline into the sphere
of HR provides a common language for talking
about costs and employee benefits that can be
understood across the business. If we really want
to improve the well-being of employees and the
organisations they work for, we need to be able to
critically evaluate any steps we take to achieve this.
This approach is closely aligned with an agile
approach to well-being (although this may not be
apparent yet) because impact measurement is
conducted on an intervention to address problems,
rather than an overall worksite. The process is that
the first measurement is taken before treatment
and the second measurement is taken when some
time has passed after treatment. The difference
in the two measurements is the improvement.
The time delay between the end of treatment and
measurement ensures that a persistent rather than
temporary impact is being measured. ‘Measuring’
in this case involves self-reporting of how the
problem affects productivity and the situation
after treatment. It has been shown that this
methodology extracts valid results.12
This approach can be applied across well-being
interventions, using the information to continue
with things that are working well, to stop things that
aren’t, and as an indicator to try something new.
We will eventually see the impact on absenteeism,
employee turnover and retirement fund outcomes;
but we will know much sooner than that if we are
on the right track.

The role of behaviour
Poor financial behaviour plays a significant role
in poor financial outcomes. In addition to an
employee benefit offering that meets the needs of
employees, employers need to focus on promoting

12 Chestnut Global Partners (2017).

and encouraging behaviours that are aligned with
well-being and the objectives of the organisation.
The array of behaviours that support organisational
objectives is vast. They range from complying with
chronic medication to engaging with the employee
benefit programmes, and enabling HR objectives.
Being financially well is related to achieving a vast
array of organisational objectives. Central to almost
every other objective is being financially well. Being
financially well requires a range of steps (described
further below) to be taken by individuals that relate
purely to behaviour elements rather than income
levels or the financial obligations faced.
The good financial behaviour steps include having
a budget, recording expenses against that budget,
having a financial plan and sticking to it, and
making good decisions. It’s also true that some
knowledge, and access to good advice and sound
products, is needed to fuel this behaviour.

Chapter 2

Financial services providers
need to crack the code of how
to motivate employees to get
better outcomes from financial
products and deliver better
workplace outcomes for the
clients they serve. The first
provider to market with a holistic
behavioural-change engine
will reap significant rewards in
terms of happy and financially
well clients, and a robust and
sustainable future market for the
range of products they offer to
meet various needs.

A key to unlocking the problem of changing
behaviour seems to lie in solutions that use the
workplace as a community and use social forces
to good effect. We know there are a number of
programmes out there that have achieved a measure
of success in some aspect of well-being, such as
incentivising physical activity to promote health.
Financial services providers need to crack the code
of how to motivate employees to get better outcomes
from financial products and deliver better workplace
outcomes for the clients they serve. The first provider
to market with a holistic behavioural-change engine
will reap significant rewards in terms of happy and
financially well clients, and a robust and sustainable
future market for the range of products they offer to
meet various needs.
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How do you pay for well-being
initiatives?
One response is that the five shields of
well-being are already being paid for in the form
of productivity. The challenge of quantifying the
impact of well-being initiatives on the workplace,
especially in terms of profitability, means this
response has not been particularly successful at
spurring employers into action. Fortunately, we
have some thoughts on some new funding options.
In addition, by improving EAPs (expanding the
scope, making them more proactive and engaging)
and measuring their effect on productivity,
additional spending may be able to be justified
based on measurable productivity improvements.
Changing the conversation here from one that’s
about utilisation (and, sometimes, clinical
outcomes) to one that’s about the impact of the
programme helps HR and employee benefits
practitioners to motivate for additional investment.
Measuring the impact of this additional investment
provides the opportunity to build a well-being
organisation incrementally over time, in an agile
and responsive way.

A new status quo
The status quo is just that. We can formulate a new
status quo rather than continue with the one we’ve
borrowed from a system within a different context
aimed at meeting different needs from those we
face in our workplaces.
We can act early (and, if necessary, fail) and
measure the productivity impact of everything we
do. By providing employees with tools that allow
them to play an active role in their own well-being,
we create a system that is empowering. Engagement
and responsiveness are reciprocal elements that
involve employees and employers, and form the
cornerstone on which well-being can be built.
It’s about more than having a story of financial
well-being, what it is and why it’s important.
It’s about making changes and doing things
differently, reflecting on the impact and adjusting
our actions accordingly.

We can act early (and, if necessary, fail) and measure the productivity impact of
everything we do. By providing employees with tools that allow them to play an active role
in their own well-being, we create a system that is empowering.
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The impact
of employee
onboarding
on financial
well-being
Next to family bereavement, divorce and new
home purchases, it’s ranked fourth or fifth –
depending on your circumstances – among the
most distressing experiences. Starting a new
job can be taxing for the toughest of us. Yet,
onboarding new employees is a ritually cold,
impersonal transactional affair.
In theory, you’d think the onboarding
process should:
■■ educate new employees about their holistic
benefits package
■■ help them understand, in language they
understand, the current path they are on
■■ show them all the tools and services they have
at their disposal to improve their outcomes
But par for the course for a new employee
onboarding process is that it is administratively
biased rather than centred on well-being.

Riaan
Singh

Problems with the existing
process
Those of us fortunate enough to have had a formal
job are familiar with the recruitment process.
You’re presented with an offer letter indicating
the proposed total cost to company and a short
description of other benefits. In many cases,
details of the medical benefits and risk benefits
are not included in the offer letter. In some cases,
a sample payslip is included, which encourages
the candidate to focus on immediate take-home
pay. Most of the time, no mention is made of the
benefits of preserving retirement savings from the
previous employer.
Your eye flits across the text-laden clauses and
fine print to the bottom line – your net income.
You’re then typically put through an onboarding
process during the first few days at the new
employer. It’s a guided tour of the new work space.
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Then long-winded presentations about various
aspects of company policy. You’ve forgotten
company policy – the do’s and don’ts – by the
end of the speeches. A single presentation slot
is dedicated to explaining employee benefits.
They’re layered with corporate jargon and
convoluted processes. They’re layered with
mystifying corporate jargon and convoluted
processes. As the messengers, HR practitioners
are often reluctant or unable to answer the many
questions asked. Most are also not allowed to
give advice.
Just when you think the worst is over, you’re
accosted by a mound of documents. It’s called
‘paperwork’ in HR speak, even though the
documents are completed online these days. You’re
asked to give the employer information such as:
■■ personal details (including dependant and
beneficiary details and tax information)
■■ family information
■■ bank details
■■ declarations of disability
■■ insurance risk benefit options
■■ levels of retirement contributions
■■ underlying investment portfolios (where
applicable)
■■ selection of medical aid options
■■ decisions about add-on benefits or rewards
programmes, for example Discovery Vitality or
Momentum Multiply
By the end of it, you feel like you’ve given away the
most personal details of your life to an anonymous
party. Still, your consolation is you’re transacting
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your labour value for income security and, hopefully,
financial well-being. Yet, the choices you’re making
are with little or no understanding of their long-term
consequences for your take-home pay. You rely on
HR to help you to complete the paperwork. You’re
none the wiser. You crave advice and validation of
your decisions at this point. HR reluctantly proffers
financial advice – a role they’re not equipped to play.
They either recommend options based on rules of
thumb that may not apply to you or decline to give
you any advice. You’re confused and think that
perhaps you should speak to your financial adviser
before proceeding, but even if you had access to
one, there isn’t time. You’re told the paperwork has
to be completed and the information sent to payroll
for processing. ‘Payroll’ sounds enticing. They’re the
office that releases your monthly income, right? So
you plod along, regardless of lingering doubts. After
some hesitation, you consider opting for the same
choices made by other new employees, regardless
of their different individual situations. The wisdom of
the crowd, in this case, is a lifeboat you cling to.
And so, at the click of a button or tick of a box, you
sign off on your future well-being.
In completing the forms, employees can’t see how
one decision may affect their other benefits or their
holistic situation. For example, their net retirement
contribution and long-term retirement outcome may
be compromised if they increase their insurance
benefits. The process is designed to make things
easy for HR rather than enable employees to
understand the trade-offs of whether paying off
debt now with retirement savings is a better strategy
than transferring those assets to the new job, for
example – and make long-term decisions for their
financial well-being.

POSTCARD: THE IMPACT OF EMPLOYEE ONBOARDING ON FINANCIAL WELL-BEING

By the end of the process, many employees do not
know the full details of their benefits packages and
make decisions based solely on maximising their
monthly take-home pay. It’s no surprise, then, that
when new employees are not properly inducted
into a culture of financial well-being, interventions
afterwards have limited success.

Looking ahead
There is a great opportunity for employers to
reimagine the employee onboarding experience
as one that gives employees a positive perception
of the employer and creates structures that will
systematically improve their financial outcomes.
The goal should not be to construct digitised
versions of the old processes, but rather to push
boundaries and deliver delightful experiences that
could compete with the best of industry practice. A
quick and seamless process of communicating an
employee’s total package and full range of benefits
will resolve the first trade-off – the employee’s
labour value for the employer’s value proposition
– and lay the foundation for well-being trade-offs
along the journey.

Employers should also take on greater
responsibility for helping new employees visualise
and connect to their future selves as part of the
onboarding process. More concrete actions should
be taken to understand where employees are
now, what path they are on and how that path can
be improved by the decisions they make. These
decisions relate to preserving savings, how they
configure their package and what lifelong learning
they enrol for.
By ensuring their employees start on the right
path – rather than focusing on completing all
administration in time – employers can help
improve their employees’ financial well-being.

There is a great opportunity for employers to reimagine the employee onboarding
experience as one that gives employees a positive perception of the employer and
creates structures that will systematically improve their financial outcomes.
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Figure 3.2.6: The status quo

The current onboarding experience – we should do better!

Basic admin and set-up
Basic HR and finance data
collected on new members
for health and safety and
payroll purposes.

Information on the employer
An overview and history of the
organisation, including the mission,
vision, strategy and values or culture.
This is a what-to-expect session.

Introduction
An initial
session to get
the participants
acquainted with
each other.

Overview of the job or role
A deep dive into what can
be expected from the new
team members, including
a description of job profiles
and way of working.
End day 1
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Employee benefits
onboarding:
Traditionally fewer
than two hours
are allocated to an
HR representative
to ‘guide’ members
on choosing
employee benefits.

Performance management
introduction
A significant portion of the
session is spent on the formal
(and informal) performance
management systems in place
and is accompanied by basic tips
and tricks on how to succeed.

End day 2
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A WORKPLACE WHERE EMPLOYEES CAN THRIVE
There is a strong correlation between emotional well-being in the workplace and the company
bottom line. Yet, many employers are still to come to grips with the value of emotionally healthy
employees. There’s much that can be done before emotional issues become a problem in
the workplace. None of these interventions requires significant investments on the part of the
employer. And any spending upfront will be more than compensated for by the benefits of
forestalling costly interventions further down the line. This chapter explores the disconnect
between work and life, and some interventions to create a healthy environment to manage
emotions in the workplace.
Anne Cabot-Alletzhauser
Alexander Forbes

Malcolm Ray
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For a time, it looked as if the cultural norm of
keeping set hours and collecting a regular pay
cheque from a single employer was back after
decades of deregulated labour markets and
flexible labour regimes in certain advanced
industrial economies. In a classic paper published
in 1937 entitled The nature of the firm,an
economist named Ronald Coase stepped back and
asked a very basic question about why companies
exist, in order to deal with the niggling question
of production costs.1 The answer was that it was
cheaper to perform many functions within a
company rather than going to the market every
time something needed to be done. Companies
wanted to avoid finding an outside provider for
every function, as this required the processing
a multitude of contracts and transactions – all

processes that were difficult in Coase’s age of
limited technology and sluggish communication.
Keeping functions in-house avoided what he
termed ‘transaction costs’.
Coase had a point in another sense. What all this
meant was that employees would spend a large
part of their lives within the physical confines of
the workplace. Starting with Adam Smith’s famous
example of a pin factory, the efficient, mechanised
production regime that emerged during the
Industrial Revolution depended on standardising
not only machinery and work processes, but also
the way labour was deployed. Long hours and
six- or seven-day work weeks were commonplace
as most factory owners sought to keep assembly
lines humming and maximise output.

1 Coase, R. 1937. The nature of the firm, Economica, New Series, Volume 4, Issue 16 (November 1937), pp. 386–405 (online).
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In 1926, Henry Ford’s Ford Motor Company
adopted a regular five-day, 44-hour-a-week
production regime for its factory workers. Ford
himself was quoted as saying, ‘It is high time to rid
ourselves of the notion that leisure for workmen is
either lost time or a class privilege.’2 But he was
also following a business instinct: Ford guessed
correctly that well-rested, emotionally content
employees would be more productive and their
newfound leisure time would boost consumption
across the economy.
Then came the real test of Coase’s question:
in 1989, an Irish author named Charles Handy
observed an emerging economic trend at a time
when the global economy was on the cusp of
what would become one of the most dramatic
makeovers since Ford’s mass assembly line.
Many large corporations were undergoing
fundamental structural changes. They began
spinning off non-core functions that were once
managed internally, turning over their operations
and the jobs associated with them to vendors and
sub-contractors. This altered the nature of the
employment arrangement for the workers involved.
It created a class of individual workers with greater
autonomy, flexibility and control of their lives.
It also renewed the debate on the divide between
work and life, and whether there were lessons to
be learned from the productivity of autonomous,
emotionally content workers.
These days, a confluence of external pressures from
family and friends, financial stresses and internal
workplace pressures to work longer and harder has
brought Handy’s observations into sharper focus.

The world of work is changing – structurally and
technologically. The divide between work and
home is once again being eroded as technological
innovations disrupt traditional paradigms.
In his business management classic, The Age
of Unreason, Handy called it the ‘portfolio life’,
a reference to the unbundling of work and life
into work-life.3
Alongside this has emerged a general appreciation
among employers that creating the right workplace
environment to stimulate employee engagement
and commitment has tangible benefits not just to
employees but to the bottom line.

Chapter 3

The world of work is
changing – structurally and
technologically. The divide
between work and home is
once again being eroded as
technological innovations
disrupt traditional paradigms.
In his business management
classic, The Age of Unreason,
Handy called it the ‘portfolio
life’, a reference to the
unbundling of work and life
into work-life.

The big picture: work and life
To argue that work and life are two separate
entities is to minimise the significance of more
than a third of your waking life and more than half
your working life.
We have come to think of the workplace as a place
where people go to earn that much-needed income
for day-to-day survival.
We even talk about work–life balance as though
there is some nice, neat dividing line between
this world of work and our actual lives. There’s a
fundamental flaw to this line of thinking, though.
Figure 3.3.1 shows the median number of
hours worked each week by employees in the
non-agricultural sector. The average is 44 hours a
week, with employees in mining, trade, transport
and finance working more hours than the national
average. Those in transport work the longest,
at 48 hours a week.

2 Ford, H. (Undated.) Why I favour a five day work week with six days’ pay. Wikisource (online).
3 Handy, C, 1990. The Age of Unreason, Harvard Business School Press, Boston, pp. 183–4 (book).
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Figure 3.3.1: Median hours of work each week in the non-agricultural formal sector
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Source: Statistics South Africa4

Fresh data from Statistics South Africa shows
that, on average, 44 hours are worked a week,
1 571.42 hours a year (assuming 250 working
days in a year for South Africa), and 73 857 hours
over a lifetime (assuming a full adult working life
from 18 to 65).
As a percentage of your life, 44 hours a week
spent working is equivalent to:
■■ 11% of your total time over 76 years of life
■■ 16.8% of your total time over 47 years of
working
■■ 16.6% of your total waking hours over 76 years,
assuming eight hours of sleep a night
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4 Statistics South Africa. 2016. Quarterly Employment Statistics, June 2016 (online).

■■ 26.9% of your total waking hours over 47 years,
assuming eight hours of sleep a night
■■ 55% of your total waking hours during any given
working day
Culturally, we're beginning to accept that people
aren't wired to work long hours without leaving the
stresses of their lives at the workplace door. Some
of the exceptional companies of today understand
this. Many employers in South Africa recognise
that physical health enhances productivity.
And, thanks to the efforts of the financial
services industry, solutions that focus on financial
well-being are also getting a bit of traction.
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Two areas employers have tended to overlook are
their employees’ emotional well-being and social
well-being.
The vast majority of employers are only just
beginning to realise that how they shape the work
environment for their employees makes a massive
impact on the effectiveness, productivity and
resilience of those employees – in essence, it is the
foundation for much of employees’ well-being.
In a life portfolio, our work reflects life. The days
of employees as commodified appendages to the
mechanised assembly line are gone. Diversifying
your interests, and establishing your identity
and individuality will make you a more wellrounded person and set you up for success in this
new economy. The ability we have right now to
deliberately design our lives and realities is greater
than at any time in history.
In South Africa, the workplace and the employer
take on an even more critical role. Because the
workplace is the most consistent meeting point
for South Africans of all backgrounds, it can help
shape the discourse and interaction between
them. If social cohesion plays such a vital role in
mobilising people to work for the betterment of the
group and not just for self-interest, then there is no
better environment for stimulating its growth than
the place of work.
Employee assistance programmes (EAPs) were
introduced to address some of these missing
elements. But, as we argue in Part 3: Chapter 2,
until we can link all the components of employee
well-being – social, emotional, physical and
financial – efforts by employers in these areas
will be reduced to tick-box exercises, with little
visible impact on individuals and their families,
the employer and corporate, or broader society.

In completing the circle for employee well-being,
we need to take a deep dive into its emotional and
social aspects, which is the focus of this chapter.
Here, we try to bring some order and clarity to what
is currently a complex discussion.
The question is not whether employers should start
building holistic work–life environments that solve
for emotional problems, but how.

A roadmap to creating a
workplace where people can thrive
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The vast majority of employers
are only just beginning to
realise that how they shape
the work environment for their
employees makes a massive
impact on the effectiveness,
productivity and resilience of
those employees – in essence,
it is the foundation for much of
employees’ well-being.

Sometimes the best way to stop a problem from
flaring is to prevent it from occurring in the
first place. The last 20 years have shown that
preventative measures in the workplace can
significantly reduce costs further ‘downstream’.
This applies to health maintenance, wealth
creation, risk management or having a safe
and healthy way to manage emotions. Our best
advantage is a pre-emptive environment that allows
us to identify when trouble might be brewing and
provide employees with techniques that will allow
them to defuse problematic situations.

How do we tackle this
fundamental – and
multidimensional – topic?
For starters, we need to address a whole
ecosystem of factors that contribute to an
employee’s emotional and social well-being in
the workplace. Some of these factors may be a
function of actions that employers have simply
failed to implement effectively. Others may be a
function of something the employer simply hasn’t
considered. Figure 3.3.2 attempts to capture how
diverse this ecosystem actually is.
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Figure 3.3.2: How the workplace affects an employee’s mental health
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Source: Mercer Marsh Benefits5

246

5 Mercer Marsh Benefits. Turning Proactivity on Mental Health into Productivity, Asia Employee Health & Benefits.

Pre-existing medical
conditions
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Ask yourself these questions:
■■ Where do you go in your workplace if you just
need to cry?
■■ Whom do you turn to when you feel so angry
you might do something you will regret if you
can’t release the tension?
■■ What do you do when you feel that if you could
just lie down for a few minutes, you could easily
get that ‘second wind’ to work?
■■ What do you do when you’re so worried about
who’s going to pick up your sick child from
school that you can’t focus?
■■ And when you know you could get that big
project done if you could just find some peace
and quiet somewhere…what then?
If you’ve had any of these thoughts or experiences
at some point in your working life, we’ve proved an
important point: you are human.
These are real-life situations that can affect any of us
at any time in the workplace. They don’t necessarily
suggest that the person experiencing them is
mentally ill or suffering from a debilitating condition.
But the fact that we may find it difficult to answer
some of these questions provides an important
insight: workplaces don’t always accommodate the
fact that we are all, indeed, human.
Let’s start with what gets recognised least, much
less measured at all. What we may have missed in
our discussions about productivity, absenteeism
and presenteeism is that it’s often the small,

day-to-day interruptions to life that contribute most
to productivity slippages. These are the factors
we have captured in the innermost circle in our
infographic (Figure 3.3.2). They include short-term
disturbances that could crop up at any time in
everyday life, such as:
■■ hangovers
■■ partner problems
■■ affairs of the heart
■■ colleague problems
■■ family problems
■■ basic life admin problems
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These are real-life situations
that can affect any of us at any
time in the workplace. They
don’t necessarily suggest that
the person experiencing them
is mentally ill or suffering from
a debilitating condition. But
the fact that we may find it
difficult to answer some of these
questions provides an important
insight: workplaces don’t always
accommodate the fact that we
are all, indeed, human.

■■ inadequate sleep
■■ inadequate nutrition
■■ hormonal fluctuations
■■ overeating
■■ blood sugar fluctuations
None of these seemingly trivial intrusions would
seem worthy of a special course of treatment.
Their impact tends to be short-lived and occurs
at all levels of employment. But their impact on
productivity is real.
To date, employers have not been able to do
much about these daily interruptions. But a
range of important insights and technologies are
emerging that could have a dramatic impact on
our ability to assist employees with managing these
productivity sappers.
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Picard argues that cellphone
technology could provide us
with a monitoring capability
that forewarns us about ‘the
gathering storms’.7 From this
point, it’s then simply a matter of
either sending mood stabilising
interventions to the person
to administer themselves, or
alerting medical professionals
that a more serious intervention
may be required.

1. Emotional management by pre-emptive
strike: how we can use technology

If this all seems a bit futuristic, consider this
attention-grabbing headline:

Prof Rosalind Picard, founder and director of
the Affective Computing Research Group at the
Massachusetts Institute of Technology (MIT),
has a wonderful way of describing what we are
dealing with:

China is monitoring employees’ brain waves
and emotions – and the technology boosted one
company’s profits by $315 million9

I’ve always found emotion like weather. You
can measure the rainfall, you can measure
the barometric pressure, you can measure
the temperature and humidity. Every now and
then, a particular set gets a special name
like a hurricane, much like you can have
a special state called anger or depression.
But underneath the anger or the depression
are lots of continuously changing things in
our body that change with stress, with social
change, with physical activity, with novelty,
with what you eat and how you sleep. As we
start to make it easy for those things to be
measured, we start to make it possible to
build the equivalent of meteorological models
that forecast the weather.6
Picard argues that cellphone technology could
provide us with a monitoring capability that
forewarns us about ‘the gathering storms’.7 From
this point, it’s then simply a matter of either
sending mood stabilising interventions to the
person to administer themselves, or alerting
medical professionals that a more serious
intervention may be required. The objective here
is to keep the individual resilient and stable before
the company itself must intervene; we may not be
able to change the weather but it’s possible we can
change our emotional forecast.8
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The Chinese believe that their emotional
surveillance technology has evolved to such a
sufficiently reliable level that they can now start
rolling it out across the country: in factories,
state-owned enterprises and the military. This
technology appears to be able to identify the
point at which an individual’s mood has shifted
dramatically enough to warrant such interventions
as a change in break times or a change in the
employee’s task, or taking a mindfulness or tai chi
break. It might even suggest that it’s best to send
the employee home.10
Chinese companies are already declaring that this
form of monitoring is having a significant impact
on their bottom line. According to a South China
Post report, the State Grid Zhejiang Electric Power
in the southeast city of Hangzhou saw its company
profits jump by $315 million since the technology
was introduced to its 40 000 employees in 2015.11
The report states, ‘More than a dozen businesses
and China’s military have used a different
programme, developed by the government-funded
brain surveillance project Neuro Cap, based out of
Ningbo University.’12
But if the thought of making all your employees wear
emotion-monitoring devices seems a bit draconian,
there are far less invasive ways to provide this sort of
assistance. The number of cellphone apps currently
available is expanding rapidly.

6, 7, 8: Waters. R. 2018. How your phone can keep you from getting depressed, Neo.Life, 8 March 2018 (online).
9, 10, 11, 12: C
 han, TF. 2018. China is monitoring employees’ brain waves and emotions – and the technology boosted one company’s profits by $315 million, Business Insider South Africa, 1 May
2018 (online).
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Figure 3.3.3: A selection of apps for connecting people to counselling and other personalised interventions

Help in your pocket
A wide range of apps and services lets you quickly connect with counselling and other personalised
interventions. Some offerings that are available or in development are:

Crisis Text Line
Counselling for
anyone in crisis

Ginger.io
Employer-sponsored
mental health coaching

Happify
Activities and games
designed to increase
happiness
Lantern
Coaching and daily
exercises based on cognitive
behavioural therapy
Mindshift
Guidance for teens and
young adults with anxiety,
produced by a charity
called AnxietyBC

Pacifica
Tools for managing stress,
anxiety and depression
Pear Therapeutics
Plans to roll out ‘digital
therapeutics’ that would be
prescribed for addiction,
schizophrenia and post-traumatic
stress disorder (PTSD)
PTSD Coach
Tool and guidance for PTSD,
from the US Department of
Veterans Affairs

7 Cups
Text-based counselling

Talkspace
Online therapy sessions

Source: Waters13

13 Waters (2018).
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Technology has gone a long
way to enabling the workplace
to address the full gamut
of issues that may affect
employees’ stress levels. It
can start by simply helping
us manage the most trivial of
day-to-day disturbances. More
importantly, though, it can
suggest when it’s time to get
professionals involved. And
then, it can take us face-to-face
to those professionals.

The aim is to give employees access to these preemptive facilities in a way that keeps costs to an
absolute minimum and allows employees to have
as much privacy as they wish.
Charlotte Stix, in a set of articles on mental
health for the World Economic Forum, has
argued that artificial intelligence (AI) can be
a boon to companies looking for lower-cost
solutions for employees to manage their emotional
well-being. She identifies three specific benefits:
early detection, easy accessibility and lowered fear
of stigma.14
Benefits of using AI as a pre-emptive measure
include:
■■ Early detection: Traditional ways of monitoring
mental health rely on observation and
self-reporting. But what about monitoring
phone calls to detect crucial changes? IBM’s
Computational Psychiatry has been particularly
successful in using coherence of speech and
ideas as predictive indicators of psychosis to
provide all-important signals.15
■■ Providing broader reach: In South Africa, there
are 0.03 psychiatrists for every 100 000 people
in our public rural primary healthcare sector.16
Compared with The World Health Organization
(WHO) recommendation of 2.5 hospital beds
for every 1 000 people and 230 core health
workers (doctors and nurses) for every
100 000 people, South Africa has a relatively
low level of availability, with 1.9 public hospital
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14, 15: S
 tix, C. 2018. 3 Ways AI Could Help Our Mental Health, World Economic Forum, 5 March
2018 (online).
16 D
 e Kock, JH & Pillay, BJ. 2017. A situation analysis of psychiatrists in South Africa’s rural
primary healthcare settings, African Journal of Primary Health Care & Family Medicine,
Volume 9, Issue 1: p. 1335 (online).

beds for every 1 000 people who depend
on in-patient services in public hospitals
(non-medical scheme members).17 However,
our core health worker levels in the public sector
exceed the WHO recommendation, at 339
nurses and doctors for every 100 000 people,
although these levels are lower than the average
in upper-middle-income countries (503 for every
100 000 people).18
■■ Tailoring interventions to the needs of the
user and providing access to a variety of
treatments: AI lowers barriers to access to
advice, services and personalised treatment.
■■ Lowered fears of stigma: Chatbots have a
distinct advantage in that they don’t tire of a
long conversation, are always available and
are perceived as being non-judgemental. This
allows for anonymous self-expression.19

Jargon buster
Chatbot: a computer program designed to
simulate conversation with human users,
especially over the internet20
In summary, technology has gone a long way
to enabling the workplace to address the full
gamut of issues that may affect employees’ stress
levels. It can start by simply helping us manage
the most trivial of day-to-day disturbances. More
importantly, though, it can suggest when it’s time to
get professionals involved. And then, it can take us
face-to-face to those professionals.

17, 18: McIntyre, D & Ataguba, J. 2017. Access to Quality Health Care in South Africa: Is
the Heath Care Sector Contributing to Addressing the Inequality Challenge? Report to
Parliament, Health Economics Unit, University of Cape Town (online).
19 Stix (2018).
20 OED Online. 2018. ‘chatbot, n’, 24 June 2018, Oxford University Press (online).
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Figure 3.3.4: Innovations in addressing emotional well-being
Resiliency or
stress management

Self-guided
therapy

Digital
messaging

Teletherapy

In-person
or steerage

Highlights

Simple self-help tools
that help members
build skills to cope
with stress

Provides easy access
to interventions on
demand; may have
light coaching

On-demand messaging
with coach or
behavioural health
specialist

Improves access to
licensed behavioural
health professionals
by using traditional
telemedicine channels

Helps guide members
to higher quality
physicians to improve
the level of care
received

Pros

Simple engagement
mechanisms through
promotion of brain
training

Low barrier to entry for
members struggling
with behavioural health
challenges

Provides members with
access to interventions
in an anonymous
environment

Removes barriers
to seeking care by
allowing member to
speak to therapists on
their own time

Helps guide
members through
complex behavioural
health systems and
facilitates appointment
scheduling

Cons

Requires continued
engagement to reap
preventative effects

Limited in scope of
conditions that each
company can treat

Diagnosis of serious
mental illness isn’t
possible without a
clinician on the back
end – potential for
improper treatment

Limited ability to
establish a true
long-term memberand-therapist
relationship

Limited provider quality
data available, calling
into question the ability
to steer members to
quality professionals

Source: Mercer Marsh Benefits21

21 Mercer Marsh Benefits. Turning Proactivity on Mental Health into Productivity, Asia Employee Health & Benefits.
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2. Workplace facilitation of the human touch
In Benefits Barometer 2015 we
described in detail how BMW in
South Africa employed on-site
counsellors to manage a broad
range of employee social and
psychological issues.

Technology may not always be the most effective
solution. Some emotional problems simply require
a human touch. But companies can go significantly
further than what’s currently offered to employees
through their EAPs. For example, in Benefits
Barometer 2015 we described in detail how BMW
in South Africa employed on-site counsellors to
manage a broad range of employee social and
psychological issues, from HIV Aids counselling to
family counselling and financial crisis counselling.
These days, such counselling services can be
made available to employees over Skype links to
designated counsellors, enabling the company to
contain costs while allowing the employee to get
counselling when they need it, and without taking
significant amounts of time off work.
Another powerful workplace resource that is highly
underused is the workplace self-help group. We
have been experimenting with the concept of
workplace stokvels in companies where employers
have introduced emergency savings funds. The
idea here is for employees to support one another
with financial management options that give them
alternatives to accessing their emergency savings
in times of financial need. Another example is a
financial self-help group that deals specifically with
the tricky aspects of family dynamics that often
come into play around financial issues. Group
members support each other by sharing their
stories and experiences.
3. Subtle but significant: how to take a break
Another way to help employees keep stress
under control is to simply pay greater attention
to ergonomic solutions. Ergonomics is the study
of people’s efficiency in their work environment.
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What we’ve learned from this area of research is
that productivity actually increases (because stress
decreases) when there are:
■■ quiet rooms where employees can hold private
conversations, either one-on-one or on the phone
■■ sleep or nap areas where employees can
recharge their batteries
■■ games or sports areas where employees can
blow off steam
■■ spaces for people to illustrate their thinking, not
just talk about it (for example, rooms with smart
walls or whiteboards)
■■ workspaces that allow employees to work on
large-scale, ongoing collaborative projects
without having to dismantle their thought work
each day
4. Flexing the way you need it
Workplace flexibility is one of the most important
factors in helping employees manage stress that
may be coming from outside the workplace. A
work policy that genuinely allows work-hour or
workplace flexibility across the whole company
could have a surprisingly powerful multiplier effect
on managing workplace stress, simply because it
allows employees to deal with:
■■ family administration challenges
■■ healthcare or long-term care obligations to a
significant other
■■ children’s school demands
■■ general life chaos
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5. Making sure the work environment works
More ergonomics here. According to a Harvard
Business Review study, the rush to implement open
office spaces may not be producing the results
hoped for. For a number of companies, the stated
intent is that by ‘encouraging cross-functional
collaboration, enhancing exposure to different
kinds of expertise, and accelerating creativity
and innovation’,22 these open-plan configurations
should prove to be a magnet for talent. Often, these
exercises mask a more basic desire to simply reduce
overhead costs, and when employees internalise
that reality, the strategy may backfire. An important
insight from the study is that employee acceptance
may have more to do with how people identify with
the space than the space itself.23
To maximise an employer’s chances that their
employees do identify with the new layout, the
study suggests the following three strategies:

■■ Consider whether additional resources need to
be added to this new configuration to get the
job done: proper strategy rooms, wall space for
plotting projects, adequate private spaces for
sensitive conversations, and so on.
■■ Encourage workers to adapt the space to their
needs and give them leeway to personalise it.
Bottom line: ‘When leaders communicate the
value of the space beforehand, proactively help
workers acclimate, and give employees leeway to
adapt the space, organisations are much more
likely to reap the benefits of the investment in
redesigned workspaces.’24
Now we turn to slightly more familiar ground in
engaging with mental health in the workplace:
the realm of the regulatory framework, where
employers and employees need to understand
their reciprocal obligations.

■■ Employees first need to understand ‘the why’.
How does the new configuration relate to a vision
of work that the employer believes will be most
effective for executing the corporate strategy?
22, 23, 24: Pearce, B & Hinds, P. 2018. How to make sure people won’t hate your new open office plan, Harvard Business Review, 11 January 2018 (online).
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Mental disorders result in massive amounts of lost productivity each year. While many
employers are developing policies to support a healthy workforce, there is no shared vision for
mental health in the workplace. In South Africa, the challenge extends to the mental impact
of socio-economic legacy issues such as gender, race and social inequalities. This chapter
examines the extent of the problem and some interventions to resolve it.
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A statistical snapshot
The statistics appear to be telling the story –
although even these may be grossly
under-reported. The World Health Organization
estimates that by 2030 depression will become
our most burdensome illness, more than cancer,
diabetes and chronic respiratory diseases
combined.1 The World Economic Forum estimates
that mental disorders result in lost productivity
of $1 trillion each year.2 Statistics from the World
Federation for Mental Health show that an average
of 36 work days are lost for each episode and
more than 10% of working people have taken time
off for depression.3 But as far as South Africa is
concerned (Life Esidimeni aside), we really don’t
have useful statistics on the cost of not managing
our mental health more effectively.
For example, our own experience in Alexander
Forbes Health Management Solutions suggests that
35% of all temporary-incapacity leave applications
from our sample of corporate clients are due to
mental and behavioural issues. Or we can look
at the experience of a few of our larger clients
and report that out of the extended sick leave

applications received, 25% were due to mental
and behavioural disorders, and the average time off
requested was 18 days. While this data suggests
these trends have been increasing over the last five
years, it’s hard to know why: better record-keeping,
a greater acceptance of ‘emotional problems’ as a
viable excuse for absenteeism, or a genuine decline
in the mental well-being of South Africans are all
potential reasons.4
Even if someone is assessed as being relatively
mentally healthy, minor day-to-day fluctuations
might be at the heart of what accounts for much of
the presenteeism we see in the workplace.
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The World Economic Forum
estimates that mental disorders
result in lost productivity of
$1 trillion each year. Statistics
from the World Federation for
Mental Health show that an
average of 36 work days are lost
for each episode and more than
10% of working people have
taken time off for depression.

Consider the distracted employee who, for a few
frantic, hopeful weeks, spends more time in the
office on a dating app than working on the minutes
of a board meeting. Certainly no one at this point
is keeping track of this slippage in productivity, but
it’s real – and there are ways that corporates can
be more supportive in helping employees manage
these temporary emotional overloads.
The blocks in Figure 3.4.1 present, as best as we
can guess, what some of the statistics look like for
South Africa.

Defining the problem
Figure 3.4.1: Mental health and productivity in South Africa
Government spends only 5% of the health
budget on mental health – but mental
health costs the economy up to six times
the cost of its treatment.

Loss of earnings from depression is
estimated at R54 121 an adult a year,
a total of R40 billion (or 2.2%) of the
country’s gross domestic product.

From our sample of clients in South
Africa, 35% of all temporary-incapacity
leave applications are for mental and
behavioural issues.

The cost of lost productivity from depression
is more than 1.5 times the total budget for
social protection in South Africa.

The South African Association of Social
Workers in Private Practice estimates that
50% of workplace accidents are related to
substance abuse. This can cost 25% of a
person’s wages.

Estimates are that as many as 25.6% of
South African employees will be diagnosed
with depression over their course of
employment. Only 15% to 25% will seek
and receive help.

Source: Independent Online5
1, 2, 3 World Federation for Mental Health (WFMH). 2017. Mental Health in the Workplace (online).
4S
 achs, M. 2017. Mental Health in the Workplace, Health Management Solutions, Alexander Forbes (online).
5 Independent Online (IOL). 2017. Mental health a serious issue in South Africa, Independent Online, 21 July 2017 (online).
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A mental disorder refers to a
range of conditions that ‘affect
mood, thinking and behaviour
and interrupt functioning such
that an individual can
no longer cope with the normal
stresses of life, love, play,
work productively and make a
contribution to community’.

Several things have made it difficult for companies
to get a clear handle on the mental well-being of
their employees.

Definitions here matter – but they can become
conflated.

The WHO defines this as the response people may
have when presented with demands and pressures
that are not matched to their abilities. This leads
to an inability to cope, especially when employees
feel they have little support from supervisors or
little control over work processes.8

Mental health

Mental disorder

The World Health Organization (WHO) defines
mental health as a state of well-being in which
every individual:

A mental disorder refers to a range of conditions
that ‘affect mood, thinking and behaviour and
interrupt functioning such that an individual can
no longer cope with the normal stresses of
life, love, play, work productively and make a
contribution to community’.9

1. Do we even know what constitutes mental
health?

■■ realises their potential
■■ can cope with the normal stresses of life
■■ can work productively and fruitfully
■■ can contribute to their community

6

Mental well-being
UK-based charity MIND states that mental
well-being refers to how well you can operate day
to day with or without the presence of a mental
illness. The criteria it uses to define good mental
well-being are an ability to:
■■ feel relatively confident in ourselves and have
positive self-esteem
■■ feel and express a range of emotions
■■ build and maintain good relationships with others
■■ feel engaged with the world around us
■■ live and work productively
■■ cope with the stresses of everyday life, including
work-related stress
■■ adapt and manage in times of change and
uncertainty7

258

Work-related stress

When employers consider how to approach the
question of employee mental well-being, they tend
to do so in the context of absenteeism or medical
aid claims. The definitions with the greatest
relevance here are:
Acute mental illness: characterised by significant
and distressing symptoms of a mental illness and
requiring immediate treatment. This may be the
person’s first experience of mental illness, or a
repeat episode or the worsening of symptoms of an
often continuing mental illness.
Chronic mental illness: a condition or disease that
is persistent or otherwise long-lasting in its effects,
or a disease that comes with time. The term
‘chronic’ is often applied when the course of the
disease lasts for more than three months.10
Just how useful are these definitions? More
importantly, how accurate is our data in relation
to them?

6 World Health Organization (WHO). 2014. Fact files: Mental health: a state of well-being, updated August 2014 (online).
7 Deloitte Centre for Health Solutions. 2017. At a Tipping Point? Workplace Mental Health and Well-being, March 2017 (online).
8 World Health Organization (WHO). 2018. Occupational health: stress at the workplace – some simple questions and answers, 5 July 2018 (online).
9 IOL (2017).
10 Government of Malta health website, hospital services page (www. health.gov.mt), 26 July 2018.
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2. Under-reporting makes it very difficult to
understand the extent of the problem in
the workplace.
Under-reporting is often a function of both the
stigma attached to mental health issues and
the fact that there’s little understanding in the
workplace of what constitutes a mental health
issue. As a result, reporting on these issues in
the workplace is much lower than on other health
conditions. It’s quite likely that a mental health
issue is simply categorised as another health issue.
Under-reporting also exacerbates our ability
to estimate the cost to the employer of not
dealing with mental well-being. The issue around

under-reporting is not only the stigma attached to
mental illness but also how a company monitors
the use of sick leave and applying for leave once
sick leave has been taken. Many companies do
not have systems in place to record sick leave
accurately or get managers to check if it has been
reported. In addition, the law states that doctors
do not have to disclose the medical condition on a
‘sick note’, so there’s no indication of whether the
leave is a result of mental illness. Employees also
do not have to submit a sick note for taking just a
couple of days’ sick leave. All these factors lead
to under-reporting.
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Many companies do not have
systems in place to record
sick leave accurately or get
managers to check if it has
been reported. In addition, the
law states that doctors do not
have to disclose the medical
condition on a ‘sick note’, so
there’s no indication of whether
the leave is a result of mental
illness. Employees also do not
have to submit a sick note for
taking just a couple of days’
sick leave. All these factors lead
to under-reporting.

Figure 3.4.2: Presentation of mental health issues over time (2013 to 2017)
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Studies suggest that workplace
interventions or proactive
measures could save
companies up to 30% costs to
the employer. But uncertainty
about the true nature of the
costs has the knock-on effect of
limiting our ability to measure
the impact of workplace
interventions by employers.

3. While we have a clear sense that the costs
of treating mental health are increasing,
we aren’t clear on what that increase
actually means.
Allan Sweidan, CEO of the Akeso Clinic Group,
makes this point:
[…] the real conundrum is that, while
every healthcare system is looking for
the highest quality of care at the lowest
cost, with psychiatry we are dealing with a
more complex dynamic. Nobody has yet
comprehensively defined what outcomes
should determine quality, and no system has
yet defined what costs should be incurred in
the achievement of desired outcomes.11

4. Finally, we don’t really have a clear picture of
the cost of mental health issues to the state
and society at large.
What we do know is that people with mental
health problems use significantly more unplanned
hospital care for physical health needs than the
general population. A UK study, for example,
showed a 3.6-times higher rate of potentially
avoidable emergency admissions.13
Some factors to consider to ascertain the full
breadth of that cost would be:
■■ the cost of disability benefits
■■ the cost of absenteeism

Unlike other, more easily measurable, areas of
medicine, psychiatry still has a long way to go.

■■ the cost of lost productivity hours

But while we may have an inaccurate notion of
the actual cost of mental health problems in the
workplace, studies in the UK and US suggest
that the split in costs to the employer works out to
something in the order of:

■■ the cost burden to the public-health sector

■■ 10% for the cost of replacing employees
■■ 30% for sickness absence
■■ 60% for reduced productivity at work12
These studies suggest that workplace interventions
or proactive measures could save companies up
to 30% of these costs. But uncertainty about the
true nature of the costs has the knock-on effect
of limiting our ability to measure the impact of
workplace interventions by employers.
What we do know is that these studies don’t
calculate the personal costs to families in the form
of family breakdowns, loss of income or debt.
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Add these into the equation and the picture could
be considerably more concerning.

11 IOL (2017).
12, 13: Deloitte Centre for Health Solutions (2017).
14 Ismail, A. 2017. REVEALED: The mental illnesses costing SA billions, News24, 26 July 2017 (online).

■■ the cost of training locums or temporary staff
■■ the cost of longevity in employment
■■ the compounding health problems that mood
disorders such as depression can have on
non-contagious lifestyle diseases such as
diabetes, cardiovascular disease and other
long-term conditions
Discovery Health has been helpful in providing
these statistics:14
■■ Mental health spend increased by 87% from
2011 to 2016, reaching R2 billion in 2016.
■■ In-hospital costs relating to mental health
treatment totalled R773 million over the
five years, compared to R1.283 million in
out-of-hospital costs.

PART 3

MENTAL HEALTH IN THE WORKPLACE

■■ Depression contributed over 40% to the
financial burden in mental health.
Other conditions include attention deficit and
hyperactivity disorder, parasomnia (sleep
disorder), anxiety disorder, non-specific
neuroses and bipolar mood disorder.
■■ In-hospital expenditure as a proportion of total
mental health spend increased by 113% from
2011 to 2016. This increase is also attributed to
an increase in the number of psychiatric beds
available in hospitals.15

5. Regardless of all these neat definitions, our
mental states are in a constant state of flux.
It’s often hard to know exactly where someone is
on the continuum at any point in time. We can see
evidence of behavioural change, but at what point
do these tiny ‘unravellings’ suggest that something
more serious is brewing? Consider Table 3.4.1. We
may be able to pick up one or two warning signs
but connecting the dots to get a full measure of
the problem may well be beyond the skill set of a
colleague or manager.

Chapter 4

Depression contributed over 40%
to the financial burden in mental
health. Other conditions include
attention deficit and hyperactivity
disorder, parasomnia (sleep
disorder), anxiety disorder,
non-specific neuroses and
bipolar mood disorder.

Table 3.4.1: How depression manifests in the workplace
What depression feels like

How it looks to co-workers

Deep feelings of sadness

Withdrawal from team; isolates oneself

Loss of interest in work or social activities

Indifference

Difficulty concentrating; slowed thoughts

Putting things off; missed deadlines; accidents

Forgetfulness

Seems ‘scattered’ or absent-minded

Trouble making decisions

Procrastination; indecisiveness; slowed productivity

Trouble sleeping, or sleeping too much

Late to work; afternoon fatigue; accidents

Feelings of worthlessness or inappropriate guilt

Unsure of abilities; lack of confidence

Energy loss and increased fatigue

Low motivation; detached

Irritability, anger or tearfulness

Inappropriate reactions; strained relationships

Weight or appetite changes

Change in appearance

Source: World Federation of Mental Health16

15 Ismael (2017).
16 WFMH (2017).
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The challenge employees face
with mental health issues in the
workplace is that South African
employers simply do not see it
as a priority – or at least one that
warrants proactive measures.
Most employers believe
their employee assistance
programmes (EAPs) and
whatever assistance employees
might get through their medical
aid schemes will provide
whatever support is needed.

More problematic is that most colleagues may well
feel this is not their business or responsibility.
6. What this all boils down to is that, for the
most part, companies simply do not have any
formal way of engaging with employees when
mental health becomes a factor.
Perhaps of greatest concern is, at best, that the
mental health policy for South Africa is unclear.

In summary, the challenge employees face with
mental health issues in the workplace is that South
African employers simply do not see it as a priority
– or at least one that warrants proactive measures.
Most employers believe their employee assistance
programmes (EAPs) and whatever assistance
employees might get through their medical aid
schemes will provide whatever support is needed.

Figure 3.4.3: Current approach to mental health: ticking the box

Implementation of employee
assistance programme (EAP)
Utilisation is typically 2% to 5%. However,
in some countries, like Australia, Japan and
Korea, this can be as high as 10%.
How can you do more with your EAP provider
to support a cohesive mental health ecosystem?

Medical insurance
Companies look to provide medical coverage
for outpatient (counselling) and inpatient costs
(psychiatric hospitals).

Source: Mercer Marsh Benefits17
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If the employer gets involved
at all, it’s generally because
some workplace incident has
demanded a company-wide
response. This is not meant
to be a harsh criticism of
employers. In reality, there’s
very little insight into what
would be best practice. And for
companies that do try to seek
assistance, there is little to go on
to determine how well such an
investment would pay off.
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18 Deloitte Centre for Health Solutions (2017).

If the employer gets involved at all, it’s generally
because some workplace incident has demanded
a company-wide response. This is not meant to be
a harsh criticism of employers. In reality, there’s
very little insight into what would be best practice.
And for companies that do try to seek assistance,
there is little to go on to determine how well such
an investment would pay off.
Deloitte’s UK study on workplace mental health
sums up the problem best when it says that our
efforts to provide effective support for employees
are a function of:18
■■ a failure to see mental health and well-being as
a priority

■■ policies that are reactive and driven by
employee events or experience, rather than
being proactive and preventative
■■ limited insight into current performance
(including recruitment, retention and
presenteeism)
■■ inability to measure return on investment
■■ limited collective knowledge on best practice
We believe that, collectively, we can do better.
This is what our next segment sets out to address.
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Developing better answers
We start here with a plea directly from the 2017
report of the World Federation for Mental Health
(WFMH):19
One in four adults will experience mental health
difficulties, yet prejudice and discrimination
are significant barriers that deprive people of
their dignity. To make dignity in mental health a
reality requires every member of society to work
together. It requires action in the community
and, importantly, in the workplace.
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Figure 3.4.4: Creating an ecosystem to support delivery
Insurer
Healthcare
providers

Employee assistance programme
Could employee assistance programmes
be the triage for medical treatment?

Managing treatment

Wellness
providers
Supporting prevention

One in five people in the workplace experience
a mental health condition, and while many
employers are developing policies to support a
healthy workforce, there is no shared vision for
mental health in the workplace.

How, then, could we move towards that shared
vision? What follows is an aggregation of the
best thinking we believe has emerged from the
experiences of professionals and advocacy groups
globally (a list of the resources we used is given
on page 272).
What we see is that to get this right, we each
need to play a part: employers, HR departments,
managers, colleagues and family members.
How do we start creating a workplace that puts a
priority on emotional and mental well-being?
To begin with, we need to start giving emotional and
mental health the same priority as physical health.
This means putting pressure on our medical aid
providers, our EAP providers and our insurers to
look at providing more comprehensive resourcing.

19 WFMH (2017).

Technology
or telehealth
Improved access to
care at lower costs

On-site
psychologists
Stress-check
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Measuring risk

To support minimising costs

Management
training

Source: Mercer Marsh Benefits
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We need to demonstrate that
we listen. We care.
It is up to us as employers to
start the conversation.

We need to actually communicate to employees that
this a priority. This means that we need to:

We need to demonstrate that we listen. We care.
It is up to us as employers to start the conversation.

■■ show that we can give them access to
appropriate support services

Mercer Marsh provides an excellent way of
illustrating how that communication could work
(see Figure 3.4.5).

■■ be flexible in terms of work arrangements when
stress or mental health is a factor
■■ promote awareness campaigns
■■ consider when there may be other needs to be
addressed during times of emotional crisis

Figure 3.4.5: Communicating to employees about mental health

Delivery and communication are essential to success
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I feel supported by the company to
seek help without a stigma attached.

Introductory
emails

Educational
videos

Awareness
campaigns
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Source: Mercer Marsh Benefits
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I talk to others about how my
company cares about my mental health.

Interactive
tools

Instructional
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Here are some considerations for making this work:
■■ Assure employees that seeking that support
in no way carries any stigma and that any
information received by the company will
remain confidential.
■■ Train managers, front-line supervisors and
colleagues to at least recognise any warning
signs and, at best, know when to make referrals
or seek help.

■■ Implement policies that offer continued
support to employees who need treatment,
hospitalisation or disability leave. Equally, have
a policy that helps employees with settling back
into the workforce when the time is right.
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Have a policy that helps
employees with settling back
into the workforce when the
time is right.

■■ Recognise that there may be financial concerns
in seeking adequate treatment and create a
policy for addressing that.
■■ Constantly monitor whether the initiatives
and interventions we are introducing are
actually working.

Figure 3.4.6: Organisational engagement with workplace mental health and well-being

Level
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Best practice

Motivation

Risk mitigation and
legal compliance

Reactive case
management

Employee
attraction and
retention

High-performance,
inclusive workforce

Policy
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Basic
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Strategic priority

Reach

Individuals in need

Individual
managers

Wider workforce

All employees

Measurement

None or basic

Tracking against
key performance
indicators

Clear business case

Cost-benefit
analysis

Source: Deloitte interviews with well-being teams across UK companies20

20 Deloitte Centre for Health Solutions (2017).
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The real measure of emotional,
social and mental health comes
when we can marry employer
values to employee values.
Dysfunctional workplaces are
often a result of a disconnect
between those two elements.

From well-being employee to
well-being employer

Mercer Marsh Benefits in Asia has produced
some particularly interesting work on what they
term ‘turning proactivity on mental health to
productivity’. We’ve used some of their work to
show how we could embark on a similar campaign
for South Africa.

This insight allows us to move to the next part of
our discussion on emotional and mental health.
We have spoken about employers saying they
value the emotional, social and mental health of
their employees – but the real measure of that
comes when we can marry employer values to
employee values. Dysfunctional workplaces are
often a result of a disconnect between those
two elements.

We start by taking a leaf out of Benefits Barometer
2017. How can we marry the use of data analytics
and corporate strategic planning to get to a better,
integrated solution?

Figure 3.4.7: A holistic model for mental well-being
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Figure 3.4.8: Identifying the measures to create well-being

1

2

3

UNDERSTAND
YOUR WORKFORCE

WHAT MATTERS TO
YOUR ORGANISATION?

WHAT DO YOU
CURRENTLY DO?

through engagement
surveys, and absenteeism
and retention data

Your mental well-being
philosophy

Gap analysis of the 3 Ps:
policies, programmes
and processes

Design a targeted

Articulate what it means for

mental health

your employees and their

engagement survey

families to thrive

What policies have a
positive impact on mental
health?
(flexible working)
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For a South African variation of this approach we
have added a fourth dimension: what needs to
take place in the workplace to address broader
societal needs around inequality, diversity
and transformation. The fine points of these
discussions are fleshed out in the next few
chapters. Still, the process works very much

the same: identify what your company values,
identify what your employees value and identify
what your broader society values.
When we complete those assessments, we will
be on our way to cementing the link between
well-being for the individual, well-being for the
workplace and well-being for South Africa.
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CULTURE

1
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BALANCE MY TIME
73% want more
flexible work options
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STEER MY CAREER
36% do not feel
empowered to create
their own career success
MANAGE MY MONEY
Spend average of 13 hours
a month worrying about
replacement ratio
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Review total rewards philosophy and guiding principles
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Source: Mercer Marsh Benefits
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Resources list
We are indebted here to the research and work
on mental health in the workplace that has been
provided by:
Deloitte Centre for Health Solutions. 2017. At
a Tipping Point? Workplace Mental Health and
Wellbeing, March 2017 (online).
Mercer Marsh Benefits. Turning Proactivity on
Mental Health into Productivity, Asia Employee
Health & Benefits.
Rothmann, I. 2017 Mental health in the workplace
for all! NWU Optentia Programme, 18 October 2017.
(online).
Sachs, M. 2017. Mental Health in the Workplace,
Health Management Solutions, Alexander Forbes
(online).
World Federation for Mental Health (WFMH).
2017. Mental Health in the Workplace (online).
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Postcards
from the edge
:
On grief and
Anne
the workplace Cabot –Alletz hauser

I have been one of the lucky ones. When my
husband died suddenly on an overseas business
trip, I too was on a business trip – but on another
continent. The first shoulder I grieved on belonged
to a colleague I barely knew. I was fussed over and
comforted in the most touching way imaginable,
packed up and bundled into a car by a bevy of
caring companions who ferried me to the airport in
convoy. How the flight home to Johannesburg was
paid for is still a mystery. And when I arrived back, I
was embraced by two people whom I’d only known
on a purely formal basis – none other than my
Chairman and CEO. Both almost two metres tall,
they loomed over me like a giant protective shield.
I was a stranger in a strange land. My children and
I had no family here. In that moment, the company
would become my family.
I had been with my company for only six months,
so the extended hands came as a surprise. At
that point, the unravelling of my life was only just
beginning. I would need those extended hands for
much, much longer.
With my husband’s death came an avalanche
of collateral losses – of every financial and
emotional support base we had previously known.

And still I remained shielded from the full force
of the emotional, psychological and financial
blows. Personal bankruptcy was staved off by an
unexpected bonus. It might have been bonus
season – but how did I possibly deserve a bonus
after only such a short time? Colleagues stepped
forward to cover the kids’ university fees when I
desperately needed to keep their lives intact and
on track. In the three days that I had to get out of
our family home, small armies of assistance arrived
to help me reduce 18 years of a very rich life,
and all its collateral chaos, into a one-bedroom
lock-up-and-go apartment.
One asset remained: a 10-year-old Discovery 4x4.
But that, too, met a terrible end when, in a frenzied
rush to meet the lawyers, I crashed it into a pillar in
the basement of Alexander Forbes. The company
had every right to refuse the insurance claim. I was
driving without a licence. That had been snatched
from me (along with my passport, bank cards and
handbag) in a late-night smash-and-grab on the
way back from picking up my husband’s ashes
from OR Tambo International.
But they didn’t refuse: the company paid in full.
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Months later and the end seemed nowhere in
sight. This was when the magic happened. My
teammates took over. They did all the heavy
lifting. Keep Anne afloat. Keep Anne sane. When I
couldn’t bring myself to go home to an empty flat,
they would stay on – and talk. And talk and talk,
and include me in all sorts of ridiculous diversions,
mindless escapades and 24/7 WhatsApp
messaging (clearly a pretext to make sure I
hadn’t checked myself out). I needed to belong
to something. They understood that. And now I
belonged to this wonderful bunch of misfits. It was
life-affirming.
No one flinched when I would unexpectedly burst
into tears in the middle of a meeting or at an office
party. When I flew off the handle at a colleague or
situation for no apparent reason, both my bosses
and my colleagues would come forward with
support, not reprimands. People just seemed to
know when to give me space to grieve and when to
hold me tight to keep me from losing my mind.
That grieving process took seven years. Amazing,
that. It’s even hard to type that sentence out.
But that is the nature of grief. It doesn’t conform
to any corporate policy. It doesn’t recognise the
unfathomable three-day leave statute – the one
that applies only to immediate family members
(whatever that means).
This suggests four important things:
1. Death and grief follow no particular pattern.
2. Chances are that every employee in your
company will experience such grief at some
point – probably at many points – in their
working lives.
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3. How you deal with that eventuality will make all
the difference in their world … and yours.
4. If you’re not there for them, their teammates
probably will be. Make sure you allow that to
happen. Be part of it.
I said that I counted myself one of the lucky ones.
I can see that today. I work with a lot of amazing
women in this company. What strikes me is how
much of the burden of death and family pain falls
on their shoulders. Each day, I see extraordinary
scenes unfold where the death of a close relative
will suddenly throw a woman into the role of
mother to a child she may barely know – and with
that comes all the legal and emotional baggage
of sorting out that traumatised child’s life. I’ve
watched women take on the heart-breaking role
of nursing a dying child when they know there’s
no medical salvation ahead. I’ve seen women
become embroiled in senseless and endless legal
battles when a spouse is mentally ill, or divorced
parents both die in the middle of an incredibly
complex settlement dispute without any wills. I’ve
seen women stealing away from work to try to track
down missing children or relatives when their plight
seems almost hopeless.
But all these women I know and watch and care
for have one thing in common: they hold down
incredibly important jobs at my company, with
almost increasing demands and a largely unknowing
manager wondering why they aren’t ‘delivering’.
This isn’t a story about an uncaring company.
We’ve already seen that it can be caring. It’s a story
about what happens if a company doesn’t send
out clear signals that it understands how incredibly
complicated life can become, and how ready and
willing it is to send out lifelines if they are needed.
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It’s what happens when an employee doesn’t
realise that it’s okay to reach out for help or to ask
for a bit of slack.
Most employees know their legal rights: we are
all entitled, as employees in South Africa, to
three days of ‘family responsibility leave’. Some
companies, like ours, extend that to five days.
But there is no way that any of the scenarios I
described above could be resolved in the space of
three or even five days. In my case, things could
not completely settle for years.
The problem is, what happens after that leave
time is exhausted becomes murky. Invariably,
it’s ‘decision-making on a case-by-case basis’.
More often than not, those decisions rest with line
managers, not necessarily HR. In some cases, line
managers will opt for flexibility and lifelines in spite
of HR policies.
I’m just not sure that’s good enough. I know that
we could have done so much more as a company
for those women I’ve mentioned. But either they
didn’t share or we didn’t think through how we
could help. Sometimes – perhaps most of the
time – when we are dealing with the death or the
disturbance of a loved one, we need more than ‘a
little help from our friends’.
I’ve added this ‘postcard from the edge’ to our
section on mental health because the principles
we are working with are not dissimilar. There is
probably no real way to establish a rule set here,
given the extraordinary breadth of tragedies
employees can be confronted with. Last year I took
heart when I saw that Canada was proposing leave
policies for employees who needed long-term leave

allowances to care for a sick relative or track down
a missing child (that last one surprised me – until
I saw its usefulness for South Africa). Perhaps it’s
one answer – but it can’t be the only answer.
What all this comes down to is the kind of culture a
company chooses to project. A culture that knows
it needs to go beyond talking the talk. A culture
where people know it’s safe to tell their stories,
share their pain and, mostly, share their burden.
This kind of support stretches the reach of even
the best employee assistance programme. It needs
to be embedded deep in the DNA of the company.
Making the choice to have ‘that kind of culture’
can be surprisingly inexpensive – especially
when colleagues are there to pitch in. It’s simple:
when tragedy strikes, every employee should be
able to access a single support person who can
consider where and how the company could best
support them. It doesn’t need to be HR or the
line manager. But it does need to be someone
who steps forward and says, ‘I will make sure that
lifeline is available until you know you’re okay. I will
make sure I understand enough of your needs to
point you to the right resources.’
Appreciate that as an employer you can play
an invaluable role simply because you have
significantly better leverage, or buying power
or access to professional services than any one
employee. Use those advantages to good purpose.
Think creatively.
I know what it feels like to be saved from falling
just when you think falling is the only option. I also
know that it took a company to make that all work
– not just an individual. I won’t easily forget.
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Reimagining
work
culture

Jessica
Matthysen

We’re primed to think of culture as a nice-to-have in work organisations – a primer for
commemorative occasions and year-end staff parties. But if you want innovation and change,
it is culture that makes it happen.

I love to read. I adore it. I devour books like my
hubby devours biltong during a rugby match. Truth
be told, books are my sanctuary, my escape and,
best of all, they allow me to journey to find answers
in the nooks and crannies of other people’s minds.

I, too, have felt the frustration and I have felt
powerless, but I promised myself that I would go
on my own quest to find a way to make it better.
However, I could never quite put my finger on what
the root cause was, or the best tool to help fix it.

Over the past few years I have developed a taste
for books that touch on employee–employer
dynamics, organisational culture, personal
development and psychology.

I had to be honest with myself: there are always
problems – and there always will be – but what
was fundamentally wrong? That’s what I wanted
to find out. Was it me? Was it the job itself, the
environment, the salary, the commute to work? An
endless list of questions plagued my mind.

These books are all trying to offer answers (see
sidebar for my favourite books). Some authors
take you for a walk alongside them into their
personal journeys – most of them into the world
of frustration. A frustration that many people
experience in trying not just to survive, but to make
the leap to thriving at their workplaces or making
their businesses happy places for employees.
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To be fair, it’s not like companies themselves are
not aware of the problems – and hats off to them.
They try; in fact, a lot of them try really hard. But
it just seemed that no matter how many reward
programmes, team-building efforts or engagement
surveys there were, something just didn’t feel right.

POSTCARD: FIVE MYTHS FROM A WORK ABODE: WHY CULTURE MATTERS

Fast forward a few years studying towards my
BA degree, I stumbled across the subject of
anthropology: the study of ‘human beings and their
ancestors through time and space and in relation
to physical character, environmental and social
relations, and culture’.21
Since then, culture has developed into a passion.
It has given me the key to unlocking the potential
of organisations and the people working for them.
However, I have come to realise that many people
misunderstand the meaning of culture, especially
organisational culture.
Sure, culture does include a particular tribe,
community or society’s art and music. But it also
includes things like their rituals, language use,
kinship systems and rites of passage, ceremonies
and religious systems. Essentially, it’s what
differentiates us from animals and makes us
human. If anthropology ‘is the study of what makes
us human’,22 it seems that organisational culture
is a little ambiguous. But is it?
Every company has a culture, whether you like it
or not. The fact that organisations exist and that
people work for them means they have a culture.
Companies put together a multitude of reward
programmes, policies, ceremonies, rituals and rites
of passage. You could argue that their hierarchy
and management systems are similar to those of a
tribe’s kinship. Company values are plastered on
everything sent from the human resources (HR)
office, on email signatures and the wall in the
reception area.

21 Merriam-Webster. 2018. ‘anthropology, n’, 9 July 2018 (online).
22 American Anthropology Association. 2018. What is anthropology? (online).
23 Alexander Forbes. 2017. Benefits Barometer (online).

In Benefits Barometer 2017,23 we looked at the
changing world of work and touched on the
importance of seeing an employee holistically. We
argued that:
The more holistically employers can understand
employees needs, the better they will be able to
structure policies and benefits that make sense
for their employees – and this process starts
with understanding employees in context. What
are their responsibilities outside work? What are
their attitudes and behaviours towards money?
Understanding the history, values, psychology
and responsibility lens of our individual
employees is the right starting point for a
meaningful discussion about a viable employee
benefits framework.

More and more, there is a realisation that work–life
balance is not a clear division of time and effort
compartmentalised equally between work and the
rest of your life. Rather, it’s about putting more of
real life into work. Your organisation’s culture can,
to a certain extent, be used to help employees to
do just that.
How do we set the ball rolling on reimagining our
workplaces? How do we, in other words, infuse
more of our lives into our work? Let’s go back to
what makes us human, and touch on a few things
I believe are currently misunderstood and
challenge our beliefs about the power of culture.

Looking for inspiration on
how to change you culture?

Colin J. Browne

L. David Marquet

WORK RULES!
Laszlo Bock

Richard Mulholland

Simon Sinek

What’s Your Moonshot?
John Sanei

Laszlo Bock

Ricardo Semler
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Mistaken belief 1: Culture is not
important, it’s just the warm and
fuzzy stuff
A couple of years ago I was privileged to have
been part of an amazing initiative called the
Alexander Forbes Junior Board. The people who
were part of the programme were from all sectors
of our organisation and held a variety of different
positions. The golden thread the 18 of us shared
was our passion. Each of us had something we
were passionate about and we wanted to get our
hands dirty trying to make it cooler, better and
more awesome. The other common denominator
was our ability to have conversations that
sometimes got a little heated. It was all good clean
fun, of course. But that’s besides the point.
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Or even just the pretty picture an organisation
paints – the shopfront – to entice people into a
company? Culture as internal marketing, perhaps?
A one-dimensional practice that’s nice to have
on commemorative days? Unfortunately, this is
exactly the perception of many companies. From
start-ups to Fortune 500s, culture is viewed as a
set of programmes, rituals and ceremonies that
are mostly devoid of purpose and passion – a lot of
them unimaginative and (at worst) boring.

I clearly remember the day I discovered this
particular hot button. One afternoon, I found
myself in a beautiful 40-seater boardroom
beginning a discussion on the importance of
culture and trying to elicit resources to focus on
this project. I could see my efforts were stalling.
Then a comment was made about culture not
being important: ‘It’s just the warm and fuzzy
stuff HR does, like putting chocolates on your
desk when it’s Worker’s Day,’ the participant said,
adding: ‘Why is that our problem? We have far
more important things that we should focus our
time and resources on.’

In many cases, HR policies are often in direct
conflict with the values and culture of a company.
For example, do you tell employees and
your customers that your organisation values
‘sustainability and makes every effort to go “green”’
when all the while you have mounds of paper piling
up on every floor and insist on contracts being
physically signed rather than accepting digital
signatures? Maybe it’s because buying the software
is expensive, maybe you just don’t trust digital
signatures. It could even be that in your industry
it’s not legal yet to do so. While it is the prerogative
of an organisation to make decisions and create
its own policies, it is important that those decisions
and policies are married to the core values you
plaster on the walls of your halls.

Which made me ask myself: Is there a mistaken
assumption that culture is simply the motivation
used by HR to make us work harder, faster, better?

The moral of the story? Be aware and be authentic.
There’s no point trying to be something you are
not. Your employees and customers will sense it.
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Mistaken belief 2:
Employees and customers
should be treated differently
Clients do not come first; employees come first.
If you take care of them, they will take care of
your clients.

The words are Sir Richard Branson’s.4 But how
many of us put our employees first? One way
to describe culture is ‘the way we do things
around here’.
Did you ever notice, though, that the way we
do things for our employees and the way we do
things for customers are different? Depending on
the product or service your organisation offers, it
is likely your employees are also your customers.
Why, then, do we have different ways of handling
customers and employees? Isn’t it obvious that
by treating your employees like you treat your
customers, you would create massive and, might
I add, free marketing and public relations? Just
imagine all your employees singing your praises.
Let’s take a moment to consider the impact of
spending the same time and effort on creating
beautiful websites, campaigns, user experiences,
products and services for people you don’t know
intimately (your customers), as you do on your
employees. Your employees are like family. They
are the people you can trust. Who better to tell you
the truth (if you create the environment to do so)
than your employees? And the risk is far less.
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24 Virgin. 2016. Look after your staff (online).

Mistaken belief 3: Culture
is just another tick-box
exercise with an end date
I don’t know how many times I’ve heard some
version of it. ‘Don’t worry, all we need to do is
implement this programme by X date and then it
will all be fine.’
There’s a cold truth here! It won’t be fine. Believing
that culture is something you can manage, like
a project with an end date, is setting yourself up
for failure. That’s because culture is an ongoing
movement in the following sense:
■■ There’s a constant ebb and flow of individuals
who join and leave your organisation.
■■ Hopefully, people are not stagnating but
growing, developing, learning and maturing
within your organisation. When this happens,
their priorities, needs and wants evolve, too.
■■ There are external factors out of your control,
such as the economic climate, regulatory
requirements, customer spending habits and, of
course, the biggie: technology.
All these factors will affect both your culture and
strategy. They’re two sides of the same coin
(see mistaken belief 4).
Think about it like this: in an organisation, culture
is like a software program for the human working
condition. For people to thrive (note, ‘thrive’, not
‘survive’), culture requires the same attention
and dedication and the same methodologies as,
say, app development. Go ahead and reference
agile methodologies and throw in some Lean
Startup, but remember to replace ‘customer’ with
‘employee’ (see mistaken belief 2).
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Mistaken belief 4: Culture and
strategy have no impact on
each other
Let’s take time out for a refresher biology lesson.
There are three types of symbiosis: mutualism,
commensalism and parasitism. In mutualism, both
organisms benefit. In commensalism, one benefits
and the other is unaffected; in parasitism, one
benefits and the other is harmed.
There is most definitely a symbiosis between
culture and strategy. Just as you can’t have light
without darkness, you can’t have strategy without
culture, or culture without strategy for that matter.
However, there’s a mistaken belief that culture has
a commensal relationship to strategy.

board meeting agendas and daily meetings; when
it’s included in performance appraisals (if you
still do them) and when the values you purport to
have are embedded in your policies, procedures,
systems and behaviours authentically, the result is
mutualism. When there is discord between where
you are driving the ship (strategy) and how you get
there (culture), the result is a parasitic relationship.
You might just reach your destination, but you
might also end up with a mutiny on your hands or
with a third of the crew. In other words, you’ll be
making a profit at the expense of your employees,
and the benefits will be short-lived.

Some people will be in Peter Drucker’s camp
when he says culture eats strategy for breakfast;25
others will simply pay lip service to the importance
of culture. One study found that, despite culture
being one of the top three priorities for company
boards, only 20% of 450 London-based directors
and board members reported spending the time
required to manage and improve it. Some 62% of
survey respondents felt that they were primarily
responsible for setting culture from the top of an
organisation. However, a similar number (63%)
either did not consider culture as part of their formal
risk assessment or failed to routinely consider the
risk associated with their corporate culture.
I believe that culture and strategy are equally
important. When culture is taken as seriously
as strategy; when it is allotted the same amount
of time in boardrooms; when it becomes part of

25 Cave, A. 2017. Culture eats strategy for breakfast, so what’s for lunch?, Forbes, 9 November 2017 (online).
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Mistaken belief 5: Your legacy
is your culture
My mother is a consummate cook. When she was
taught to make pot roast, her mother told her the
first thing she had to do was cut off the ends of the
meat. This seemed like a waste, so she asked why
this step was necessary. The response she got was,
‘I was taught that way by my mother.’ Not satisfied
with this answer, she questioned her grandmother,

who explained: ‘We didn’t have pots that were big
enough to fit the cut of meat.’
This is the problem with legacy. It’s a mistake to
assume that just because something has been done
for generations, it must be right. Most people never
question those assumptions, they never question
‘authority’, especially when there doesn’t seem to be
any overt harm in continuing the practice.
But if you want innovation, if you want creativity,
if you are looking for continuous improvement, if
you want to survive automation and digitisation,
you need to give people the freedom to question
everything and allow the culture to make the
change happen.
Commit to legacide – constantly. Richard
Mulholland says, ‘You need to understand that
innovation is not limited to doing something new. In
fact, more often than not innovation should be about
stopping doing something that’s old – even if that
thing is what made you succeed in the first place.’26

Jargon buster
Legacide: a newly coined word from legacy
and cide (a killer of) that means getting rid
of legacy thinking – the idea that we have
always done things in a certain way – which
kills innovation
And the same can be said of culture.
26 Mulholland, R. 2017. Legacide. Why Legacy Thinking is
the Silent Killer of Innovation, Tracey McDonald Publishers,
Johannesburg (book).
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CHANGING THE ENVIRONMENT IN WHICH
DECISIONS ARE MADE
The premise of diversity in the workplace is that it improves performance, and people who apply
themselves and do good work should be treated fairly. Yet, the evidence suggests we’re failing.
As a contribution to the process of building diversity, this chapter looks at what we could be
doing to get results.

Amanda Khoza
Alexander Forbes

Sibongile Vilakazi
Alexander Forbes

It’s extraordinarily difficult to rewire
the human brain, but we can alter the
environment in which decisions are made.1
Behavioural economist, Iris Bohnet, advocates
that giving people choice in an organisation is
the most optimal way to enhance innovation
and transformation.2 As she explains in her
Harvard Business Review article, ‘Designing a
bias-free organization’, the idea behind this ‘choice
architecture’ is to deliberately structure how we
present information and options. We don’t take
away a person’s right to decide or tell them what
they should do. We just make it easier for them to
reach rational decisions.
There’s still an element of manipulation here: the
organisation sets the stage for certain kinds of
choices. But at least people have some sense that
they ‘own’ their decision.

Anne Cabot-Alletzhauser
Alexander Forbes
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It was another article in that same issue of Harvard
Business Review that got most of the attention,
though. ‘Why diversity programmes fail’3 earned

authors Frank Dobbin and Alexandra Kalev the
2017 McKinsey Harvard Business Review Award.
Their approach – which involves mitigating biases in
the workplace, not reversing them – would deliver
a sharp one-two punch knockout to the whole
diversity-and-inclusion-in-the-workplace effort.
The question they addressed was: Why are diversity
programmes failing? And should diversity be
mitigated, reversed or encouraged in the workplace?

Conceptual clarity: diversity
and power relations in diversity
discourse
Diversity
The term ‘diversity’ can refer to people’s
backgrounds, abilities, culture, age, citizenship,
ethnicity, gender, migration status, language,
race, religion, sexual identity, sexual orientation
and socio-economic status. Defining the value of
diversity in an organisation is often a subjective
process. Research on diversity programmes
shows that the more knowledgeable a person

1 Beshears, J & Gino, F, quoted in Burrell, L. 2016. We just can’t handle diversity, Harvard Business Review, July–August 2016 (online).
2 Morse, G. 2016. Designing a bias-free organization, Harvard Business Review, July–August 2016 (online).
3 Dobbin, F & Kalev, A. 2016. Why diversity programs fail, Harvard Business Review, July–August 2016 (online).
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is about sociocultural diversity issues, the more
approachable that person is to their peers and in
other areas of influence.4 These areas of influence
are shown below in Figure 3.5.1. The strongest
influence is within a close family and friends
network and influence weakens as you move
outward from this circle.

Chapter 5

A rich mix of different identities, experiences,
perspectives and responsiveness creates the
most productive environment for engagement
in the workplace.5

Figure 3.5.1: Change-enabling spheres of influence (adapted)
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Source: Adams, Bell & Griffin6

4, 5: Herdman, A, & McMillan-Capehart, A. 2010. Establishing a diversity program is not enough: exploring the determinants of diversity climate, Journal of Business and Psychology, 25,
pp. 39–53 (journal).
6 Adams, M, Bell, L & Griffin, P. 1997. Teaching for Diversity and Social Justice, Routledge (book).
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Oppression occurs in daily
practices without question,
whether through institutional or
acceptable norms, and is thus
perpetuated and reproduced
almost invisibly as an act of
one social group knowingly or
unknowingly exploiting others
for their benefit.

Social justice in the diversity
discourse

■■ Institutionalised discrimination by using laws
(such as apartheid) and demarcating areas of
access to certain groups.

Power is relational and dynamic, and is sustained
through groups, systems, behaviours, discourse
and institutions.7 Studies on hegemony (the
dominance of one group over others) and how
power operates see social group hegemony as
the natural and acceptable order.8 A combination
of prejudice and institutional power defines
oppression as a system that discriminates against
some groups (often called ‘target groups’) and
benefits other groups (often called ‘dominant
groups’).9 Oppression is a form of injustice that
occurs when one social group is subordinated
while another is privileged; and this domination is
maintained by a variety of different mechanisms,
including social norms, stereotypes and
institutional rules.10 It occurs in daily practices
without question, whether through institutional or
acceptable norms, and is thus perpetuated and
reproduced almost invisibly11 as an act of one
social group knowingly or unknowingly exploiting
others for their benefit.12 Social oppression occurs
when the following elements are in place:

■■ Discounting the target group’s culture, language
and history. An example of this was Bantu
education, which required school subjects in the
townships to be taught in Afrikaans.
■■ The target group internalises oppression when
it adopts the practices of the dominant group
validating their own as ‘less than’.
• People in the target group make oppression
internal and personal by coming to believe
that the lies, prejudices, and stereotypes
about them are true.13
The exclusionary practice of social oppression
happens at individual, institutional and societal or
cultural levels, and is reinforced through the psychosocial levels of consciousness, unconsciousness,
behaviour and attitudes, as shown in Figure 3.5.2.14
Understanding what enables exclusion through
the practice of oppression allows us to better
understand its antithesis, inclusion, or the inclusive
study of diverse groups in the workplace.

■■ Power to define the norm through establishing
practices that are considered ‘normal’ for the
purpose of excluding the ‘abnormal’.
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7 Adams et al.
8 Morrow, RA & Torres, CA. 1995. Social Theory and Education: A Critique of Theories of Social and Cultural Reproduction, State University of New York Press (book).
9 The Leaven Centre. 2003. Doing Our Own Work: A Seminar for Anti-Racist White Women.
10 Taylor, E. 2016. Groups and oppression, Hypatia, Volume 31, Issue 3, pp. 520–536 (Journal).
11 Freire, P. 1970. Pedagogy of the Oppressed, Seabury Press, New York (book).
12 Adams et al.
13 Leaven (2003).
14 Adams et al. (1995).
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Figure 3.5.2: The social
oppression matrix
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Diversity and inclusion in the workplace
The composition of a workplace is diverse.
Diversity programmes that are based on
compliance with legislation such as the
Employment Equity Act focus on workforce
demographics, matters of discrimination, diversity
and fairness in the organisation.15
Therefore, these diversity-promoting initiatives
tend to centre on recruitment, education
and training, and career development and
mentoring programmes to increase and retain
a diverse workforce.16

Hiring diverse groups is one thing; facilitating their
engagement on the job is another. Inclusion can be
described as:17
■■ the degree to which people can access
resources or information and participate in
work groups that enable them to influence
decision-making processes in the organisation
■■ an employee’s ability to contribute fully to the
organisation and gain recognition of their skills
and competencies
■■ the extent to which someone is accepted and
treated as an insider by others in the organisation

15 South Africa. 2013. Employment Equity Act (No. 55 of 1998 and No. 47 of 2013).
16 South Africa (2013).
17 United Nations Department of Economic and Social Affairs. 2015. Creating an Inclusive Society: Practical Strategies to Promote Social Integration 2015; Belkin, GS. 2007. Measuring and
Using Social Inclusion – Building a Nexus of Facts, Practices and Knowledge through the Lessons and Capacities of Public Health, Expert Group Meeting on ‘Creating an inclusive society:
practical strategies to promote social integration’, 11–14 September 2007.

287

PART 3
Chapter 5

THE DIVERSITY IMPERATIVE

Inclusion encourages these ‘targeted members’ to
bring their full selves to work instead of having to
assimilate into the dominant culture for acceptance.

Studies have shown that people from diverse
social and cultural groups are often excluded
from dominant networks and information in the
organisation, which can limit their career growth and
consequently drive them out of the organisation.18

The report card for diversity
programmes

Diversity and inclusion are related but different.
Where diversity focuses on the representation
of various employee profiles in the organisation,
inclusion focuses on removing barriers to full
participation by all employees. It’s the difference
between having a diverse workforce and being
able to leverage that diversity.

Frank Dobbin and Alexandra Kalev’s Harvard
Business Review article noted the following trends
in the United States:19
■■ Most diversity programmes aren’t increasing
diversity.
■■ Companies are basically doubling down on the
same approaches they’ve used since the 1960s,
which often makes things worse, not better.

Organisations that fail to leverage diversity
may find certain groups of employees become
frustrated. They may give up on wanting to grow
in the organisation and instead perform at the
bare minimum level to keep their jobs. To avoid
the disappointment of not being appropriately
recognised, they don’t stretch themselves. Or,
they may leave the organisation in search of
better opportunities elsewhere. This results in less
diversity and perpetuates the cycle.

■■ Over a five-year analysis, companies that used
mandatory diversity training ultimately employed
fewer employees of colour.

Table 3.5.1 shows the statistics of poor returns on diversity programmes. The three most popular interventions make firms less diverse, not more,
because managers resist strong-arming. For instance, testing job applicants hurts women and minorities – but not because they perform poorly.
Hiring managers don’t always test everyone (white men often get a pass) and don’t interpret results consistently.
Table 3.5.1: Change in representation among managers in the US over five years (%)

Type of programme

White
Men

Women

African American
Men

Women

Hispanic
Men

Women

-9.2

Mandatory diversity training
Job tests

-3.8

-10.2

-9.1

Grievance systems

-2.7

-7.3

-4.8

Men
-4.5

-6.7

-8.8
-4.7

Note: The grey indicates no statistical certainty of a programme’s effect.
Source: Dobbin & Kalev19
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Asian American

18 Indian Institute of Management. 2015. Inclusive workplaces: lessons from theory and practice, Vikalpa, Volume 40, Issue 3, 1 September 2015 (Journal).
19 Dobbin & Kalev (2016).

Women
-5.4
-9.3

-11.3

-4.1

LESSON: THE CASE OF BLACK RESEARCHERS

LESSON

2. Uncommitted researchers were resentful but
stayed in the organisations and found joy in
activities outside work.
3. Agreeable and conscientious researchers
were respectful of the organisational culture
and generally liked by most colleagues,
and progressed to hold senior positions.

In her study on racial transformation in the
South African market research industry,
Sibongile Vilakazi found that the industry was
struggling to foster positive relationships that
facilitated the inclusion of black researchers
in organisations.20
She identified three types of black market
researchers in the industry, each of which reacted
to being excluded differently:
1. Self-reliant researchers were uncompromising
about their role in the world as black
individuals. They were resourceful in going out
and making their destinies a reality.

The self-reliant researchers tended to react to
the frustration caused by being excluded in the
organisation by leaving the organisation, while
the uncommitted researchers stuck around
even though they were disgruntled and gave the
bare minimum to the job. The agreeable and
conscientious researchers found ways to manage
the situation and grew to senior positions, but
within the confines of the organisation. They
were often the only black employees in senior
management but attained these positions without
changing the organisational culture much.
Figure 3.5.3 on page 290 shows the personality
traits, feelings and responses of each group.

20 Vilakazi, S. 2016. Individual identity, organizational identity and racial transformation in the market research industry in South Africa. Study in
partial fulfilment for a PhD, Wits Business School (online).
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Figure 3.5.3: Characteristics and behaviours of different employee types in the South African market research industry
Personality traits

■■ high sense of responsibility
for their lives
■■ pride in being black
Self-reliant

Induced feelings
from organisation

Response

Feel out of control
of their progress in
the organisation

Create an
opportunity outside
the organisation

Quickly leave the
organisation

Feel out of control
of their progress in
the organisation

Emotionally
detached from the
organisation

Stuck and frustrated

In control of their
work situations

Succeed in the
organisation and
progress within its
confines

Stay in the organisation
for as long as the
conditions suit them

Result

■■ willingness to challenge
authority
■■ sense of control over their
careers and future

■■ occupied by other aspects
of their lives
■■ want to have the last word
Uncommitted

■■ at a crossroads but
undecided

■■ high emotional intelligence
Agreeable and
conscientious

■■ trusting attitude towards
others
■■ predisposition to group
dynamics
■■ sharing and serving attitude

Source: Vilakazi21
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21 Vilakazi (2016).

Have a negative
attitude and
therefore frustrate
leadership

Will leave the
organisation if
conditions do not
suit their goals
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So, what’s going wrong? One reason relates
to why companies adopt these programmes.
Organisations have long relied on diversity training
to pre-empt lawsuits by policing managers’
thoughts and actions. Many of these programmes
are mandatory. But the research by Dobbin and
Kaley suggests that this kind of force-feeding can
activate bias rather than stamp it out. They found
that people often rebel against rules to assert
their autonomy. When people felt under pressure
to agree with bias training, the training exercise
strengthened their biases. When they felt the
choice was theirs, the exercise reduced bias.22
Another reason is that three-quarters of the
programmes appear to use negative messages in
their training, which also ends up exacerbating
existing biases.
Here are some other interesting insights that their
study provided:
■■ In the US, companies that institute written job
tests for managers (about 10% have these tests
today) see decreases of 4% to 10% in the share
of managerial jobs held by white women, African
American men and women, Hispanic men and
women, and Asian American women over the
following five years. There are significant declines
among white and Asian American women,
groups with typically high levels of education that
usually score well on standard managerial tests.
So, group differences in test-taking skills don’t
explain the pattern.
■■ Once people see that a grievance system isn’t
warding off bad behaviour in their organisation,
they may become less likely to speak up.
Employee surveys show that most people don’t
report discrimination. Managers who receive
few complaints conclude that their companies
don’t have a problem.

■■ Employees might learn to answer a diversity
programme’s questionnaire correctly but they
tend to forget the information after a few days.
■■ The subconscious stereotypes that people hold
don’t change and there’s little evidence to show
that we can train people to be less biased. Even
the best type of diversity training (voluntary
participation, and a focus on culture and the
business case) has a relatively small effect on
underlying prejudice.
■■ Diversity training tends to be a one-off
commitment. In the best training programmes,
trainers talk about unconscious bias, cultural
difference and the business case for diversity.
It’s an in-and-out, off-the-shelf kind of solution.
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So, what’s going wrong?
One reason relates to why
companies adopt diversity
programmes. Organisations
have long relied on diversity
training to pre-empt lawsuits
by policing managers’ thoughts
and actions. Many of these
programmes are mandatory. But
research suggests that this kind
of force-feeding can activate
bias rather than stamp it out.

■■ The positive effects of diversity training don’t last
for more than a couple of days. Several studies
suggest training can actually activate bias or
spark a backlash.

We just can’t handle diversity
If human bias is a natural condition, perhaps this
is an impossible war to win. In that same edition of
the Harvard Business Review, Lisa Burrell weighed
in on the argument with the view that perhaps
diversity is something that we, as members of the
human race, simply can’t manage. In ‘We just can’t
handle diversity’,23 she argues that the trouble with
merit is:
■■ We believe we know good talent when we see it,
yet we usually don’t – we’re terrible at evaluating
people objectively.
■■ We underestimate the role that chance and luck
have in outcomes – we think it’s all a matter of
hard work.

22 Dobbin & Kalev (2016).
23 Burrell, L. 2016. We just can’t handle diversity, Harvard Business Review, July–August 2016 issue (online).
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■■ The most common reason for moving job
candidates to the ‘yes’ or the ‘no’ pile was their
communication skills (referred to as ‘polish’).
But scrutiny of a candidate was inconsistent.
If there wasn’t a natural ‘cultural fit’, evaluators
would revert to using reasons such as maths
scores – something they wouldn’t even bring up
when there was a cultural fit.
■■ We define diversity differently. Millennials
think of diversity and inclusion as valuing
open participation by employees with different
perspectives and personalities. In contrast,
older workers think of it as the equitable
representation and assimilation of people from
different demographic groups.
■■ Senior leaders need to recognise their
organisations’ inequities but often lack
the motivation and perspective to see the
advantages that dominant-group members
experience. This is especially true of successful
white women: they reported lower perceptions of
white privilege than highly successful white men.
■■ Many managers fear that engaging with the
subject will spark further conflict. Participants
in a series of experiments read, watched or
listened to the exact same conversations among
various groups. They consistently perceived
all-black or all-white groups as being more
harmonious than mixed groups.

292

Why has it taken so long for people to see that these
programmes weren’t effective? Dobbin and Kaley
suggest that for a long time there was simply no
research.24 Companies put programmes in place in
the belief that this was the solution. Either they really
believed in the programme or didn’t really care about
the outcomes; they just wanted to show they had
a programme in place. In the US in the 1970s and
1980s, just changing structures and putting new
efforts in place was already a huge improvement on
how things were in the period before the civil rights
movement. People didn’t even think about whether
the innovations actually worked.
There’s been more research in the last 20 years
but it’s focused mainly on short-term effects. Much
of that research is problematic because it’s not
rigorous or long-term enough to actually pinpoint
effective programmes. Bottom line: we jumped onto
the bandwagon without giving much thought to
determining whether the interventions were working.

Getting it right: lessons from the
United States
When Dobbin and Kaley were interviewed about
their article on the failure of diversity and inclusion
programmes, they pointed to three factors that
can contribute significantly to getting this right
engagement, contact and accountability.25

24, 25: McKinsey. 2017. HBR McKinsey Award winners: Why diversity programs fail, and what World War II can teach us about success, McKinsey Blog, 18 April 2017 (online).
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1. Engagement

2. Contact

■■ Set up a diversity committee or task force
made up of people from different departments
and with different ranks. They come together,
examine their own department, function or
team, and learn of specific barriers to diversity.
Then they develop tailored solutions, follow
through with implementation and, ideally,
report on progress. It’s a sustained effort.
When managers help boost diversity in their
companies, they start to think of themselves as
diversity champions.

Dobbin states that:

■■ Mentoring programmes make the managerial
structure of an organisation significantly more
diverse. The key is that they connect people
who didn’t know each other before, and who
are from different departments and a few levels
apart in the hierarchy. Mentoring programmes
work, the writers believe, because they connect
minority men and women, and white women,
with white men (the mentors, because in most
companies the people further up the chain of
command are more likely to be white men).
■■ College recruitment programmes also seem
to be effective. The researchers found that five
years after a company implements a college
recruitment programme that targets women,
the share of white women, African American
women, Hispanic women, and Asian American
women in management rises by about 10%,
on average.

26 McKinsey (2017).
27 Dobbin & Kalev (2016).

People’s stereotypes go away as they get to
know people from other groups, especially
if they work side by side with them. If you
are white and have not been exposed to
African-Americans very much, we know from
our various studies that intense exposure
through working side by side helps you to
individualize people from a group that you are
not familiar with and stop stereotyping them.
So if you want to change stereotyping at work,
the best way to do it is not to try to train it
away, but to expose people to people from
other groups in their work lives. In effect, you
have to start by integrating the workplace.
That’s what’s going to diminish stereotypes.26

Chapter 5

Mentoring programmes make
the managerial structure of
an organisation significantly
more diverse. The key is that
they connect people who
didn’t know each other before,
and who are from different
departments and a few levels
apart in the hierarchy.

3. Accountability
Holding managers socially accountable for how
they treat employees is another way to promote
diversity. In one study, a company was shown
to give smaller increases to black employees,
even when they had identical positions and
performance ratings to their white colleagues. Then
the company started publicly posting employees’
performance ratings and pay increases. ‘Once
managers realized that employees, peers
and superiors would know which parts of the
company favoured whites, the gap in raises all but
disappeared,’ write Dobbin and Kalev.27
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Diversity programmes that get results
Companies do a better job of increasing diversity when they forgo the control tactics and frame their efforts more positively. The most effective
programmes spark engagement, increase contact among different groups or draw on people’s strong desire to look good to others.
Table 3.5.2: Change in representation among managers in the US over five years (%)

Type of programme

White
Men

African American

Women

Men

Women

+13.3

Voluntary training
-2.8

+5.6

+3.4

+3.9

Cross-training

-1.4

+3.0

+2.7

+3.0

College recruitment: women*

-2.0

+10.2

+7.9

+8.7

+7.7

+8.9

Mentoring
Diversity task forces
Diversity managers

-3.3

Men

Women

+9.1

Self-managed teams

College recruitment:
minorities**

Hispanic

Asian American
Men

Women

+9.3

+12.6
+3.6

-3.9

+6.5

+4.1

+10.0

+18.3

+8.6

+18.0

+9.1

+23.7

+18.0

+24.0

+12.0

+16.7

+30.2

+24.2

+18.2

-10.9

+13.6

+11.6

+8.7

+22.7

+7.5

+17.0

+11.1

Source: Dobbin & Kalev

*College recruitment targeting women turns recruiting managers into diversity champions, so it helps boost the numbers for African American and
Asian American men.
** College recruitment targeting minorities often focuses on historically black schools, which lifts the numbers of African American men and women.
Note: The grey indicates no statistical certainty of a programme’s effect.
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The diversity challenge in South Africa
What, then, could be a viable course of action for
South Africa? Here are a few recommendations:

• demonstrating how it will be shown to be
integral to this strategic objective

1. Identify the scope of the problem
If diversity programmes are failing because
we don’t know how to assess and monitor
their success, then surely this should be the
starting point. Instead of simply assuming
a problem exists and therefore such a
programme should be undertaken, companies
need to first assess the magnitude (and the
specificity) of the problem.

• monitoring and reporting on the indicators
of success that have been established

2. Engage at the right level
Armed with the facts, now is the time to
engage. The starting point is at the top.
As Nene Molefi points out in her book on
diversity and inclusion in South Africa, the
first exercises to identify biases start right at
the top. And top management needs to set an
example at every stage in the process, by:28
• identifying why getting diversity and
equality right is essential to the company’s
strategic objective

3. Start with self-examination – at the top
Molefi is masterful at knowing exactly how
to speak to corporate boards to first expose
their own embedded biases, then guide
them through a process that starts with selfexamination and leads to a repositioning of how
the company will tackle the challenges full on.
A process like this would be vital to not only get
executive and board buy-in but also to get them
comfortable with what the challenge will entail.
4. Compare your company to an internationally
recognised benchmark such as the Global
Diversity & Inclusion Benchmarks
Molefi also brings to the table intimate
knowledge of global diversity and inclusion
benchmarks. In fact, she was part of the team
that helped set these standards. Benchmarks
allow top management to assess how they
measure up against global best practice.

If diversity programmes are failing because we don’t know how to assess and monitor
their success, then surely this should be the starting point.

28 Molefi, N. 2017. A Journey of Diversity & Inclusion in South Africa: Guidelines for Leading Inclusively, KR Publishing, Randburg (book).
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Here again, Mercer can supplement the work with a toolkit that relates to how companies can take a hard look at their engagement and incentivisation
models (see Figure 3.5.4):

Figure 3.5.4: Incentivisation models (adapted from Mercer)

?
QUESTIONS
TO CONSIDER
■■ What do people in the
organisation view as critical
to success?
■■ What do they see as impediments
to success?
■■ How do the experiences and
progress of marginalised groups
compare with those groups that
have privilege?
■■ How can we equip leaders,
managers and employees to
contribute and lead efforts to
improve diversity?

TOOLS

ACTIONS

■■ Human Capital Scan® employee
surveys

■■ Identify peceived career accelerators and
derailers, including formal and unspoken rules

■■ Focus groups

■■ Engage everyone, specifically leaders and
middle managers, in diversity efforts

■■ Employee experience interviews
■■ Transparent data and insight
from internal labour market
analysis and from listening to
employee experiences
■■ Leadership development
workshops

■■ Understand differences by employee segment
■■ Understand employee perceptions of
executive support for diversity and inclusion
■■ Build the case for change and create
an organisational narrative about the
value of diversity and its alignment with
business strategy
■■ Give key stakeholders data on what is helping
and hurting marginalised groups
■■ Help leaders and managers to develop
inclusive leadership skills so that they can help
everyone on their teams to thrive
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The Global Diversity & Inclusion Benchmarks:
Standards for Organizations Around the World
(GDIB) were developed to support organisations
globally in the development and implementation
of diversity and inclusion (D&I) best practices.29
Each of the benchmarks has five levels, are
defined as follows:30
■■ Level 5: best practice
• Demonstrating current best practices in D&I;
exemplary for other organisations globally
■■ Level 4: progressive
• Implementing D&I systemically; showing
improved results and outcomes
■■ Level 3: proactive
• Clear awareness of the value of D&I; starting
to implement D&I systemically
■■ Level 2: reactive
• A compliance mindset; actions are taken
primarily to comply with relevant laws and
social pressures
■■ Level 1: inactive
• No D&I work has begun; diversity and
a culture of inclusion are not part of
organisational goals
For most effective D&I work, organisations will
probably need to be at least a level 3 on most of
the benchmarks.31

In summary
In Mercer’s world, the stepping stones to getting
it right echo much of Molefi’s work. Additionally,
they address both gender equality and diversity
challenges. These steps to success are
summarised in the list below, which reflects the
best ideas set forth by the full array of people we
have engaged with to date. No doubt, there are
many more insights that we could add here – but
let’s just get the debate started!

Chapter 5

Each of the GDIB benchmarks
has five levels which indicate
progress toward the best
practices in that category.

The first list addresses issues of diversity more
generally:
1. Use analytics to diagnose gaps and root your
diversity strategy in proof.
2. Familiarise your executive team with the Global
Diversity & Inclusion Benchmarks (GDIB).
Identify which level you want the firm to aspire
to (Molefi and others suggest that level three
represents a good starting point).
3. Inspire the active engagement of senior
leaders to drive change.
4. Be transparent: give leaders and colleagues a
clear understanding of the current state.
5. Anticipate displacement and future workforce
needs to prepare for the future of work.
6. Level the playing field by introducing new
technologies and tools that strip the biases out
of recruitment and promotion.
7. Ensure pay equity: remediate and close the gap.

29, 30, 31: O’Mara, J & Richter, A. 2017. From Global Diversity & Inclusion Benchmarks: Standards for Organizations Around the World, Centre for Global Inclusion (online).
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Most diversity programmes
rely on psychologists for
training. But better insights and
value could come from using
anthropologists and sociologists.

8. Disrupt current processes and practices to
accelerate how your organisation thinks
and acts.

12. Continually measure your progress against the
GDIB criteria and identify what’s working and
what isn’t. Reset and rechallenge.

9. Persevere: commit to making an impact and
advancing progress year in and year out.

And here are some steps for promoting gender
equality in particular:

10. Educate and align your stakeholders by
conducting a workshop.

1. Architect career paths for promoting women.
Set clear goals and embrace diverse work and
leadership styles.

11. Connect with your peers (Mercer has diversity
and inclusion networks: www.mercer.com/
our-thinking/career/diversity-and-inclusionnetworks.html).

2. Deliver health, education and retirement
benefits that support the unique wellness
needs of women.
3. Participate in the Mercer research surveys:
share your gender diversity policies,
practices and internal labour market data,
and you’ll receive a complimentary copy
of their full global report. Get started at
www.whenwomenthrive.net/survey.
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BY WAY OF INTRODUCTION … FROM MORAL
IMPERATIVE TO ECONOMIC VALUE
Is gender equality just another variation of diversity? Or are there different factors at work,
demanding different interventions? This chapter shows how gender equality is more deeply
embedded in societal and cultural issues than diversity might be. With the Fourth Industrial
Revolution, we need a complete rethink of the business models and skill sets required to
address the changes ahead. Women are well placed to address those requirements.

Anne Cabot-Alletzhauser
Alexander Forbes

As governments dither and companies prevaricate
over far-reaching efforts to radically overhaul
inherited imbalances in gender representation in
the economy, employers might well be brooding
over a potential 26% windfall to global GDP over
the next ten years. In round numbers, that’s a
massive $12 trillion boost.1
At a time of rising inequality, mounting joblessness
and escalating social conflict – in short, a seriously
malfunctioning economy – evidence suggests that
the failure to transform a moral imperative into an
economic one, head-on, may soon turn some of
our greatest potential into a missed opportunity.

Sibongile Vilakazi
Alexander Forbes
Additional contributor:
Amanda Khoza

A compelling argument for ensuring that women
are better integrated into the workforce comes
from McKinsey’s 2015 study, The Power of
Parity, a global assessment of the economic
consequences of gender equality.
According to initial data, sub-Saharan Africa alone
could generate 39% of global GDP today and add
as much as 27% to GDP ($700 billion) if women
participated in the workforce to the same extent as
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men. Numbers such as these provide a powerful
case for linking gender equality in society with
gender equality at work.2
Evidence has shown that the empowerment
of women with financial and economic
resources and with decision-making agency
has impacted positively, not only on the
well-being of women themselves, but on
the well-being of their children. […] The
empowerment of women with decisionmaking responsibility and power holds the
promise of impacting positively on household
expenditure, thus potentially realising the
concomitant benefits of investments in
human capital and family-type public goods.3
Combine arguments such as these with dramatic
shifts in the demand for skills brought about by the
Fourth Industrial Revolution, and the full force of
the case for gender equality in the workplace starts
to make an impact.

1, 2: McKinsey Global Institute. 2015. The Power of Parity: How Advancing Women’s Equality Can Add $12 Trillion to Global Growth, September 2015 (online).
3 Booysen, F & Guvuriro, S. 2017. Gender dynamics in intra-household financial decision-making: An application of Mahalanobis metric matching, biennial conference of the Economic Society of
South Africa, Grahamstown, 30 August–September 2017 (conference paper).
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In our 2017 edition of Benefits Barometer, we
argued that automation, artificial intelligence
and machine learning will replace those jobs
characterised by rules-based tasks. By contrast,
what will be in demand are people who can
demonstrate those all-too-human skills that
machines have yet to replicate.

Chapter 6

Figure 3.6.1, which is based on David Autor’s work
at Massachusetts Institute of Technology (MIT),
maps out what those future skills demands could
look like.
The first two columns list tasks that can be
automated. The third column lists tasks that
machines simply cannot model as yet.

ADVANCED

BASIC

REPETITIVE

Figure 3.6.1: Impending workplace disruption

Growing

Inspecting

Maintaining relationships

Harvesting

Monitoring

Interacting with the public

Digging

Assembling

Persuading outcomes

Moving objects

Getting information

Developing teams

Recording information

Processing information

Applying knowledge

Scheduling

Strategising
Thinking creatively
Solving problems
Assisting or caring for others
Judging quality
 onducting complex
C
physical movements

Source: Mercer4

4 Mercer. 2017. When Women Thrive, Businesses Thrive, 2017 update (online).
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Translating this into a list of skills that will be in demand for the future looks something like this:

Figure 3.6.2 Future skills needed

Sense-making

Novel and
adaptive thinking

Social
intelligence

Computational thinking

Design mindset

News media literacy

Cross-cultural
competency

Transdisciplinary

IN 2020

Cognitive load
management

Source: World Economic Forum5

Now let’s compare that list with an interesting list
that appeared in a book called The Androgynous
Manager.6 This was the book that convinced my
Japanese boss at the time (the 1980s) that he
needed to hire a white American woman to help
with their global strategic planning. At this point,
Japanese companies were leading the world in
innovation and market domination.
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Virtual
collaboration

5 World Economic Forum. 2016. The Future of Jobs, Global Challenge Insight Report, January 2016 (online).
6 Sargent, AG. 1979. The Androgynous Manager, MCB University Press Ltd (book).

What this book argued was that if companies
wanted to maximise their effectiveness and
competitiveness then they would do best to build
up a team that integrated the thought processes,
emotional intelligence and social skills of both
men and women. The book identified certain
constructive and destructive characteristics of
each, as set out in Figure 3.6.3.
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Figure 3.6.3: Constructive and destructive characteristics of men and women as listed in
the book The Androgynous Manager (1979)

Constructive

Constructive

■■ assertive

■■ consensus builder

■■ single-minded

■■ process-oriented: it’s a
journey, not an end

■■ takes decisions
■■ strong negotiator
■■ goal- or results-oriented
■■ fact-based

■■ draws inputs from multiple
sources – intuitive
■■ multifocused

■■ risk-tolerant

■■ better understanding of
member issues

■■ competitive

■■ safety-conscious

Destructive

Destructive

■■ testosterone

■■ poor negotiation skills

■■ power is paramount

■■ tends to personalise

■■ ego – overconfident

■■ acquiesces to preserve
group harmony

■■ low emotional
intelligence – doesn’t
build consensus

Although we now recognise these ‘characteristics’
are, for the most part, gender stereotypes
(sometimes enacted because of social
expectations assigned to men and women), this
book was ahead of its time in that it introduced the
concept of diversity in the workplace – particularly,
diversity in gender. The world is moving away

■■ reflective – needs
confirmation

from a gender-binary view (male or female) to one
where people can self-identify in any number of
ways. Excluding anyone from the workforce on the
basis of gender, however it is expressed, will simply
perpetuate a system that will not serve us well in
the age of the Fourth Industrial Revolution.
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Figure 3.6.4: Shifts in gender views

Gender-binary view

Non-binary view

FEMALE
MALE

When Helena Morrissey published her book,
A Good Time to be a Girl,7 she argued that
disruption appears to be cutting a broad swathe
across everything from traditional power structures,
the changing nature of leadership, the future of
employment and political engagements. Gender
balance and diversity are seen as important parts
of the solution. Morrissey argues:
We need to re-engineer our collective thinking
and that means involving more women or
incorporating more ‘feminine traits’. Men
can also have feminine traits – but this is
about why we need to move on from the
macho-command-and-control regime if we
are going to meet the growing demands of
the future world of work […] We talk blithely
of ‘disruption’ in business – when revenue
streams built of decades can be grabbed
by start-ups over a matter of months, if not
weeks – but few seem to have grasped that
this extends to power structures too.8
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7, 8: Morrissey, H. 2018. A Good Time to be a Girl, HarperCollins UK (book).
9 Botha, E. 2017. It’s still a man’s world, Collective Insight: finweek, 19 October 2017 (magazine).

And that’s the all-important point. Whoever leads
the gender equality effort – and, for the moment
at least, that’s employers – will have to confront
profound matters of skills, institutional culture and
affirmative action. That discussion has already
begun. The gender opportunity has fuelled a debate
about the role of women in financial decisionmaking. A recent edition of the Collective Insight
publication suggests that, globally, women will
increasingly dominate financial decision-making.
Much of this will be due to the fact that they simply
live longer than men. But they are also playing an
increasingly larger role in economic production.9
These insights raise the questions: What happens
next, and why?
We turn first to the performance of women in
the South African context before discussing the
underlying problems and way forward.

LESSON: THE ‘MARTHA EFFECT’

LESSON
The ‘Martha Effect’
The potential value of women to the South African
economy was set out in a working paper by Nic Spaull
and Hendrik van Broekhuizen, ‘The “Martha Effect”:
The compounding female advantage in South African
higher education’.10 They found that:
■■ In South Africa (as in most parts of the world), girls
are streets ahead of boys academically.
■■ By Grade 4, girls are a full academic year ahead
of boys in learning and by Grade 5 they are 40%
ahead of boys in maths.
These superior results continue into high school and
university. It turns out that women are at a distinct
advantage, even though they start on an equal footing
at the start of the educational process. The study
controlled for factors such as race, age, socio-economic
status, home province and institutions attended. This
was what it found at tertiary education level:
■■ 27% more women than men qualified for university
■■ 34% more enrolled in university
■■ 56% more completed their undergraduate education
■■ 66% more attained a bachelor’s degree

UNDERSTANDING GENDER
IN THE CONTEXT OF
SOUTH AFRICA
Out of the 19 fields of study examined, it appears that
women are more likely to choose to specialise in
12 of those fields. Five fields were identified as being
less likely to produce degreed women candidates. But
this is not due to lower completion rates – it’s simply
that women don’t tend to enter those areas.
In all fields, women are 20% less likely to drop out
than men.
The study suggests one reason we may be
seeing these results is that ‘girls have better
non-cognitive skills such as self-control, selfmotivation, dependability, sociability, perceptions
of self-worth, locus of control, time preference and
delayed gratification’. There are other arguments
that suggest the school system tends to reward the
kind of ‘good behaviour’ that girls exhibit. Perhaps
a bigger story we may be missing is that the
education system as a whole is not developing the
right skill sets for the workplace.

They end their study
with this particularly
telling quote:
The quiet revolution
of women’s roles, as
Claudia Goldin (2006)
calls it, is arguably
a close rival to new
technologies in terms of
the seismic aftershocks
touching directly and
indirectly, all major
social institutions. And
like its rivals, it has
not yet come to full
maturation. Incomplete
revolutions tend to be
associated with major
disequilibria.11

Van Broekhuizen and Spaull argue that the long-term
effects of the global female advantage at school are
likely to become more acute over time, particularly
as the premium for higher education seems to be
growing as we move to a knowledge-based economy.
More importantly, this trend should have important
implications for how society as a whole evolves. We
need to start giving far more thought to that point.

10, 11:Van Broekhuizen, H & Spaull, 2017. The ‘Martha Effect’: The compounding female advantage in South African higher education, Stellenbosch Economic Working Papers: WP14/2017,
Department of Economics, University of Stellenbosch, November 2017 (online).
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One of the factors that seems
to be distracting management’s
attention from gender equality
is compliance with B-BBEE
targets. This seems to be
the natural by-product of
the fact that B-BBEE targets
are legislated. There are no
legislated quotas for women
in the workplace in South
Africa, which is perhaps
understandable given the higher
imperative for transformation.

How well are we doing?
The reality is that we’ve made little progress
in capitalising on what we know about the
performance of women academically and in the
workplace. In fact, research from McKinsey,
Mercer and Grant Thornton12 suggests we are
actually going backwards – both globally and in
South Africa.

Women in work
Let’s look at the facts for South Africa:
■■ W
 omen in South Africa get paid 15% to 17%
less than men for the exact same work.1313
■■ Only 28% of the senior management roles
available are held by women (Grant Thornton
claim that’s only a 2% increase from the start
of their research 13 years ago, and even that
minute increase might just be due to sampling
variations). This is somewhat better than the
global average of 25% but lower than the best
regions, such as Eastern Europe, at 38%.14
■■ One-third of South African companies have
no women in management at all (again, at
31%, this is slightly better than the global
average of 34%; however, in Eastern Europe
only 9% of companies have no women in
senior management).

306

■■ The number of women CEOs in South Africa
increased from 7% in 2015 to 10% in 2017.
The common senior roles women tend to hold
are in human resources and finance.
■■ In the public sector, women make up 40.5% of
senior management of state-owned enterprises
and have a 42.3% representation in parliament.
The private sector has lagged woefully.
According to Grant Thornton, one of the factors
that seems to be distracting management’s
attention from gender equality is compliance with
B-BBEE targets. This seems to be the natural
by-product of the fact that B-BBEE targets are
legislated. There are no legislated quotas for
women in the workplace in South Africa, which
is perhaps understandable given the higher
imperative for transformation.15
Mercer’s 2017 update on its ongoing study
for the World Economic Forum (WEF), When
Women Thrive, Businesses Thrive, paints an even
bleaker picture of regression globally. Not only are
organisations failing to build effective pipelines
for future female talent, but slow (or no) changes
in hiring, promotion and retention rates means
that, at the current rate of change, the economic
gender gap will not be closed for another 170
years – 52 years longer than projected in the
WEF’s 2015 report.16

12 Grant Thornton. 2017. Women in Business: New Perspectives on Risk and Reward, Grant Thornton 2017 Women in Business Report, March 2017 (online).
13 Van Broekhuizen & Spaull (2017).
14 Levine, B. Moldavskaya, Xiong, K. & Doherty, J. 2017. Global Gender Pay Equity, An Examination of Gaps outside the US: What is the state of pay difference, what drives such differences and
what can we do to close the gaps? (online)
15 Grant Thornton (2017).
16 Mercer. 2017. When Women Thrive, Businesses Thrive, 2017 update (online).
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Meeting the challenges presented by the
Fourth Industrial Revolution compounds the
problem. Many women are currently employed in
traditionally ‘female’ jobs that will be vulnerable
to automation – office administrators, call
centre agents and cashiers, for example. Office
administration, to take one example, is expected
to lose roughly 10 times the number of jobs as
those areas expected to see the highest job
creation. Moreover, three of the five high-growth
job categories – management, computers and
maths, and architecture and engineering – are
under-represented by women today and are
unlikely to provide much opportunity for women
in the near term.
Mercer’s When Women Thrive: Financial Services
Perspective, released in October 2016, pointed
out that financial services organisations are
increasingly hiring more men than women at
almost every level of the organisation. This will
clearly widen the representation gap even further.
Financial services companies also appear to
be promoting more men at every level of the
organisation, while women executives are exiting
at a higher rate – and at substantially higher rates
than they are being hired. If left unchanged, these
talent flows (hiring, promotions and retention) will
decrease women’s representation at the top of
organisations from 15% to 12% by 2025.17
Oliver Wyman’s 2016 report, Women in Financial
Services, came to similar conclusions. It analysed
381 financial services organisations globally,
including South Africa, and found that, at the
current rate of progress, executive committees
in the industry globally will reach 30% women
representation in 2046. The low representation
of women on executive committees is a particular
problem, because this is where key strategic
decisions are made.18
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Confronting the problem
What’s remarkable from the data and insights is:
Do we truly understand what causes women to
shift from being ahead of men academically to
being behind in terms of compensation and job
opportunities?

Outdated social norms may be at
the heart of the gender gap
Research on gender equality in South Africa
is extensive and unequivocal. If gender
inequality may be embedded in corporate policy
and processes in relation to human capital
management, it persists because it is also
implicitly, and often explicitly, entrenched in the
broader cultural mores, in government policies and
the interpersonal relationships of our lives.19
Cass Sunstein defines social norms as attitudes
of approval or disapproval, held by a specific
society, that specify what should or shouldn’t be
done at any given time.20 Sunstein is of the view
that there are social norms about every aspect of
human behaviour and we can never escape them.
When we behave in ways that are inconsistent with
social norms, we may suffer public disapproval or
social ostracism. Social norms are therefore both
enabling and constraining, as they determine what
is appropriate behaviour in a given situation.21
Since organisations are social structures, they
are characterised by social norms. According
to Jon Elster,the workplace is a hotbed for
norm-guided behaviour because many norms tend
to be role-specific.22 For instance, there are norms
associated with being a doctor, lawyer, teacher,
student, friend, wife, husband, junior employee
and senior employee.

17 Mercer. 2016. When Women Thrive: Financial Services Perspective, October 2016 (online).
18 Oliver Wyman. 2016. Women in Financial Services (online).
19 Fajardo, C & Erasmus, M. 2017. Gender (Dis)parity in South Africa: Addressing the Heart of the Matter, 24 May 2017, Bain & Company (online).
20, 21: Sunstein, C. 1996. Social norms and social roles, Program in Law and Economics Working Paper No. 36, 1996 (online).
22 Elster, J. 1994. Rationality, Emotions, and Social Norms, Kluwer Academic Publishers, Dordrecht, The Netherlands (book).
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Researchers have discovered
that there is no difference
in the confidence levels and
aspirations of men and women
when they start out their
careers. Both men and
women believe they can
reach top management.

In 2017, researchers from Bain & Company
conducted a comprehensive study among
professionally employed men and women in
South Africa to understand the personal, societal
and organisational factors that hinder women’s
progress in the workplace. The study provides
evidence that the problem is not at a personal
level for women but may be at a societal and
organisational level, highlighting potentially
outdated social norms that work against
women in the workplace.
The researchers discovered that there is no
difference in the confidence levels and aspirations
of men and women when they start out their
careers. Both men and women believe they can
reach top management. Table 3.6.1. compares the
confidence levels of women and men at different
levels in an organisation.
According to the study, both men and women
believe in gender equality in the workplace
– but for different reasons. Common reasons
given for this belief were ‘moral imperative’ and
‘business legislation’. Only 20% of men and
21.5% of women gave ‘business imperative’ as
their reason. Among executives, the ‘business
imperative’ reason was chosen by 38% of women
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23, 24: Fajardo & Erasmus (2017).

Table 3.6.1: Confidence levels of women
and men at different levels in the
organisation
Women

Men

Non-management
level

58%

48%

Junior to middle
management

66%

68%

Senior level

83%

82%

Source: Fajardo & Erasmus23

and 24% of men. Since business environments
are supposedly rational and driven by economics
and performance, it is important to articulate the
link between representation by women at senior
levels and stronger business performance, as
this will motivate appropriate action to increase
representation by women in the workplace.24
Figure 3.6.5, adapted from the Bain & Company
study on the state of gender equality in South
Africa, identifies the extent to which these different
dynamics can affect women in the workplace from
a societal, organisational and personal perspective.
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Figure 3.6.5: Interventions at the societal, organisational and personal levels to address gender-equality issues

Societal factors
1. Ensure government supports
intention (policies and strategies)

2. Encourage transparency;
3. Challenge traditional gender 4. Emphasise the importance of
recognise companies and
roles through education
household role-modelling
individuals moving the needle
and efforts from nongovernmental organisations

Personal factors

Organisational factors
Reset company culture to
realise full potential of diversity

1. Be proactive in learning
from others

Societal

Diagnostic can identify where to start
1. Align as a leadership team around
business case and support for
gender equality
2. Strengthen career path for women
at mid-management on path to
executive committee (exco)
3. Ensure checks and balances are in
place to identify biases in reporting
and processes

2. Compose a thriving plan for
your career and personal
life to chart your path;
support others with theirs

Source: Fajardo & Erasmus25

Organisational

Personal

4. Apply a zero-tolerance policy
and increase awareness of
negative experiences
The study showed that societal factors mattered
more when it came to regulating the behaviour of
women. For instance, 58% of women agreed that
their communities believe in equal opportunities
for men and women, while 63% agreed that the
men they have close relationships with have no
problem with a woman earning more than a man.
The women who stated they do not aspire to
senior leadership positions were three times more
likely to agree that their families did not believe
in equal opportunities between men and women.

25, 26: Fajardo & Erasmus (2017).

This suggests that beliefs held by societies where
women came from, in particular immediate family,
have a strong influence on women’s aspirations.26
Organisational factors such as culture and poor
workplace experience were also found to be barriers
to the advancement of women. The study found
that, in general, women did not feel they were part
of the organisation in the same way that men do.
And the higher up they went in the organisation, the
more politics there were to be navigated. The ability
to navigate these organisational politics makes a
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A problem with mentorship
programmes is that they
reinforce the notion that, women
need to emulate the existing
norms to suceed. Clearly this
defeats the whole value of
introducing a different voice or
perspective. For this reason, the
best programmes are ones that
promote a two-way dialogue,
where both parties can learn
from each other.

difference between moving to the next level in the
organisation and staying stagnant. Social norms
about relationships between men and women
may also be behind the limited sponsorship and
mentorship of women by men.
Some studies advocate for creating formal
structures at the workplace to expose women
to mentors. However, these structures have
sometimes been found to be ineffective because
the relationship is unnatural and too formal.
Other studies suggest that a further problem with
mentorship programmes is that they reinforce
the notion that to succeed, only women need to
emulate the existing norm. Clearly this defeats
the whole value of introducing a different voice
or perspective.27 For this reason, the best
programmes are ones that promote a dialogue,
where both parties can learn from each other.
The Bain & Company study also shows that
men tend to be part of a social network in the
organisation that gives them opportunities to be
exposed to senior leadership. These networks tend
to exclude women, as they are arranged around
typically male interests, such as certain sports.
With the norms of senior people in the organisation
biased towards men, women are not exposed to
potential opportunities for career growth through
these social channels of networking.

The way forward
What needs to be done to move the needle?
If there’s one lesson to be learned from the research
to date, it’s that getting traction will require a
multipronged approach. As social norms have been
identified as one of the main barriers to advancing
women to critical decision-making levels, it is
recommended that existing, limiting social norms
are challenged and refreshed. These could be
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27 Morrissey (2018).
28 Department of Women website, documents page (www.women.gov.za), 27 July 2018.

confronted at a national, community and workplace
level. We put forward some suggestions for this
approach at these different levels.

The macro system: policymakers
Other than the Employment Equity Act (No. 55 of
1998), which seeks to address workplace diversity
and inclusion broadly, there are few clear and
deliberate nationwide initiatives that seek to address
gender-role stereotyping in society at large and
in the workplace specifically. However the, South
African government has recognised the need to
focus on women’s issues, as indicated by the
creation of the Minister of Women in the Presidency
portfolio.
The mandate for the ministry, as defined on its
website, is as follows:
To ensure that women’s socio-economic
empowerment and women’s rights are
mainstreamed across all sectors of society
through: monitoring the extent to which
the social and economic circumstances
of women are significantly improved;
promoting, advocating for and monitoring
women’s empowerment and gender equality;
promoting the understanding of differential
circumstances of women and men in
society, and the impact of seemingly neutral
decisions, plans, laws, policies and practices
on either gender through capacity building on
gender mainstreaming and responsive gender
budgeting; and facilitating and monitoring
capacity building and skills development for
women to participate meaningfully in all areas
of the economy and the workplace.28
Yet, there are no programmes listed on the website
that the ministry has either completed or is currently

PART 3

THE NEED FOR GENDER EQUALITY

engaging with to advance this mandate. In order
to change this, conversations about women’s
development and emancipation have to move
from intention to practical implementation, led by
visionary policymakers.

There is absolutely no question that women will, by
necessity, play an important role in a world where
disruptive business models are changing the whole
way we engage with with our clients and with other
people in the workplace.

The mesosystem: communities

Employers will need to foster a deliberate culture
that values women’s input in all decision-making
processes to a point where everyone, particularly
men, sees it as unusual and unproductive if there
are no women in workplace gatherings.

Programmes aimed at changing social norms are
often anchored in communicating how widely held
social norms limit the collective community and
society at large. Communication programmes based
on social norms theory could be initiated to foster
more progressive norms about women leadership.
Social norms theory predicts that overestimating
problem behaviours will increase the problem,
while underestimating problem behaviours will
discourage people from engaging in them.29
Communication initiatives must therefore show how
women leadership is beneficial for households,
communities, businesses and the economy.
Lessons could be learned from programmes
such as those run by Soul City, a social change
organisation established in 1992 when South Africa
was fighting the scourge of HIV Aids. Soul City runs
numerous programmes to educate people on health
matters. It successfully conveyed messages against
HIV-related stigma, while driving HIV prevention.
A similar programme aimed at debunking gender
stereotypes, delivered through various channels in
the community, could help to drive the message of
equal gender roles and an equal society.

The microsystem: employers
Employers are in a good position to drive effective
societal programmes because people from all walks
of life congregate at the workplace. Employers stand
to gain the most financially from having a diverse
and inclusive leadership team. Women have been
shown to be generally more socially adept and
collaborative in their approach to work than men.

29 Elster (1994).
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The microsystem: employees
Psychologists have studied in detail the
phenomenon of ‘nature versus nurture’ in
influencing individual behaviour and have
concluded that nurture often trumps nature.
Very few people have the ability to overcome
their social surroundings, so changing their
environment is often a good way to start changing
individual behaviour. Individual employees could
make changes in their personal circles of influence
at home. For instance, women could hold frank
conversations with the men in their lives, and
understand what it is they themselves want in
exchange for advancing to positions of authority.
Some women may believe that men should make
a bigger financial contribution to the household,
yet at the same time argue for equal pay for
equal work, and equal opportunities for men and
women at the workplace. These beliefs suggest
incongruent expectations, possibly an indication
of transitioning from one set of social norms to
another. As much as we are progressing and
forging new gender norms, we are often romantic
about the roles modelled by our parents as we
were growing up.
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A NEW SOCIAL COMPACT
What we need is a new social compact that clarifies how
men and women should relate to facilitate reciprocal
partnerships. Widespread negative workplace experiences,
such as the sexual harassment of women, which often
goes unreported, or unpunished if reported (as cited in the
Bain & Company study) are some of the indications that
there is a need to challenge the power relations between
men and women. Achieving this requires men to change
attitudes and behaviours that entrench current norms.
‘You’re not out for an equal slice of the cake as it
stands today, you’re out to change the recipe.’30
As Helen Morrissey puts it:
We cannot expect to make progress by simply
layering diversity initiatives on top of long-established
attitudes and practices. Creating an inclusive
workplace means just that – it’s not about excluding
anyone. The aim is not to get back to where we
started only now with women dominating.31
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30, 31: Morrissey (2018).

on board, then use peer persuasion to shame other CEOs
into joining. It worked perhaps better than many other
initiatives. But her focus was to try to get these CEO to take
an honest and probing look at their efforts to date.
■■ Did their strategies around gender equality and
diversity sit outside their strategic planning initiatives,
unconnected and unintegrated?
■■ Had they done proper audits to determine where current
policies might inadvertently be creating bottlenecks?
■■ Were their initiatives aimed at changing the whole
workplace or just targeted at encouraging women to
integrate better? Were they genuinely open to an agile
and flexible work environment that can accommodate
diversity requirements?
■■ Did they put their smartest people into HR and were
they reporting directly to the CEO?
■■ How well did recruitment reflect the commitment to
diversity? This is not about finding the people who
think the most like senior management but deliberately
seeking out people who are different.

Towards an action plan for the
workplace

Success is dependent on your people believing that the
future can be better than the present, and that you have
the power to make it so.

So how do we get an action plan up and running for
the workplace? Morrissey’s work in launching the highly
successful 30% Club in the UK, gives us some key
take-home points. The 30% club was so named because
the view was that to change a social narrative, 30% of
the people in the room needed to share the new vision.
Morrissey’s strategy was to get the top CEOs in the country

For us at Alexander Forbes, the starting point will
be to become a part of the Bain research initiative to
better address the problem in the workplace. We believe
that the more companies there are that can be party
to this research, the quicker we will be able to identify
viable solutions.
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THE GROWTH–TRANSFORMATION PARADOX
We have established that corporates have a major role to play in enabling transformation. They
are expected to contribute to transformation through hiring and promotion, through customer
engagements and procurement, and ultimately through ownership models. In acknowledging the
role of the corporate as both a microcosm of, and a significant influence on society, we provide
a few tips on how to address issues of inequality and poverty in South Africa by strategically
implementing multidimensional transformation initiatives.

Amanda Khoza
Alexander Forbes

In South Africa, the word ‘transformation’ is as
familiar as pap ‘n’ vleis, Table Mountain and
‘sharp-sharp’ – but do we really understand it?
And is growth a condition for socio-economic
transformation?
The National Development Plan (NDP) is South
Africa’s overarching policy agenda for moving the
country to a new trajectory of high, sustained,
inclusive and job-creating growth.1 The NDP
transformation ideals have essentially conformed
to international developmental norms of supporting
policy-planning interventions that help overcome
the most pressing constraints on inclusive growth
and social transformation by carefully sequencing
and balancing the requirements of investment and
exports with the things that drive sustainable job
creation, poverty reduction and social cohesion.2
To you and me, there is growth when, as University
of Pretoria economist Lorenzo Fioramonti puts
it, we generate value that wasn’t there before:3
by educating children, improving our health
or creating a product. If any of these activities

314

1, 2: National Planning Commission. 2012. National Development Plan 2030: Our Future – Make it Work (online).
3 Fioramonti, L. 2017. Well-being Economy: Success in a World Without Growth, Pan MacMillan, Johannesburg (book).

generate some costs, either for us individually or
for society, we should deduct them from the value
we have created. Taking this logical approach,
growth equals all gains minus all costs.
The paradox, though, is that this model of growth
does the opposite of what common sense suggests.
In his recording of growth, Fioramonti suggests
that since 1994, when South Africa became a
democracy, we have gone backwards in many
ways as the scope for livelihoods is narrowed. This
is dramatised in the era of the Fourth Industrial
Revolution, where such a high-magnitude impact
– the most dramatic since colonialism – exposes
malignant structural labour market problems.
In particular, some traditional labour-intensive
economic activities are being dramatically upended,
while others are facing a slowdown.
This is a direct challenge to the conventional belief
that growth is a condition for socio-economic
transformation, or that we have achieved progress
thanks to growth.
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Dimensions of transformation
Poverty is the antithesis of social mobility and an
obstacle to achieving transformation. We cannot
ignore the fact that so many people depend on
government, family or philanthropic endowments
from corporates and other benefactors. Lifting
people out of poverty is an act of dignity. We can
therefore broadly define transformational success
as having a positive, progressive and inclusive
socio-economic impact that brings sustainable
social and financial benefits to the individual,
community and country.
To contextualise the state of transformation,
let’s look at the results of the 2017 Statistics
South Africa poverty report.4 In terms of the

report, poverty is multidimensional. It includes
education, health, vulnerability and exclusion,
which is why we use it as one of the proxies for an
untransformed society. Looking at Figure 3.7.1, we
begin to see how transformation addresses a state
of impoverishment (exclusion) and empowers or
enables successive physiological and psychological
achievement (inclusion).
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Poverty is multidimensional.
It includes education, health,
vulnerability and exclusion,
which is why we use it as
one of the proxies for an
untransformed society.

In Figure 3.7.1, the ‘alleviating poverty’ up-arrow
shows that the severity of poverty has been reduced,
but without transforming people from ‘poor’ to
‘no longer poor’. The ‘lifting people out of poverty’
up-arrow crosses the poverty line, which indicates
the transformation from ‘poor’ to ‘no longer poor’.
The third arrow, above the poverty line, shows that

AREA OF
TRANSFORMATION

Figure 3.7.1: The dimensions of poverty reduction

NO LONGER POOR

THE POVERTY LINE

POOR

ALLEVIATING POVERTY

LIFTING PEOPLE
OUT OF POVERTY

PREVENTING POVERTY
OR ADDRESSING
VULNERABILITY

Source: King and Palmer5

4 Statistics South Africa. 2017. Poverty Trends in South Africa: An Examination of Absolute Poverty between 2006 and 2015 (online).
5 King, K & Palmer, R. 2007. Skills Development and Poverty Reduction: A State of the Art Review, European Training Foundation, 2007 (online).
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For most of the post-1994
period, policymakers assumed
that growth and employment
went hand in hand, and the
economy’s performance largely
confirmed that assumption.
However, the evidence is
much more nuanced. The
structural evolution of the
global economy today means
that growth and employment
are actually diverging.

people are able to stay out of, or prevent, poverty.
However, they are vulnerable to falling into
(or back into) poverty if they do not receive
adequate support.
In South Africa, 53% of people are considered
poor.6 With such a poverty or transformation gap,
what more can be said about contributions to
transformation since the legislation was enacted?

The transformation record:
a balance sheet
For most of the post-1994 period, policymakers
assumed that growth and employment went hand
in hand, and the economy’s performance largely
confirmed that assumption. However, the evidence
is much more nuanced. The structural evolution
of the global economy today means that growth
and employment are actually diverging,6 as we see
from the following data.

The persistence of poverty and inequality
■■ A 2015 Statistics South Africa report on the
rebasing of poverty lines showed that, while
average real incomes had increased, more
people were living in extreme poverty (21.7%,
from 20.2% in 2012). Wealth inequality remains
starkly along racial lines.7
■■ In addition, the Gini coefficient (a measure of
income inequality, where 0 represents absolute
quality and 1 is absolute inequality shows a
high degree of personal income inequality
within municipalities.
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■■ The official unemployment rate, using the
expanded definition in the South African Survey,
is close to 40% (4.364 million). It is estimated
that the number of unemployed black people
is as high as 3.74 million – that’s 85.7% of the
total unemployment figure.

Redistribution of income has been slow
■■ In addition to the decline in real incomes of
black African households between 1995 and
2008,8 income inequality has increased across
the board since 2008.
■■ The monthly income of the poorest 10% of the
population increased from R783 to R1 041
between 1994 and 2016, while the income of
the richest 10% of the population increased
from R71 005 to R97 899. The richest 10%
of the population receive 40% of the national
income, while the poorest 40% receive only 5%
of the national income.9
■■ Again, inequality persists along racial lines,
with the mean monthly income of black
South Africans at R775.46 compared to
R7 645.58 for whites.10
■■ The income gap has worsened since the global
economic crisis of 2008. In 1995, the Gini
coefficient stood at 0.64, increasing to 0.68
in 2008.11 Using a Gini coefficient of 0.64
as a proxy, South Africa is one of the most
economically unequal societies in the world.
■■ The share of employees in national income
was 56% but it had declined to 51% in 2009,
which essentially means income has been
redistributed from the poor to the rich.12

6 Statistics South Africa (2017).
7 Statistics South Africa. 2015. Methodological Report on Rebasing of National Poverty Lines and Development of Pilot Provincial Poverty Lines, Report No. 03-10-11 (online).
8 Statistics South Africa. 2008. General Household Survey (online).
9 Nkondo, M. 2016. Draft discussion document on social cohesion and nation-building, Department of Arts and Culture (online).
10 Statistics South Africa (2008).
11 The Presidency: Republic of South Africa. 2009. Development Indicators 2009, p. 25 (online).
12 United Nations Development Programme. 2007. Human Development Report 2007/08, p. 23 (online).
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■■ In 2008 the top 20 directors of JSE-listed
companies, the overwhelming majority of
whom are still white men, each earned an
average of R59 million a year.13 In 2009 the
average earnings of an employee in the South
African economy was R34 000.14 On average,
each of the top 20 paid directors in JSE-listed
companies earned 1 728 times the average
income of a black South African worker.

Control of the economy is still in just a
few hands
■■ Executive and senior managers are still
predominantly white, a situation which
perpetuates historical networks that determine
the probability of recruitment and promotion –
and moving into a higher income bracket.
■■ The figures for management promotions in
2014 are yet another indictment on the socioeconomic quality of our democracy. Here’s a
breakdown of who received promotions to top
management that year:
• white men: 45%
• white women: over 17%
• black men: 13%
• black women: 6%

Economic power remains concentrated in
white business
■■ According to an Oxfam report, the combined
wealth of two of South Africa’s richest families
is equal to the total wealth of 50% of the
population.15 The Forbes 2014 World Billionaire
List names the Rupert and Oppenheimer families
as the wealthiest in South Africa, with a combined
net worth of R13.8 billion (R150.5 billion).16

■■ The JSE is still dominated by a few large
firms: 50% of the JSE is accounted for by six
companies and more than 80% is accounted for
by large banks and companies engaged in the
core minerals–energy complex. Crucial sectors
in the economy continue to be dominated by a
few large conglomerates with cross directorships
(directors sit on more than one board, or
executives from different companies serve as
non-executive directors on each other’s boards).
These conglomerates are vertically integrated,
in other words, the supply chain is owned by a
single company and therefore limits entry into
the economy by smaller firms.17
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Significant vertical and
horizontal linkages continue
to define the South African
corporate landscape. The
links between mining, finance
and construction activities,
wholesale and retailers, and
food processing companies
remain the main building
blocks of the South African
corporate structure.

■■ Traditional South African conglomerates such
as Anglo American have undergone significant
restructuring, encouraged by opportunities
to diversify their operations globally thanks to
financial liberalisation. Nevertheless, significant
vertical and horizontal linkages continue to define
the South African corporate landscape. The
links between mining, finance and construction
activities, wholesale and retailers, and food
processing companies remain the main building
blocks of the South African corporate structure.
■■ In addition, little by way of black ownership
and control has been achieved over the past
21 years. Almost all the top 20 paid directors
in JSE-listed companies are white men. Black
ownership of JSE-listed companies is estimated
to be between 1.6% and 4.6%.

13 Cosatu. 2012. The slow pace of socio-economic transformation in South Africa, discussion document submitted to the Social Transformation Committee of the African National Congress
for the 2014 National General Council, Section 77 Notice, December 2012 (online).
14 McGregor, R (ed.). 2010. McGregor’s Who Owns Whom, p. 45 (online).
15 Seery, E & Caistor Arendar, A. 2014. Even it Up: Time to End Extreme Inequality. Oxfam International (online).
16 Brown. A. 2014. Forbes billionaires: full list of the world’s 500 richest people, Forbes, 3 March 2014 (online).
17 Davis Tax Committee Mining Sub-Committee Draft Interim Report, 2014.
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The sources used here give us a high-level view of
transformation but do not conclusively reflect the
complete status of transformation.

The Top Empowered Companies of 2017
(Intellidex)18
This report ranks the 100 most-empowered
companies listed on the JSE, as determined by
their black economic empowerment (BEE) score.
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18 Intellidex. The Empowerment Report: The Top Empowered Companies of 2017, Special Edition October 2017 (online).

Looking at the report, we find that 34 companies
achieved 100% compliance (level 4), or above, on
the new BEE codes and 43 companies achieved
this on the old codes.
The 2018 report will see more companies on
the new codes, and some of their scores may be
lower because of the stricter requirements for
compliance under the new codes.
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How the levels matter
The BEE score reflects a company’s
contribution to economic transformation and
redistribution, and determines its BEE level.
The higher the level, the more the company is
recognised as a preferential supplier because
of its BEE status (level 1 is the highest).
One of the factors contributing to a company’s
BEE score is the score of companies it
procures from. For example, level 2 BEE
providers allow a company to claim 125%
of every rand spent with them when the
company completes its own BEE verification
audit. This multiplier claim reduces in line
with the supplier’s rating, with level 5 giving a
company only an 80% claim benefit.
Companies therefore prefer procuring from
suppliers that enhance their own BEE
scorecard. They are also challenging their
service providers to show their contributions
to transformation as part of their own
procurement requirements.
On 1 October 2013, new BEE codes were
introduced, with stricter requirements. Sector
codes, for companies that have requirements
unique to their sector, and which override the
‘generic’ codes, were updated to incorporate
these changes. For example, the Financial
Sector Code, gazetted on 1 December 2017,
has two additional, sector-specific pillars:
empowerment financing and access to
financial services.

Intellidex submission to the Standing Committee
of Finance and Parliament of the Republic of
South Africa19
According to this report, the financial sector
contributed 28% to GDP in 2015. The report
addressed ownership levels, BEE empowerment
deals and market concentration.

Decision-making is an area
that needs focus. A 2018
Department of Labour report
shows this to be the case in
most industries (67.7% of top
management positions are held
by white people).

■■ Ownership was reported as being complicated
by other financial industry legislation, which
creates corporate risk when considering
ownership partnerships. An increase in risk for
BEE ownership transactions was found to be
compensated for by reducing risk in other areas.
This has reduced the appetite for new deals and
constrains the impact of the financial sector on
transformation.
■■ At the end of 2014 the top 100 companies
had created R317 billion in wealth through
BEE deals.
■■ On the issue of market concentration, the report
highlighted capital monopoly held by the few
main banks as well as barriers to entry.
While the large sums of money mentioned in the
report speak favourably to the issue of wealth
creation, decision-making representation was
pinpointed as an area that needed focus. A 2018
Department of Labour report shows this to be the
case in most industries (67.7% of top management
positions are held by white people).20

19 Intellidex. 2017. Submission to the Standing Committee of Finance and Parliament of the Republic of South Africa in respect of public hearings on financial sector transformation, 10 March 2017 (online).
20 Department of Labour. 2018. 18th Commission for Employment Equity Annual Report 2017–2018 (online).
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The overall picture is clear: economic opportunities
and incomes are high for an educated minority of
people at the upper end of the economy but they
are diminishing at the lower end.

But what does inclusive growth mean? Obviously,
the idea that the ‘pie’ can grow indefinitely is
alluring. As Fioramonti has argued:

Western policymakers tend to argue that this is a
good thing. But as this analysis suggests, they may
not be right. And if their view dominates public
policy and opinion, it will be difficult to address the
issues related to transformation in a systematic way.

It means everybody can have a share
without limiting anybody’s greed which is the
underlying driving force of modern societies.
A rising tide lifts all boats: while the rich get
richer, the poor are also expected to benefit
from what trickles down. […] Rampant
inequality becomes socially acceptable
because we hope the growth of the economy
will eventually make everybody better off.
We are thus coaxed into the false dream that
growth is a win-win.22

Redefining transformation:
towards inclusive growth
How is it that some people believe we are still
at the beginning of the country’s transformation
journey while others claim to have reached
multiple milestones that have incrementally
added to the well-being of our society? We are
reminded in the NDP that ‘no political democracy
can survive and flourish if the mass of our people
remain in poverty, without land, without tangible
prospects for a better life [...] attacking poverty
and deprivation must therefore be the first priority
of a democratic government’.21
The simple fact of an unprecedented and potentially
catastrophic social and economic crisis compels us
to rethink our approach to transformation.

But is it?
‘The reality is that very little trickles down from
the wealthy to the poor. In fact, it mostly works
the other way around: wealth trickles up from the
poor to the rich, because economic growth turns
common resources that everybody can use, from
land to water, into private goods that must be sold
in markets,’ says Fioramonti.23
The reason, he adds, ‘is that the poor, who struggle
to operate in the new “growth economy” where
everything has a price and money dominates social
relations are kicked out of the system’.

The reality is that very little trickles down from the wealthy to the poor. In fact, it mostly
works the other way around: wealth trickles up from the poor to the rich, because
economic growth turns common resources that everybody can use, from land to water,
into private goods that must be sold in markets.
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What is needed instead of benign neglect,
he argues, is an agreement that rewarding
employment for a full spectrum of people should
be a fundamental goal. With that objective as
a starting point, it will be necessary to increase
both the competitiveness and the inclusiveness of
the economy. This is largely uncharted territory.
Distributional issues are difficult to solve because
they require correcting outcomes in the global
market without doing too much damage to its
efficiency and openness.
Knowledge about promising new technologies
and market opportunities, which resides in
business, government, labour and education
institutions, needs to be brought together and
turned into initiatives.
A new growth path is needed. This includes forms
of business that reconcile human needs with
production processes, investment models that
free people from their passive role as consumers,
and systems of social organisation that reconnect
people with their local communities.
This is an important step forward. Given the
structural changes under way in the global
economy – especially the growing premium on
highly educated workers at the top end of the
value chain – education should be boosted.
Long-term policy is needed to address these
distributional effects and their structural
underpinnings, and restore inclusive growth in
the economy.
In this sense, as Fioramonti puts it, ‘the end of
the growth economy can become the dawn of
a new society which pursues inclusivity as the
ultimate objective’.24

Where to from here? The role of
corporates
The preamble to the South African constitution
speaks about healing and rebuilding. There is a
plea to establish cohesion among the people of
the country.
While South Africa’s transformation strategy
reaches across all sectors of society, it’s important
to recognise that not everyone can make an equal
contribution. Some will have to stretch and do
more, others simply do not have the capacity
or the means to contribute. We believe that
government and business resources will be the
primary building blocks in enabling transformation
to realise the vision set out in the preamble.
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What is needed instead of
benign neglect is an agreement
that rewarding employment
for a full spectrum of people
should be a fundamental
goal. With that objective as
a starting point, it will be
necessary to increase both
the competitiveness and the
inclusiveness of the economy.

We turn now to the role of corporates in advancing
transformation.

The structure and scope of
transformation
Transformation and its components are best
qualified in the pillars of the Broad-Based Black
Economic Empowerment Act.25 As shown in
Figure 3.7.2, its link to well-being can be illustrated
using the well-known theory, Maslow’s Hierarchy of
Needs, which sets out a hierarchy of physiological
and psychological patterns of human motivations.
In terms of social mobility, people aim to first meet
basic needs, then seek to meet successively higher
needs in society.26 Similarly, the B-BBEE scorecard
is about increasing socio-economic inclusivity,
starting with social inclusion and culminating in
financial inclusion as one progresses towards
autonomy, ownership and representation.

24 Fioramonti (2017).
25 South Africa. 2013. Broad-Based Black Economic Empowerment Amendment Act (No. 46 of 2013 and Act No. 53 of 2003) (‘B-BBEE Act’).
26 Maslow, A. 1943. A theory of human motivation, Psychological Review, Volume 50, Issue 4, July 1943, pp. 370–396 (journal).
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Figure 3.7.2: Maslow's Hierarchy of Needs and B-BBEE (adapted)

Empowerment through
equitable economic benefits
and representation

Self-actualisation
Self-esteem

Self-development and
business enablement
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Safety and security
Physiological

Basic social needs
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W

Source: Transcend27
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B-BBEE
The specification of race in B-BBEE policy is
sometimes obstructive, as people misinterpret who
participates in, and profits from, this growth strategy.
However, there is merit in its inclusion. If you read
the targets at face value, they give a minimum
compliance requirement for black representation
which is often significantly lower than the relative
demographic population: for example, a minimum
of 25% black voting rights and maximum of 75%
white voting rights in ownership.28
Sensitivities around distribution and redistribution
processes obstruct transformation conversations.
Also, the persistent perception that people are
being excluded is mostly that: a perception.
Research shows small shifts in many areas.
We are yet to learn that B-BBEE is not about
ownership transfer but about transforming the
profile of economic inclusion. After all, business,
government and society share in making this
transformation a reality. Once we understand the
context that this policy and legislation seek to
address, we can accept that the NDP goals are
consistent with those of B-BBEE, and that both are
necessary tools for our country to move forward.

The corporate stakeholder
strategy
Governance
Social ethics committees have been given greater
scope to carry out their duties. Statucor, a
national corporate stewardship services company,
recommends that the ethics committee should

be the custodian of the stakeholder-inclusive
approach.29 Responsive and proactive reputational
risk management coupled with ethical leadership
have become critical business imperatives
that corporate governance addresses when
holding corporates accountable for their actions.
Social media also hastens the spreading of
news – organisations have nowhere to hide
when it comes to being publicly answerable
to employees, communities, shareholders,
customers and government.
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Many corporates don’t put
as much effort into their
transformation strategies as
they do into their business
strategies. That’s because
the transformation strategy
is usually an add-on, not an
integral part of business.

Strategy
King IV™ states that South African corporations
have a responsibility to engage with transformation
intentionally; it is an inseparable part of value
creation.30 Governance is steering away from being
rules-based and towards being values-based.
When companies develop their transformation
strategies they should therefore ensure there is
alignment with not only the company strategy but
also with its corporate governance principles.
Many corporates don’t put as much effort into
their transformation strategies as they do into
their business strategies. That’s because the
transformation strategy is usually an add-on,
not an integral part of business. If governance
structures already refer to transformation as part
of doing business, then it makes sense to include
transformation from the beginning. A practical
way of doing this is to map the BEE elements to
elements of the business strategy, as shown in
Table 3.7.1.

28 South Africa (2013).
29 Dartnal, S, Kleyn, R & Van Zweel, Y. 2017. King IV™: The Rise of the Stakeholder, BDO (online).
30 Institute of Directors Southern Africa (IoD). 2016. King IV™: Report on Corporate Governance for South Africa 2016 (online).
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Table 3.7.1: Example of transformation and business strategy alignment
BEE pillar
(licence to do business)

Business strategy
(a way to do business)

Alignment

Ownership

Governance of shareholding
proportions, rights and interests

The shareholders and the board must be made aware of the strategic
impact of all ownership deals. The BEE Commissioner is scrutinising deals
for non-compliance. Any non-compliance or misrepresentation found can
have a financial impact on the business.

Management control

Board and executive representation

The executive responsible for transformation should prepare scenarios for
the board and executive committee so that they can understand the impact
of decisions made on appointments and exits.

Employment equity and
skills development

People strategy

The employment equity profile should be aligned with the skills plan.
During this process, gaps and areas of redundancy and opportunity
should be identified. The people strategy should be incomplete without
this component, as employment equity gives you a dashboard view of your
employee profile, which is what people strategies should be based on.

Over the rainbow
Talk of the rainbow nation can hardly be heard any
more as many South Africans feel this vision faded
with the passing of Nelson Mandela. Slow and
unbalanced economic growth, low employment
levels and opportunities as well as rising inequality
have reinstilled fear in many. Beset with daily
challenges, they no longer daydream about that
fleeting time in the country’s history.
We have demonstrated that it is necessary for all of
us to move away from the negativity that surrounds
the discourse on transformation. It is no longer
feasible to look for shortcuts in BEE compliance
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31 Ortiz-Ospina, E & Roser, M. 2017. Trust, Our World in Data (online).

because transformation has not been embedded
in business strategy. This doesn’t make business
sense. As we see in other reflections in this edition
of Benefits Barometer, we need to pull together
to move our country forward with a new model of
stakeholder collaboration.
‘Trust is a fundamental element of social capital – a
key contributor to sustaining well-being outcomes,
including economic development.’31
An urgent dose of trust is needed if we are to
achieve our transformation ideals.

8

WHAT VIDEO
GAMES CAN
TEACH BUSINESS
ABOUT
ENGAGEMENT

PART 3
Chapter 8

WHAT VIDEO GAMES CAN TEACH BUSINESS ABOUT ENGAGEMENT

WHEN BUSINESS IS A GAME
For high-scoring companies, human capital development has changed from controlling to
managing to empowering the workforce. Creating engaging learning and skills development
experiences to unlock new levels of participation and productivity in the workplace has become a
headline feature for employers of choice. In this chapter, we take some instructional design cues
from the electronic games industry and reflect on how to get people to follow your mission.

Rudie Shepherd
Alexander Forbes

Ryan Knipe
Alexander Forbes

When business is a game
I’d like to think I’m pretty good at Donkey Kong (and
my job): climbing ladders, jumping over barrels,
going up the levels and finally saving Lady from
the clutches of the Gorilla, also known as financial
distress. I’ve studied for years to get these skills and
I practise them every day. My high score reflects my
efforts, and at this point in my career I’m looking
forward to taking on the last level and ultimately
retiring with a Golden Banana from the firm.
Why is it, then, that when I take on my 13-year-old
son in a game of Team Fortress 2, I’m down in the
first 30 seconds? I don’t even want to try any more.
Platform games I can do, even strategy games.
But these 3D AI-driven multiplayer fully immersive
virtual reality you-have-30-milliseconds-to-react
stuff, I can’t. I just don’t have the skills.
From the perspective of the modern employee,
corporate business today is very much like a
classic 1980s arcade game: one-dimensional,
controlling, predictable and limited game-play for
little reward, and ultimately not very engaging.
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People get bored in 30 seconds flat. And not just
young people. If current employee well-being and
engagement statistics are anything to go by, there’s
a glitch in the system.
Employees are looking for a business where
they feel part of the story, learn new things every
day and develop skills that are recognised (and
portable) on a global stage. The new normal is a
world where business is a game – a digital one –
and one you do not want to be in without the right
players on your team.

The industry stereotype
Industrial organisations born of the minerals–energy
complex (discussed in Part 1: Chapter 1) are not
known for developing human resources. In fact,
the very term ‘human resource’ gives a sense of
how the industrialised world views employees: more
resource than human.
In a world where work is scarce and human
resources plentiful, this is a massively successful
business model that has been making good money
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for tycoons since the First Industrial Revolution
and, out of necessity, has been accepted as the
norm by employees. It is the go-to model for many
governments seeking rapid economic growth and
job creation at an industrial scale. So it should
come as no surprise that significant investment
goes into industrial development each year to
create more of it.
If we are honest with ourselves, though, good oldfashioned manual work has become dehumanised
– so much so that robots can do the work quicker,
cheaper and more profitably. We can argue
that mechanisation is a good thing, taking away
the drudgery of manual labour and creating
the opportunity for people to upskill and get
themselves ‘decent jobs’ instead. But think about
that for a second. Is your automation really aimed

at uplifting people or is it about having the highest
score in the game? If you found out someone else
had a higher score because they used artificial
intelligence auto-routing technology, would that
impress or upset you?
Fortunately, forward-thinking organisations and
governments are not oblivious to the role human
capital development plays in staying ahead of the
next industrial revolution – and fending off the robot
invasion. As shown in Table 3.8.1, the national
budget allocated to learning and culture (that is,
human capital development) in South Africa is
nearly twice the amount allocated to economic
development (industrialisation). Someone thinks that
developing people has twice the long-term return on
investment as artificially creating a job.
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Fortunately, forward-thinking
organisations and governments
are not oblivious to the role
human capital development
plays in staying ahead of the
next industrial revolution – and
fending off the robot invasion.

Table 3.8.1: Consolidated government expenditure by function, 2017/18–2020/21
2017/18
R billion

2018/19

Revised estimate

2019/20

2020/21

2017/18–2020/21
Average annual
growth

Medium-term estimates

Learning and culture

323.1

351.1

385.4

413.1

8.55%

Health

191.7

205.4

222.0

240.3

7.8%

Social development

234.9

259.4

281.8

305.8

9.2%

Community development

183.5

196.3

210.5

227.1

7.4%

Economic development

183.5

200.1

211.9

227.1

7.4%

Peace and security

195.7

200.8

213.6

227.7

5.2%

General public services

62.1

64.0

65.9

70.5

4.3%

Payments for financial assets

20.4

6.0

6.2

6.6

-

1 394.8

1 483.1

1 597.3

1 718.1

7.2%

163.2

180.1

197.7

213.9

9.4%

-

8.0

8.0

10.0

-

1 558.0

1 671.2

1 803.0

1 941.9

7.6%

Allocated expenditure
Debt-service costs
Contingency reserve
Consolidated expenditure
Source: BizNews1

1. BizNews. 2018. In a Nutshell: Executive Summary of 2018 National Budget, 21 February 2018 (online).
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In a country where jobs win the votes, this is a brave
move and a wise one, too. The link between skills
and decent jobs is well established and understood.

running into millions, it cannot be said that
employers aren’t doing their part to develop their
people. Everybody is given a chance to play.

Nelson Mandela famously said, ‘Education is
the most powerful weapon with which you
can change the world.’2 But are we waiting for
government to give people a flashlight when what
they need is a laser?

The unfortunate reality, however, is that very few
of these corporate programmes have a consistent
track record of success. There’s nothing worse
than giving a random noob from the crowd some of
your coins to get in the game, then have them run
off to another machine while you have your hands
full with Space Invaders. Right?

Business has its own role to play in taking up the
tools that the task requires. We just need to know
where to look.
Workplace education, learnerships, accelerated
leadership development and learning and
development are all examples of how corporates
are massifying education. With annual budgets

Are your training programmes hitting
the target?

36%
of employees globally don’t feel empowered
to create their own career success

Source: Mercer3
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2 Strauss, V. 2013. Nelson Mandela on the power of education, The Washington Post, 5 December 2013 (online).
3 Mercer. 2017. Mercer Global Talent Trends Study 2017: Empowerment in a Disrupted World.

Actually, there is. You give them a coin and they
don’t know what they’re doing, and it’s game over.

Work isn’t for playing
Work is serious business and incompetence is
expensive. The company spends an inordinate
amount of money on your training, wellness,
benefits and career development. The workplace is
for working and you can play games, surf the net,
watch YouTube and learn to code in your own time.
Probably for good reason, too. The time people
spend surfing the internet at work is mind-blowing
these days. What is it good for?
Well, there’s a whole new generation of people
who learn from YouTube and practise their craft
in cyberspace. They get their schooling online
and work in virtual reality. As long as there are
boundaries and a system to measure that things
aren’t going awry, things seem to work out for the
best in the end. ‘Self-directed learning’ is not a
buzz phrase any longer it’s the new normal – even
for us pre-millennials.
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Chief Financial Officer: What if we train all
these people and they leave?
Chief Learning Officer: What if we don’t and
they stay?
In 2017 Alexander Forbes made the decision
to create and foster a culture of learning in the
company by giving employees the freedom to
learn anything they want, any time. We took a
gamble to trust our employees with access to the
greatest source of knowledge in human existence:
would they use it or abuse it? We made a business
decision to invest in our people and help them
find better jobs – inside our organisation –
accepting the risk that we could be preparing
them for a job outside the company.
Over the past year, Alexander Forbes has been
keeping a close eye on how employees are
spending company time online. We’ve discovered
that YouTube is extremely popular, clocking up
a whopping 9 625 videos watched on company
time this year alone. The demand for video has
become so popular that IT had to double the
daily data allowance for this site recently. On
top of that, close to 11 000 articles were read
on the web, more than 1 000 Google Books
pages were devoured online, and 283 TED talks
and 100 thought-provoking Big Think pieces
were consumed. The members of the Work Life
Balance group clocked up almost 40 103 hours of
self-directed learning between them.
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From the data, we could see that people had a
strong desire to learn and improve their skills on
their own terms. We saw that YouTube (and a
few thousand other sites) is a legitimate source
of learning and far more popular than internal
courses or training. We could also see skills
emerging we didn’t even know we had
– or needed.
Trusting our employees with this boundless
resource was a leap of faith but it wasn’t without
method. We used Degreed technology to
differentiate between learning and entertainment
at work. The detailed insights this gave us are
more than enough to make informed decisions
about giving employees more freedom to educate
themselves. Granted, there is a line that sometimes
gets crossed. But the data we have helps us
determine whether something on the other side
of the line could be the key to the next level of
innovation. We found people were interested in
topics that now interest us.
We also discovered that no amount of money spent
on training can get people to learn if they are not
engaged. Loosening the reins a little had a very
positive effect on morale, engagement
and productivity in our organisation.

Learning, you say? From YouTube? And there
you thought the internet was for playing and
wasting time.
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TAKING IT TO THE NEXT LEVEL

Our people are our most
valuable asset’ is a phrase
that’s been used (and probably
overused) for decades. Of
course, there are companies
that see humans as resources
and express human capital in
terms of return on investment.
But the truly successful ones
prove that if you see your
employees in terms of their
future value, not just their
present production capacity,
you unlock a new level of
engagement and performance
for the company.

Engaging the workforce

What’s missing?

The productive and competitive advantage a skilled
and engaged workforce gives the organisation has
been well understood for a long time. ‘Our people
are our most valuable asset’ is a phrase that’s been
used (and probably overused) for decades. Of
course, there are companies that see humans as
resources and express human capital in terms of
return on investment. But the truly successful ones
prove that if you see your employees in terms of
their future value, not just their present production
capacity, you unlock a new level of engagement
and performance for the company.

As a systems guy myself, what I can tell you is
that when people start to blame the system, the
problem in the system is usually the people. The
definition of a ‘system’ incorporates people, process
and technology. What we tend to do when we build
(especially HR) systems is to focus on the process
and making that process easier with technology,
very often forgetting there is a person on the other
side of the screen. Using a gaming analogy: the
console is there, the instruction manual is there,
but the player is watching TV instead.

Companies that invest in learning and development
from the top line consistently show better results on
the bottom line. People who are encouraged and
allowed to learn new skills are intrinsically motivated
to improve themselves, gain confidence and
jump to the next level on the corporate ladder. For
companies that leverage the powers of their most
skilful players, there are rewards aplenty.
However, as your chief human resources officer
will probably tell you, there is a glitch in the system.
Despite spending all that money on workplace skills
plans and human capital development consulting
and incentive schemes and rewards platforms and
e-learning technology and well-being programmes
and learning management systems and
performance management systems and employee
feedback systems, people are just not interested.
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You need to engage the employee with the system,
which means you have to make the person an
integral and valuable part of the system.
Of everything that can get people deeply,
satisfyingly engaged in their work, the single
most important is simply making progress on
meaningful work.4
As in a video game, progress and reward go hand
in hand. A game with an impossible challenge
will soon lead to surrender. A challenging game
with little visible progress gets boring and is
quickly abandoned.
As Prof Karl Kapp, author of Learning in 3D,
notes, there are several ways to look at games
and motivation. One way is to examine games
through the four-factor model that John Keller
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developed. This model is well known in the field of
instructional design and is used as a framework for
creating e-learning and courseware.5
The model is called ARCS: Attention, Relevance,
Confidence and Satisfaction. It was originally
developed for learning but is also used extensively
in game design6 – and can be just as well applied
to business:

applicable to learning and game design, so too can
it be applied to business: simply substitute ‘learner’
for ‘player’ and ‘player’ for ‘employee’ and you
have yourself a cheat sheet for improving employee
engagement.
To demonstrate the power of engaging the
workforce with ARCS, consider the following
fictitious but probably familiar scenario:

■■ Attention. Gain the attention of the player so
that they are interested in the game.

A new regulation that will have a material
impact on our business is hitting us soon.
Everybody from the top down has been made
aware of this and agrees that compliance
training is critical and urgent. Dedicated and
mandatory training sessions have been set
up across business units, and managers are
accountable on their scorecards. The training
is available electronically on the learning
management system and, as an incentive,
employees have been given time off work to
study for the assessments.

■■ Relevance. Establish the relevance of the
mission to be accomplished using one of
three methods:
• goal orientation
• matching the motive of the mission with
the motives of the player, for example
achievement, risk-taking, power or affiliation
• familiarity: showing how accomplishing new
tasks relates to existing tasks, and modelling
the results of learning the new knowledge
■■ Confidence. This is the player’s expectation that
they can achieve success with the information
they’re given. If they feel they can learn the
technique and are confident they can do so,
they tend to be more motivated to proceed.

The feedback from HR is that although we’re
doing all the right things, attendance and
completion are unsatisfactory. Why are people
not engaging?

■■ Satisfaction. Players need to feel that the
activity has value and is worth the continued
effort. Give them the opportunity to successfully
apply their new knowledge and skills in a real
or simulated setting so that they can ‘see’ what
they have learned being applied. Also, maintain
a sense of equity with the player by using
consistent standards and measures of success.

Is your engagement engaging – like a video game?

As mentioned, the ARCS model was developed
as a framework for designing engaging learning
experiences, not games. Kapp doesn’t talk about a
‘player’ but a ‘learner’. But just as ARCS is equally
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■■ Attention: No problem there. You’ve got our
attention. People pay immediate attention
to threats to their survival, especially when it
concerns their wallets or family. Opening the
first scene of the game by showing the villain
kidnapping the princess is a good tactic. Tick.
■■ Relevance: People understand that
compliance failures may lead to the business
losing its operating licence, and the CEO could
go to jail. Does this resonate with them in their

5, 6: Kapp, K. 2011. ARCS Model: good for game design, 13 June 2011 (blog).

331

PART 3
Chapter 8

WHAT VIDEO GAMES CAN TEACH BUSINESS ABOUT ENGAGEMENT

departments, though? Probably not. Yes, scaring
people will have some effect but fear alone
is not enough to get someone engaged. Goal
orientation and achievement and affiliation
are more positive motivators. Consider setting a
departmental goal and keeping a leader board to
create competition to achieve a relevant goal in
the department.
■■ Confidence: What does the average person
know about corporate governance and
compliance? This is not a game they are familiar
with and sitting in a class full of compliance
boffins will make anyone risk-averse. Rather use
short and regular one-point lessons that build
knowledge and confidence over time. Deliver
them outside a classroom setting so that people
can learn in their own time and on their own
terms. Ironically, a corporate classroom is one of
the least conducive environments for learning a
complex subject, as it suppresses confidence.

It’s pretty easy to see that engagement with the
workforce isn’t a magical power. It’s a technique,
and a technique can be taught, practised, replicated
– and automated. That’s a topic for another
article, but it’s this very ARCS model that inspired
the founder of Degreed to leave the footprints of
good game design in the user experience of that
particular cutting-edge learning technology.
Attention, Relevance, Confidence, Satisfaction.
Does your learning management system do that?
All of that? If not, don’t be too surprised if your
employees go AFK (away from keyboard) and
don’t want to play your game any more.

Figure 3.8.1: Typical ‘game over’ screen
– always with the option to try again

■■ Satisfaction: Traditional text-based compliance
training is simply boring and uninspiring and
feels like a chore – because it is a chore. Using
videos and simulations and interactive quizzes
– in other words, games – is far more engaging.
If there were a Compliance Candy Crush,
wouldn’t you rather download and play that?
You are the Chief Learning Officer, not the
Chief Gaming Officer. You don’t have to create
massive, multi-player games that rival the
cinematography and special effects of ‘The
Hunger Games’. Tiny little games that last all of
five minutes can be powerful. You don’t have
to create entire worlds or complex story lines.
Instructional design trumps graphic design
every time. Start small, but start.7
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Source: Wikipedia8

7 Kapp, M & Coné, J. 2012. What every chief learning officer needs to know about games and gamification for learning, Department of Instructional Technology and Institute for Interactive
Technologies, white paper, p. 4 (online).
8 Wikipedia. 2018. ‘Game Over’, 10 July 2018 (online).
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WINNING AT MASSIVELY MULTIPLAYER
ONLINE REAL-TIME STRATEGY GAMES
Empowering the workforce
Figure 3.8.2: Job Simulator by Owlchemy
Labs.
Players participate in simulated jobs in a job
museum run by robots that look like floating
computer monitors with faces. The jobs are tonguein-cheek approximations of real occupations.

eight hours of Frogger (or Crossy Road these days)
all by yourself until you beat the high score on that
machine and get in the Twin Galaxies hall of fame.
The future is a massively multiplayer online realtime strategy (MMORTS) game, played in the digital
cloud, against the best the entire world has to offer,
around the clock. And you can do it from home.
Is your business equipped for that today? Because
this stuff is real.
Careers already span 60 or 70 years. Yet many
skills right now have useful lives of just a few years.
It is not enough to train people to do existing jobs
anymore. We need to build totally new skills while
we continuously upgrade and rebuild old ones.
Being agile and resilient is nice. Inventing the
future everyone else has to adapt to is better. This
is not the same old learning and development
(L&D).

Source: Wikipedia9

Let’s stop talking about the future of work. It’s
here. Job Simulator isn’t fiction at all. It’s a real
game where (mostly young) people poke fun at the
sometimes ridiculous daily rituals we call office work.
It is a hoot to watch. To live it, not so much.
While we’re struggling to engage the talent
our businesses need today, people are getting
themselves ready for tomorrow. Tomorrow isn’t
about rocking up at the arcade every day to play

An article in McKinsey Quarterly sums up this
opportunity (and that’s what it is) like this:
L&D can’t own detailed knowledge about
the skills a diverse workforce needs, but
employees can be empowered to share
knowledge and take ownership for personal
growth and development.10
Do you mean to say people will learn to do things
for themselves, by themselves, without a training

9 Wikipedia. 2018. ‘Job Simulator’, 22 June 2018 (online).
10 Benson-Amer, R, Gast, A & Van Dam, N. 2016. Learning at the speed of business, McKinsey Quarterly, May 2016 (online).
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manual and a three-day instructor-led course?
That is what’s happening in your organisation
any way.

The future doesn’t care how you became an
expert. (David Blake, co-founder of Degreed)11
When Tim Quinlan, Intel’s Director of Digital
Platform for Learning, wanted to learn how to do
a VLOOKUP in Excel, he found a course in the
company’s learning management system easily
enough. But it wasn’t what he really needed. ‘It
was going to be available in two months,’ he told
Degreed. ‘But if I did wait, what would I find? It was
a three-day course, and I really don’t want to know
that much about Excel. I just want to know how to
do VLOOKUP. So I went to YouTube and I found a
two-minute video.’12
Sound familiar? Who can afford to read a
100-page manual, attend a three-day seminar and
practise for two weeks to compete with someone
who just watched a play-through of the entire
game in 30 minutes and knows where all the coins
are? No point HR scheduling you on an advanced
training course next month.
Access to gaining new skills needs to be available
on demand, just in time and in the hands of the
player. Knowing how to learn and find useful
information in a digital maze is a skill in itself,
and teaching people how to sip safely from the
information fire-hose of the internet is a talent few
L&D professionals possess today.
We all have skills and skill sets as unique as our
fingerprints. How we acquire these skills differs as
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11,14 Degreed. 2017. Report: The Innovator’s Guide to Learning Technology (online).
12 Degreed. 2017. Top 3 practices of successful CLOs, 22 June 2018 (blog).
13 Heussner, K. 2010. How to beat Angry Birds: A beginner’s guide, ABC News, 23 December 2010 (online).

much as our individual personalities. There is no
one-size-fits-all development plan.
There’s passive learning (we pick things up along
the way). Then there’s watching short videos to
solve problems (how to win at Angry Birds, for
example13). Perhaps delving deeply into subjects
and practising your knowledge over many years

Are you preparing your employees for the
future of work?

85%
of employees don’t feel like the
training they receive at work is
preparing them for their next position.

Source: Degreed14

is what works for you. But regardless of how we
acquire our skills, they add to our value to the
organisation and employability in the market.

But here’s the rub: No sooner has human
resources offered you the job based on your skill
set than the paradigm shifts and they need a
new or different skill. And this happens almost
perpetually in large organisations. Added to this,
experts estimate that the shelf life of many skills

PART 3

WHAT VIDEO GAMES CAN TEACH BUSINESS ABOUT ENGAGEMENT

is decreasing rapidly, from decades to a couple
of years. This means the skills that served us
yesterday won’t necessarily serve us tomorrow.
But that game-changing skill can be right there,
under your nose, and go unnoticed for years or
even forever. Are you one of those companies that
said ‘no’ to the pony-tailed geek from IT five years
ago when he wanted to spend some work time
figuring out what this cryptocurrency stuff is, and
today you’re scrambling to send your people to one
of his sold-out seminars? When HR told you you’re
losing your best people to a start-up next door, did
you think that buying an X-Box for the rec room
would stem the brain drain to the ‘cool companies’?
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Getting people to develop skills that are not even in
demand yet – and having sight of people’s skills and
capabilities outside the formal training structures –
is imperative if you want to be globally competitive
these days.
‘No CEO in the world can tell me the skills available
in their organisation right now,’ says Blake.
That is a harsh indictment on hard-working HR folk
who regularly have to work into the night to produce
workplace skills plans and talent reports and
recruitment drives. In this case, it’s not people who
are letting us down but an archaic system designed
to meet the needs of a bygone era.

Figure 3.8.3: Do you have a game plan for skills development?

Do you know what
skills your people have?

Do you know what
skills they need next?
CLOs: chief learning officers CEOs: chief executive officers
Source: Degreed15

15 Degreed (2017).
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Does HR have the data to spot talent?

62%
of HR leaders say they lack ample data
about their workforce to understand
their strenghts and potential
vulnerabilities from a skills perspective.

Source: Degreed16

Even if you could identify the future talent in
your organisation, there is no way you can track
every single thing they are learning, or coordinate
learning to the available schedules of hundreds
of groups, or come up with an individualised,
targeted development plan for thousands of
people. It just can’t be done … can it?
If you ran your L&D like a MMORTS server, it most
certainly can.
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16 Degreed (2017).

Digital technology like Degreed brings massive
multiperson online real-time learning capabilities to
an organisation in the same way the cloud makes
MMORTS games possible. It doesn’t matter where
in the world you are, what you want to learn, how
you want to engage with the material or even why
you’re spending time doing it in the first place. If
you have a logon, you can learn a new skill.
Now, isn’t that empowering?
Imagine knowing, with the click of a button, every
person, every topic of interest, every piece of
learning consumed and every skill added to your
organisation, every day. A level map of the entire
game, if you will. Would that help you to identify
and direct the innovative behaviour you want?
Would that help you spend your L&D budget on
the right things? Would that help you pick your next
A-team for Mario Strikers Charged?
If you could, wouldn’t that make good
business sense?
Alexander Forbes Empower is committed to
identifying, growing and unlocking the potential of
human talent in Africa.
Learn more about how you can empower your
employees at https://alexanderforbes.co.za/
empower.
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OUR ROADMAP FOR INTEGRATED
PLANNING REVISITED
Having surveyed the different layers that have framed the workplace challenges covered in
this part, we conclude with a final layer – education. This completes the roadmap we have
constructed for an integrated strategy that unlocks social and commercial benefits for employees.

We began this section with the following objectives:

Amanda Khoza
Alexander Forbes

■■ Find a more cost-effective way to integrate the
human capital development strategies of an
employer with its strategic business vision.
■■ Develop a framework for measuring the
impact of government policies on both
social transformation and the value-add
required by business.
■■ Develop a framework for holistically measuring
the value-add of employee well-being to
corporate productivity.
We then looked at how employers could create
an environment to help employees meet their
most basic human needs. In so doing, we built
links between the workplace and broader societal
commitments instead of deferring to policymakers’
incentives or penalties to encourage participation.
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Finally, we demonstrated how the aggregated
picture can be integrated into a company’s shortterm and long-term strategic plan.
By framing the workplace within this broader
context, we moved our objectives closer to our
well-being vision for the future. We conclude this
section by summing up the commercial benefits
of getting the linkages between diversity and
inclusion, gender equality, and transformation in
the workplace right.
When organisations set their strategies, they look at
the environment in which they operate and make
decisions that will best ensure their success. These
decisions often involve contributing to a sustainable
business environment that will ultimately affect
their own success.
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Our approach to integrated
planning
Our approach to establishing an inclusive
development framework for the workplace rests on
the following assumptions:
1. Organisational culture is crucial to driving
integrated workplace strategies. Appropriate
diversity interventions that encourage employee
engagement, acceptance and participation
will better enable success. Seeing culture as a
catalyst for innovation in the workplace rather
than a ‘nice-to-have’ enables employers to tap
into both business and employee needs within
and outside the workplace.
2. Diversity and inclusion improve the bottom
line by removing barriers to open participation
by employees with different socio-economic
backgrounds, experiences and cultures. This
also helps to form a vital link between the
workplace and society.
3. The current debate on gender equality merits
special recognition.
4. The transformation of the workplace
offers a virtuous framework for a
well-being corporation.

Our point of departure is that government policy
objectives and directives will not necessarily be
expressed in workplace policy. It’s also not clear
whether government policy will have the desired
outcomes. We therefore have to assess our strategy
for integrating various workplace imperatives and
programmes with the policy chain of planning
objectives we have identified.
What, then, are the essential attributes of
integrated planning, and how will the various
programmes discussed in Part 3 work?
We suggest that questions of diversity and
inclusion, gender representation, culture and
socio-economic transformation cannot be
resolved without a framework that interprets
and implements these policies, and unlocks
the enormous value embedded in them. What’s
needed is a critical reflection on transformation in
the workplace, and clearer guidelines on how to
implement policies.

Chapter 9

Government policy objectives
and directives will not
necessarily be expressed in
workplace policy. It’s also not
clear whether government policy
will have the desired outcomes.
We therefore have to assess our
strategy for integrating various
workplace imperatives and
programmes with the policy
chain of planning objectives we
have identified.

This concluding chapter responds to missing links
in the policy chain by using skills development as
one example of how integrated programmes can
be implemented across transformation scorecards
while aligning with corporate strategy.

339

PART 3
Chapter 9

COLLABORATING AND LEVERAGING FOR WELL-BEING

Corporates are using their
training budgets mainly to
get skills development points
on the Broad-Based Black
Economic Empowerment
(B-BBEE) scorecard. If
they were to align their BEE
strategies with their business
plans, the BEE outcome would
be a consequence of doing
business, not a cost.

Integrated planning: the case of skills development
Our starting point is from the perspective of the
people corporate. We assume that corporates
require competent people who are properly skilled
in order for it to function optimally. Competence
and skills are assumed to be determined from
qualifications and experience as a base, and
assessments as a confirming or selecting indicator.
Employers have long used educational qualifications
as a signal of general aptitude and reliability.
1. Strategic SETA compliance
To qualify for training grants from the Skills
Education and Training Authorities (SETAs)
the organisation belongs to, it must compile a
workplace skills plan. The SETAs manage these
grants in line with the requirements of the Skills
Development Act (No. 97 of 1998) and Skills
Development Levies Act (No. 9 of 1999).
These workplace skills plans feed into the SETA
Sector Skills Plan, which is critical to determining
where to focus in addressing skills planning issues.
The organisation is therefore the starting point of
skills planning for the country in all sectors.
Workplace skills plans should be formulated
with a view to investing in skills that enable the
organisation to achieve its strategic objectives. The
process of completing the plan should be a strategic
one that includes input from across the business to
determine the skills the company needs to achieve
its strategic goals. However, it’s often relegated to
being little more than a legislative requirement and
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does not focus on organisational development and
future needs – despite training and development
playing an important role in the organisation’s ability
to achieve its objectives.
As a result, the aggregation of corporate
submissions is therefore failing to sustainably
change the country’s skills profile, and this will
continue if no deliberate and concerted effort is
made to overhaul the system.1 We will get true value
from these plans only if they are developed for the
benefit of the employer and employee.
2. The inverted learning matrix
Skills development spend targets have increased
since the new BEE codes were gazetted on
1 October 2013, making it even more difficult for
corporates to achieve BEE compliance. However,
what we’re finding is that corporates are using their
training budgets mainly to get skills development
points on the Broad-Based Black Economic
Empowerment (B-BBEE) scorecard. If they were to
align their BEE strategies with their business plans,
the BEE outcome would be a consequence of doing
business, not a cost.
The learning matrix presented in the skills
development pillar of the B-BBEE Act2 looks
complex to implement and manage; however, if we
invert it (Figure 3.9.1), we begin to see a number of
guidelines that make it easier to understand.

1 Adcorp (2015).
2 South Africa. 2013. Broad-Based Black Economic Empowerment Amendment Act (No. 46 of 2013 and Act No. 53 of 2003) (‘B-BBEE Act’).
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Figure 3.9.1: Inverted learning matrix: lifelong learning
Learner category

Entry
Learning
requirements category

Duration of
learning

Workers: on-the-job
training

Employee

E

Ongoing training Employed on-the-job training

Workers with
outstanding credits

Employee

D

3 to 6 months

Employed skills programme for employed

Workers with
outstanding qualifications

Employee

C

12 months

Employed SETA bursaries

Graduate entry

Matric plus
three-year
degree or
learnership

B

6 to 12 months

Unemployed SETA internships

New learners or
company bursary

If new learner,
matriculant

A

12 months
or longer

Unemployed SETA
learnerships
Work bursaries

Type of programme
All ages
All ages
All ages

18 to 35

18 to 35

Source: B-BBEE Act 2013, adapted by Insurance Sector Education and Training Authority
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A linear corporate ladder
process may no longer
fit employee aspirations;
therefore, companies should
be flexible in allowing their
employees to achieve their
career goals in a non-traditional
manner such as through a
corporate lattice process.

We also see how policy can be put into practice,
for example:
■■ Career paths can be created through a process
that starts with learnerships and progresses
through internships and management training
to specialist development.
■■ Learnerships can be used as an alternative
to low-level recruitment. By following the
same recruitment process as you would for
a permanent role, you’re likely to select the
right candidates. And, this will increase the
likelihood of employing the learner at the end of
the programme.
3. The new way of work and learning
Individual employee goals have traditionally centred
on climbing the corporate ladder – a process in
which ‘power, rewards and access to information
are tied to the rung each employee occupies’.3

Figure 3.9.2: Comparison
of ladder and lattice
career paths

A linear corporate ladder process may no longer fit
employee aspirations; therefore, companies should
be flexible in allowing their employees to achieve
their career goals in a non-traditional manner such
as through a corporate lattice process.
The corporate lattice model is suggested as a more
suitable a description for the new way of work:
The corporate lattice metaphor signals a
shift in mind-set and outlook as we cross
the chasm from the Industrial Age to the
knowledge economy. It represents the
multidirectional, flexible and expansive
nature of how successful organizations work
today. And it marks an inflection point in
the ways careers are built, work is done and
participation in organizations is fostered.4

Ladder progression

Lattice pathways

Examples of linear
career paths

Examples of more varied paths
for growth and development

Source: Benko et al.5
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3, 4, 5: Benko, C, Anderson, M & Vickberg, S. 2011. The corporate lattice. A strategic response to the changing world of work, Deloitte Insights, 1 January 2011 (online).
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Alexander Forbes Empower and Degreed have
partnered on this approach to non-linear career
paths to lifelong learning. A skills development
tool connects employees to all the resources they
use to learn – millions of courses, videos, articles,
books, podcasts and experts from thousands
of sources, including a corporate’s learning
management system. Having a handle on what
your employee learning needs are and what
business skills are available, while providing your
employees with opportunities for continuous daily
learning, is critical to strategic success.6
Using a skills development tool like this makes
the process easier and frees up time for more
strategic analysis.
4. From grudge cost to strategic action
To further enhance this process, using available
tax incentives creates a multiplier effect for the
organisation. Skills development ceases to be a
‘grudge cost’ to achieve compliance but is aligned
with strategic business actions.
As set out in the Income Tax Act (No. 58 of 1962),7
bursaries are generally employer deductible and
potentially tax free to an employee or their relatives.
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■■ Closed bursaries are granted to employees
or relatives of employees. They can be tax
free, partially taxed or fully taxed, depending
on the bursary amount and the employee’s
annual remuneration.
• A closed bursary granted to an employee
is exempt from tax if the employee agrees
to repay the bursary if they don’t complete
their studies for any reason other than death,
illness or injury.
• According to law, closed bursaries granted
to a relative of an employee are taxable if the
employee earns more than R600 000 a year.
These bursaries enhance the employee value
proposition while reducing the tax purse of the
employer. This ‘cooperative’ tax to incentivise
spending on skills development goes a long way to
showing how business and government can meet
each other half way.
The Employment Tax Incentive Act (No. 26 of 2013)
sets out the conditions for the youth employment
incentive.8 This incentive can be claimed as a credit
against an employer’s monthly PAYE payment for
employees between 18 and 30 who earn no more
than R6 000 a month.

Bursaries granted by companies can be divided
into two groups:
■■ Open bursaries are granted to people who are
not company employees. These bursaries are not
taxable and provide a positive way for companies
to make a difference to South Africa’s skills
shortage by helping people who are not currently
employed to gain qualifications and skills.

6 Alexander Forbes website, Empower page (www.alexanderforbes.co.za), 26 July 2018.
7 South Africa. 1962. Income Tax Act (No. 58 of 1962).
8 South Africa. 2013. Employment Tax Incentive Act (No. 26 of 2013), to be read with the Fourth Schedule to the Income Tax Act (No. 58 of 1962).
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Table 3.9.1 shows how this is calculated. This incentive ends on 1 March 2019.

Table 3.9.1: Youth employment incentive
Monthly earnings

Monthly credit to employer
during first 12 months of
employment

Monthly credit to employer
during next 12 months of
employment

R0 to R2 000

50% of monthly earnings

25% of monthly earnings

R2 001 to R4 000

R1 000

R500

R4 000 to R6 000

R1 000 – (0.5 × (monthly
earnings – R4 000))

R500 – (0.25 × (monthly
earnings – R4 000))

5. Skills development compliance
Another integration strategy to consider is merging
skills development with enterprise development as
a way to meet compliance requirements as well
as help small businesses manage costs and get
access to resources. One of the disablers for small
businesses is insufficient resources to deliver on
contracts. When corporates are unable to host a
large number of interns, they can deploy interns to
small businesses that then take on the host role.
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This means that skills development compliance will
have a multiplier effect where:
■■ the corporate meets its skills development
requirements (compliance and business need)
■■ the small business gets resources at no cost
to themselves
■■ the intern learns a new skill by managing the
start-to-end process for the corporate and SMME
■■ the learner gets employment experience
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An integrated and collaborative approach to implementing skills development benefits each stakeholder for the greater well-being of society.
We set out this approach in Table 3.9.2.

Table 3.9.2: An integrated approach to skills development
Policy or legislation

Employer

Employee

SMME

Society

BEE skills development
points and enterprise
development points

Skills plan derived
through social consensus:
create an integrated
SMME programme that
ensures better placement
opportunities

Learning opportunity
and employability
enhanced

Expensive recruitment and
training costs supported
by integrated corporate
programmes

More broad-based skills
development considerations that feed
into the National Skills Development
Strategy III and achievement of
objectives for the societal skills
development imperative

Use SETA learning
provider and on-the-job
training

Lifelong career path
aligned to inverted
learning matrix

Learning opportnity
in small businesses

Host employer: provide
meaningful work experience
for interns

Train intern or
skills development
facilitator to manage
skills development
programmes

Lead employer: where the
employer is unable to host
all interns and learners,
find SMMEs to host

Learning opportunity
in small businesses

Host employer: provide
meaningful work
experience for interns

Overhead support increases
SMME’s ability to survive

Liaise with intern or
skills development
facilitator and conclude
programmes

Intern assigned to
SMME to manage SMME
leadership programme and
report back to employer
and SETA

Completion of
programme provides
experience record,
which increases
employability

Possibility of permanent
employment or long-term
contract

Decrease in unemployment

Employee tax
incentive to encourage
employment of youth

Reduces PAYE costs
without affecting
employee salary

Doesn’t have to pay
tax (if salary below
threshold)

If the SMME is the
employer, same employer
benefits apply

Reduce youth unemployment

Even when the government provides a number of
tax incentives to drive greater focus and spend on
skills development, corporates find the process
cumbersome to implement. Perhaps what is

required is a better understanding of the intent
and role of each of the stakeholders in skills
development, and how we can optimise existing
national strategies and policies.
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Figure 3.9.3:
The socio-economic
well-being ecosystem

Conclusion: a holistic planning framework
We have seen from the example of the skills development scorecard
strategy how having the right policy and legislative framework can
allow corporates to drive certain programmes that can be integrated
for greater effect. Figure 3.9.3 shows the benefits to the individual
employee and the corporate in adopting this thinking.
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Incentives, systems, programmes and strategies exist, but may require
a rethink and refocus so that their impact can be maximised, increasing
employee engagement and having a positive impact on the corporate
financially and socially. This aggregation of programmes and strategies helps
us to join the dots. While corporate citizenry has been highlighted as the best
place to influence the quest for well-being, this example demonstrates that a
multistakeholder collaboration can take us that much further.
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GETTING TO THAT
WELL-BEING WORKPLACE
The concept of a well-being corporation and well-being workplace completes our
three tiers of well-being alignment for South Africa. To make this vision a reality,
we need to answer some key questions and take steps towards addressing
emotional well-being, diversity, gender equality, transformation and skills
development in the workplace.

Programme of action
Priority intervention 1: Look holistically at
how corporates are addressing each of the
layers identified for the well-being workplace

Action points
■■ Assess how the employer is addressing
each of the elements in the layers in the
well-being company model. What services are
being provided at each level? How are they
being funded?
■■ Create an aggregate picture of the costs and
value of the benefits you provide to employees.
■■ Where are the gaps? How could these gaps be
bridged at no extra cost or at minimal cost?
■■ Translate the ‘big picture’ resulting from this
exercise into an integrated strategic plan for
the executive committee to implement within a
specified time frame.
■■ Revisit the onboarding process to ensure
employees understand the value they derive
from each of these layers.

Conclusion

ACTION
POINTS
FOR PART 3

Priority intervention 1: Focus on emotional
well-being in the workplace

Action points
Create a strategic plan around
■■ early detection capabilities
■■ workplace facilitation of the human touch
■■ workplace ergonomics
■■ flexible work plans
• Focus on developing better data on employee
mental health.
• Create a mental health ecosystem to ensure
holistic delivery.
• Create a communication programme for
employees about mental health.
• Monitor and measure interventions to
determine which are working.
• Align mental health programmes with corporate
initiatives around culture, diversity, equality,
transformation and skills development.
• Add mental health measures to overall
well-being assessments.
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Priority intervention 3: Promote diversity,
gender equality and transformation in the
workplace

Action points
■■ Identify the scope of the problem and pinpoint
biases in:
• the board and top management
• company policies and practices for hiring,
promotion, pay, engagement and skills
development
■■ Develop a strategic plan with specified
outcomes and timelines.

• Managers conduct audits to determine skills
gaps and develop skills plans based on the
strategy and key performance measures.
• The business unit executive sponsors and
approves plans, and monitors how managers
are tracking implementation against the
performance of unit.
• The CEO signs off the aggregated workplace
skills plan.
■■ Get buy-in and participation from employees:

■■ Apply the Mercer incentivisation toolkit.

• Understand their attitude to and style of
training.

■■ Measure your company against the Global
Diversity & Inclusion Benchmark (GDIB).

• Develop personal growth strategies in line with
monitoring and evaluation metrics.

■■ Identify steps forward to improve your rating and
monitor against GDIB criteria.

• Draw up career paths using the inverted
learning matrix.

■■ Ensure that your company’s top talent sits in HR.

• Accommodate learning requirements that
are not linear, as these can be catalysts to
innovative and diverse thinking.

■■ Put as much effort into your transformation
strategy as you do into your business strategy.
In South Africa, this may well be your best
business strategy.
Priority intervention 4: Tackle skills
development in the workplace
With the right kind of leadership support, compliance
reports can be turned into comprehensive skills
plans that become valuable inputs into strategic
business decisions action points:
■■ Training and development needs should be
seen as an investment. Develop monitoring and
evaluation metrics and plans to determine which
areas to spend on.
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■■ Link the workplace skills plan and annual
training report to strategic objectives, with the
involvement of executive management:

• Support with adaptive learning tools such as
Alexander Forbes Empower.
■■ Support unemployed people through learnership
programmes that increase their chances of being
employed while adding value to your B-BBEE
strategy.
■■ Integrate learnership programmes with your
enterprise development programmes to create
capacity for small businesses.
■■ Take advantage of empowering tax incentives
that multiply or lower the costs of your skills
development efforts (or both).

NC
I

363

Chapter 3
Meeting needs

375

Chapter 4
Product options

385

Chapter 5
Possibilities and priorities

405

E
H
T

E OF FIN
L
O
A
R

Chapter 2
Value to customers

Chapter 6
Connectedness

421

WELL-B
ING

353

EI
N
G

Chapter 1
Financial products as facilitators
of well-being

C
AN

4

A

U CTS I N
D
O
R
EN
P
L
H

OVERVIEW
Financial products and services can play a critical role
in creating both social mobility and social protection.
By understanding how this works, employers and product
providers can do so much more to enhance financial well-being.

In Part 4, we consider how financial product
providers could enhance social mobility and
individual well-being by providing appropriate
products (we focus on saving and insurance
offerings). Here, we argue that:
■■ The private sector must play a role. Government
is not the only vehicle for enhancing the
well-being of the poor or supporting efforts
to protect the well-being of the middle class.
Financial products provided by the private sector
have a legitimate role to play in this regard,
contributing to well-being by enhancing both
social mobility and social protection.
■■ Products must provide appropriate value. If
financial products such as insurance and savings
are to enhance individual well-being, they must
offer appropriate value for money. The markets
for such products appear to be imperfect,

making it difficult for customers to determine the
value offered. One way for financial providers
to enhance transparency is to provide effective
financial education.
■■ Products must meet customer needs. Another
prerequisite for improving well-being is that
products meet the needs of customers. Meeting
a defined need is now a legal requirement.
If financial providers are to increase the trust
their customers place in them, then identifying
and meeting needs must also be a business
imperative. At the same time, products should be
presented within an educational framework that
allows the customer to understand what needs
they best serve. Furthermore, where appropriate,
products should provide a mechanism for
behaviour modification, such as default solutions,
auto-enrolment and auto-escalation terms and
appropriate nudges.
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This section appeals to
employers to recognise the
opportunity they have to
significantly improve the
well-being of their employees
by facilitating access to
appropriate, fair and effective
financial products and services.
Improved employee well-being
may reasonably be expected
to translate into increased
productivity.

How are we doing?
An assessment of savings products and the major
categories of insurance offerings presents a mixed
picture. Some products operate in competitive
markets, providing adequate value for money to
customers. Many, however, are complex and difficult
to understand. In these cases, customers may not
be in a good position to assess the value of the
product and how well it fits a particular need.

What next?
Innovation frequently benefits product providers and
their distribution channels, but not their customers.
We nevertheless identify several instances of
customer-centric innovation and pick out some of
the barriers to innovation in established financial
institutions. In the quest to improve the well-being of
customers, surely it’s the customers themselves who
should have the final say?
We have not included an assessment of markets
for lending. Some take the view that a loan may be
regarded as negative saving, but this is a simplistic
view. It significantly understates the range of needs
addressed in the market for lending. Loans vary in
nature and the needs that they meet, from a home
loan secured with a bank for a high-quality property
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in a plush suburb, to an urgent cash advance
made by an unregistered lender to a mother who is
desperate to take her child to a clinic. Considering
the complexity inherent in any assessment of
lending markets calls for care and we have therefore
set it aside for another occasion.
This section is intended not only for the providers
of financial products, which have an ethical and
legal responsibility to respond to the challenges it
presents. It also appeals to employers to recognise
the opportunity they have to significantly improve the
well-being of their employees by facilitating access
to appropriate, fair and effective financial products
and services. Improved employee well-being may
reasonably be expected to translate into increased
productivity (see Part 3: Chapter 2 of this
Benefits Barometer).
If employers and private-sector financial entities
are to enjoy a legitimate role in raising social
mobility and social protection to elevate the
well-being of South Africans, then they must play
this role responsibly. Employers and private-sector
financial service providers can play a legitimate role
in raising social mobility and at the heart of this
responsibility lies a systematic and determined effort
to understand and meet the most important needs
of individuals and households.

1

FINANCIAL
PRODUCTS AS
FACILITATORS
OF WELL-BEING
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ENABLERS AND SAFETY NETS
Households without financial savings or insurance products have no financial margin of safety.
Calamities such as the sudden death of a family member, illness or injury, and loss of income
or property can increase their vulnerability and perpetuate poverty, a situation far too common
for the poor. These households also have more limited access to other social institutions (which
help families build wealth), such as home ownership.1

Rob Rusconi
Independent actuary
Tres Consulting

Classifying households as ‘poor’,
‘middle income’ or ‘elite’
excludes both the potential for
improvement and the fragility of
an apparently sound position.
In this chapter we affirm the
role that providers of financial
products must play in
enhancing well-being, we
identify the kinds of shocks
households experience and
we discuss who should help
provide the safety nets.
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Previous parts of this edition of Benefits Barometer
describe the concept of the well-being economy
and the importance of social mobility in sustaining
that economy. They show how classifying
households as ‘poor’, ‘middle income’ or ‘elite’
excludes both the potential for improvement and
the fragility of an apparently sound position. In this
chapter we affirm the role that providers of financial
products must play in enhancing well-being. We tap
into global research to explore the types of shocks
that low-income households typically experience,
and show how insurance and saving play a part in
protecting against these shocks.
An analysis of the financial positions of South African
households by the Southern Africa Labour and
Development Research Unit2 provides two insights
of invaluable significance to the financial services
industry. First, households that may be considered
‘poor’, as measured by levels of expenditure, may
be further divided into two categories: ‘chronically
poor’ and ‘transitory’. Those classified as ‘chronically
poor’ have a relatively low probability of exiting

poverty. Those in the ‘transitory’ category have an
above-average chance of moving into the middle
class. They are the theoretical beneficiaries of social
mobility, as they have prospects for improvement.
Second, households currently classified as
‘middle class’ may be subdivided into ‘safely
middle class’ and ‘vulnerable’. Those that are
safely middle class have only a small chance
of falling back into poverty. Those that are
‘vulnerable’, however, face circumstances that
could combine to push them into the category
of ‘poor’. The existence of this group may help
explain why South Africa has failed to establish a
stable middle class.
A society that looks after its people well is
characterised by mechanisms that enable upward
mobility as well as by safety nets which protect its
members from falling into poverty. Such a society
uses a dual-focus framework, prioritising both social
mobility and social protection.

1 Dagada. R. 2012. Are the South African banks meeting the savings needs of entry level banking customers? University of the Witwatersrand, Johannesburg (blog).
2 Schotte, S, Zizzamia, R & Leibbrandt, M. 2017. Social stratification, life chances and vulnerability to poverty in South Africa, Working Paper No 208, South African Labour and Development
Research Unit, University of Cape Town (online).
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How might South Africa improve the prospects for
those who are currently ‘poor’ of moving into the
middle class? Similarly, how might members of
the ‘middle class’ be protected against events that
make them vulnerable to falling into poverty? Some
suggest that the answers to these questions lie with
government. We take the view that in the dual-focus
framework other parts of society have important
parts to play, but they must do so responsibly.

are made available to the representatives of worker
and employer organisations, who may comment
on them. The governing body of the ILO may
even require reports from member countries on
recommendations and unratified conventions.

Government as provider

■■ sickness benefit

Whereas universal and lasting peace can
be established only if it is based upon social
justice… . (Preamble of the Constitution of the
International Labour Organization)3
The International Labour Organization (ILO), a
specialised agency of the United Nations, was
established in 1919 as part of the Treaty of Versailles,
which brought to an end the First World War. At
latest count it has 187 member countries.4 It aims
to encourage and establish the conditions for social
justice referred to in the preamble to its constitution.
The ILO differs from other intergovernmental
organisations in two important respects. The first
is its tripartite nature. Representatives of both
worker and employer organisations, along with
policymakers, participate in the development of
its standards. The second is the way it establishes
and supervises standards. The ILO lays down
conventions and recommendations and calls on
the leaders of member countries to ratify these.
Governments report to an independent committee
of experts on ratified conventions, and their reports

Convention 102 of 1952 calls for minimum standards
of social security with regard to nine benefit types:
■■ medical care
■■ unemployment benefit

Chapter 1

A society that looks after its
people well is characterised
by mechanisms that enable
upward mobility as well as by
safety nets which protect its
members from falling into
poverty. Such a society
uses a dual-focus framework,
prioritising both social
mobility and social protection.

■■ old age benefit
■■ employment injury benefit
■■ family benefit
■■ maternity benefit
■■ invalidity benefit
■■ survivors’ benefit
The convention requires signatories to adhere to
the minimum standards of at least three of
these benefit types, at least one of which must
be unemployment, old age, employment injury,
invalidity or survivors’ benefit.
Recommendation 202, passed in 2012, recognises
that circumstances and means in countries differ
and calls for social security systems in different
countries to at least meet the requirements of
a specified floor. The implications of these and
other conventions and recommendations are that
governments are regarded as the primary channels
for providing social security.

The ILO lays down conventions
and recommendations and
calls on the leaders of member
countries to ratify these.
The implications of these
and other conventions and
recommendations are that
governments are regarded
as the primary channels for
providing social security.

3 Rodgers, G, Lee E, Swepston L & Van Daele, J. 2009. The International Labour Organization and the quest for social justice, 1919–2009, International Labour Organization, Geneva, p. 249 (online).
4 International Labour Organization. 2018. Alphabetical list of ILO member countries, 5 March 2018 (online).
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The constraint is on government
alone to meet acceptable
standards of provision.

Individuals, employers and
financial services providers also
play a key part in enhancing the
social mobility of all our people.

The roles of other players in facilitating financial well-being
South Africa is not a signatory to Convention 102.
However, this should not be regarded as evidence of
poor commitment to the principles of social security.
The Constitution makes this commitment quite clear:

This is enshrined in the Bill of Rights. Government
is not, however, solely responsible for adhering to
these principles. Individuals, employers and financial
services providers also play a key part in enhancing
the social mobility of all our people.

1) Everyone has the right to have access to…
(c) social security, including, if they are unable
to support themselves and their dependants,
appropriate social assistance. (2) The state must
take reasonable legislative and other measures,
within its available resources, to achieve the
progressive realisation of these rights.5

If the private-sector contribution to social protection
is to be effective, product providers must recognise
the role they play and act accordingly. Consider
the market for individual pension savings products,
typically known as retirement annuities, which is
supported by the tax incentives government provides
to savers. Industry lobbying for a continuation of
these incentives is undermined by policymaker
concerns regarding high charges and excessive
early-termination penalties.7

A number of commentators, among them the
so-called Taylor Committee,6 have acknowledged the
constraint on government alone to meet acceptable
standards of provision. The committee recognises two
further important facts:
■■ While the government has a coordinating role and
may perhaps directly protect the most vulnerable
in society, individuals and institutions have
supporting parts to play in meeting the objectives
of a social security system.

The continued right of financial
entities to provide products
that contribute to social
protection and social mobility
requires evidence that they do
so responsibly.
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■■ The concept of social security as the provision of
benefits needs to be broadened to encompass
all of the strategies and programmes intended
to ensure a minimum standard of living for all
citizens, hence the term ‘social protection’.

The continued right of financial entities to provide
products that contribute to social protection and
social mobility requires evidence that they do so
responsibly. Providers of financial products are not
the only entities with an interest in meeting these
needs. Employers stand to gain a great deal from
improving the well-being of their employees. The
principles and supporting detail put forward in
this part of the Benefits Barometer should be
considered by all companies serious about raising
the effectiveness of their employees.

In summary, South Africa is committed to the
principles (espoused by the International Labour
Organization) under which the protection of its
vulnerable citizens is of priority to government.

5 The Bill of Rights of the Constitution of the Republic of South Africa. 1996.
6C
 ommittee of Inquiry into a Comprehensive System of Social Security for South Africa (chaired
by V Taylor). 2002. Transforming the Present – Protecting the Future: Consolidated Report of the
Committee of Inquiry into a Comprehensive System of Social Security for South Africa (online).

7 National Treasury of South Africa. 2005. Statement of Intent by the Long-term Insurance
Industry and the Minister of Finance as to the Measures that will be Implemented in Respect
of Retirement Annuity Fund Member Policies and Other Savings Products Offered by the
Long-term Insurance Industry, 12 December 2005 (media release, online).
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Insurance and savings as contributors to well-being
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How might these products
and services meet the
objectives of enhancing
social mobility and financial
well-being?

Figure 4.1.1: Three key
functions of social protection

Prevention
providing security to
vulnerable households

Acknowledging the
potential of financial
entities to contribute
to building a coherent
social fabric, we consider
how these products and
services might meet the
objectives of enhancing
social mobility and
financial well-being.

Protection

SOCIAL
PROTECTION

extending support
by redistributing
income among
members of society

Deblon and Loewe
propose three key
functions of social
protection:9

Promotion
expanding opportunities to the
poor and encouraging them to
take on the risks associated
with investing their savings
in productive assets or
in education

Source: Deblon & Loewe (2012)8

Social protection schemes perform these functions
in three different ways:
■■ They may prevent risks, reducing the probability
of a shock.
■■ They may limit the effects of a risk event, through
arrangements made in advance.

Private insurance and saving play a part in all these
strategies, most effectively in the second: reducing
the impact of a potential disaster. Insurance aims
to mitigate or remove the impact of a risk event by
replacing lost assets or income. Saving mitigates the
impact of a risk event by providing the means, at
least partially, to offset lost assets or income.

Insurance aims to mitigate or
remove the impact of a risk
event by replacing lost assets
or income. Saving mitigates
the impact of a risk event by
providing the means, at least
partially, to offset lost assets
or income.

■■ They may cope with risk by absorbing the effects
of a risk event after that event has taken place.

8 Deblon, Y & Loewe, M. 2012. The potential of microinsurance for social protection. In Churchill, C & Matul, M (eds.): Protecting the Poor: a Microinsurance Compendium, Volume II. International
Labour Organization, Geneva (book).

357

PART 4
Chapter 1

FINANCIAL PRODUCTS AS FACILITATORS OF WELL-BEING

Saving also differs from social
protection and insurance
arrangements. It is proactive
and preventative, like
effective primary healthcare
or behaviour-modifying tools
such as driving trackers.
South Africa’s low saving
rates are calamitous not only
because the available investable
assets are lower as a result but
because so many people, in
the absence of this preventative
safety net, are one small
incident away from disaster.

Saving also differs from social protection and
insurance arrangements. It is proactive and
preventative, like effective primary healthcare or
behaviour-modifying tools such as driving trackers.
South Africa’s low saving rates are calamitous not
only because the available investable assets are
lower as a result but because so many people, in
the absence of this preventative safety net, are one
small incident away from disaster.

■■ Employment shock: reduced earnings or wages,
job loss

Jacquier et al. also consider the question of how
microinsurance contributes to the fabric of a social
protection system.9 They point out that a number of
globally significant microinsurance schemes were
established by civil society organisations in the
interests of improving the positions of the poor. They
also describe how microinsurance may be used to
extend the reach of social protection schemes. This
illustrates the potential for private-sector initiatives to
support social policy.

■■ Household breakup: separations or incidents
involving the police or other authorities

In the discussion that follows, we summarise global
research on the risks low-income households are
exposed to and the measures they use to cope with
these risks.

The risks that low-income
households face
The risks that low-income
households face are: price
shocks, natural disasters,
employment shocks, asset
shocks, health shocks, crime,
and household breakups.
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Heltberg et al., conducting an analysis for the World
Development Report 2014,10 group the shocks that
people face as follows:11
■■ Price shock: input, output and food-price shocks

■■ Asset shock: loss of land, house, livestock (most
commonly from disease) and machinery
■■ Heath shock: death, illness, accidents and
disability
■■ Crime and safety: common theft and violence of
all kinds

Shocks may be split into two broad risk
types. Systemic risks affect many households
simultaneously. Examples include weather events,
price shocks and economic recession. Idiosyncratic
risks typically affect a single household. Illness,
death, crime and business failures are typically
idiosyncratic. Generally, idiosyncratic risks are more
easily insured through private insurance markets
than systemic risks.
Figure 4.1.2 sets out the reported distribution of
shocks across a selection of country surveys. What’s
immediately clear is the variation in experience from
country to country. South Africa did not form part
of the study, and we believe it is inappropriate to
estimate its corresponding spread of experience,
not least because this is likely to vary across
communities. Should South African insurers not
consider carrying out (or supporting) this type of
analysis to understand the risks to which people
are exposed?

■■ Disasters: drought, water scarcity, flood, crop
disease, storms and more

9 Jacquier, C, Ramm, G, Marcadent, P & Schmitt-Diabate, V. 2008. The social protection perspective on microinsurance. In Churchill, C (ed.): Protecting the Poor: a Microinsurance Compendium.
Academic Foundation, New Delhi (book).
10 World Bank. 2013. World Development Report 2014: Risk and Opportunity – Managing Risk for Development (online).
11 Heltberg, R, Oviedo, AM & Talukdar, F. 2013. What are the Sources of Risk and How do People Cope? Insights from Household Surveys in 16 Countries (background paper to the World
Development Report 2014) (online).
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Table 4.1.1: Range of shocks experienced by households in the previous year (%)
Prices

Natural
disasters

Employment

Death and
illness

Asset and
crop loss

Afghanistan

2.2

34.2

5.5

11.5

15.8

-

4.9

-

Bangladesh

-

-

2.8

4.9

4.1

2.5

0.7

4.3

China

-

-

0.6

11.1

25.2

2.6

1.9

3.1

Iraq

-

-

10.1

2.0

-

-

8.1

2.7

Laos

5.3

18.5

5.0

25.2

23.5

0.6

3.5

-

32.8

38.8

3.1

13.9

2.3

7.2

8.5

3.1

-

6.7

4.2

8.8

-

0.8

3.3

1.7

1.5

32.4

1.4

11.4

0.6

-

13.9

2.6

-

-

38.6

20.1

3.5

9.8

4.6

7.8

Malawi
Peru
Uganda
Uzbekistan

Household
breakup

Crime and
safety

Other
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Sound coping strategies usually
involve being prepared for a
shock or risk event. Poorer
strategies tend to be reactive.

Communities play a large part
in the management of all risk,
but particularly of idiosyncratic
risk, which generally affects
people within that community
rather than a whole village
or region.
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Coping mechanisms
Heltberg et al. also list and assess the coping
mechanisms that survey respondents report using
to cope when risk events occur. These range from
selling assets to reducing food consumption – see
Figure 4.1.2 for a summary of selected findings. The
authors suggest that these mechanisms may be split
broadly into ‘good’ and ‘bad’:

■■ Formal-sector insurance is not mentioned as a
coping strategy in the Heltberg analysis. (It may
not have formed part of the line of questioning
in each of the countries assessed.) This hints
at significant potential for the growing global
microinsurance industry. The World Development
Report 2014 suggests high transaction costs,
particularly for assessing claims, as the leading
reason for the poor take-up of formal insurance.

‘Good’ coping comprises use of savings,
credit, asset sales, additional employment and
migration, and assistance (for example, from
friends, family, community members, and
social safety nets); it often requires a degree of
ex ante preparation [based on forecasts rather
than results].12

■■ While insurance companies generally target
individuals or specified groups, insurance can
also form part of a national strategy for extending
social protection. For example, just as some
governments mandate third-party risk cover for
drivers of motor vehicles, weather insurance may
be provided to small-scale farmers to improve the
social protection framework.

Sound coping strategies usually involve being
prepared for a shock or risk event. Poorer strategies
tend to be reactive. They include selling productive
assets, farming equipment or livestock, reducing
critical consumption, and compromising expenditure
on health and education. They also tend to increase
vulnerability to future shocks because they erode
existing coping strategies.
Insurance as a form of risk protection is not limited
to the formal sector. Insurance may be provided,
facilitated or mandated by government or by
informal sectors of society.

12 Heltberg et al. (2013), p. 13.
13 Sasria SOC Ltd. Company Profile, 6 June 2018 (online).

South Africa’s Sasria SOC Ltd was formed in
1979 by the government at the time to focus
on political risk, perhaps a unique event in the
insurance world. It was expanded in 1998 to
provide protection for other events, such as
strikes and labour disturbances.13
■■ Informal insurance networks such as burial
societies, while not considered part of the
surveys, are nevertheless covered by Heltberg
et al. in the review of the literature. Communities
play a large part in the management of all risk,
but particularly of idiosyncratic risk, which
generally affects people within that community
rather than a whole village or region.
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Table 4.1.2: Range of response to shocks (%)
Largely good strategies
Savings

Sale of
non-productive goods

Employment or
migration related

Credit

Assistance

Afghanistan

20.9

2.4

10.1

26.1

9.6

Bangladesh

-

4.0

-

77.3

-

China

20.4

3.0

51.0

-

-

Iraq

48.4

13.9

3.1

42.3

20.6

Laos

18.4

0.7

-

2.2

4.4

Malawi

24.6

1.6

4.8

1.8

25.4

Peru

17.2

3.7

9.3

16.4

0.9

Uganda

33.2

3.0

23.5

12.0

21.7

Uzbekistan

24.8

-

14.1

26.1

15.5

Largely poor strategies
Reduction in health and
education spending

Reduction in food
consumption

Reduction in nonfood consumption

Sale of productive
assets

Other

Afghanistan

2.8

35.3

37.9

14.9

4.3

Bangladesh

-

-

-

13.0

2.4

China

5.5

56.4

-

10.2

-

Iraq

3.0

60.2

74.5

2.9

2.6

Laos

-

43.8

0.6

29.8

Malawi

-

4.4

0.5

1.2

Peru

-

11.9

-

10.6

Uganda

-

38.7

0.5

4.7

34.4

0.5

0.7

0.7

13.7

52.5

Uzbekistan

8.9

Note: for Laos and Peru, the distinction between food and non-food consumption reduction was not available.

Source: Heltberg et al. (2013)
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Insurance has the potential
to provide a safety net against
the prospect of a disaster but
is usually designed to protect
against one risk and can be
inefficient. Saving, however,
is a broad enabler. It not only
helps low-income households
protect themselves against
shocks, stabilise their cash flow
and avoid taking on expensive
debt but also contributes
significantly to social mobility
by allowing people to invest
effectively in their most
productive assets.

The work of Heltberg and his colleagues shows
the substantial benefit of saving as a risk-protection
strategy. The first column of Table 4.1.2 on the
previous page shows how frequently saving is used
to protect against shocks, though it’s not clear
how much of this saving takes place through
formal institutions.
Insurance has the potential to provide a safety net
against the prospect of a disaster but is usually
designed to protect against one risk and can be
inefficient. Saving, however, is a broad enabler.
It not only helps low-income households protect
themselves against shocks, stabilise their cash
flow and avoid taking on expensive debt but also
contributes significantly to social mobility by
allowing people to invest effectively in their most
productive assets.

Bringing it back to South Africa

This chapter has built on the
foundation laid in others by
pointing out that government
is not solely responsible for
building a nation characterised
by social mobility and wellbeing. The products and
services offered by the financial
sector have a significant role
to play in this regard, as do
the financial decisions of
households to save or insure.
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14 Schotte et al. (2017).

We turn back to the work of Schotte et al. on poverty
levels and the tendency for households to move
between different bands of income security.14 Since
data is available at two-year intervals, the authors of
that study were able to identify triggers associated
with upward and downward movement between
these bands. Households that enjoy an increase in
the number of workers, for example, are more likely to
move from poverty into the middle class.
The following examples show the existing or
potential role for financial products in raising
well-being by enhancing social mobility or providing
financial safety nets:
■■ The existence of health and life insurance is
associated with a more secure stay in the
middle class or elite bands. While this suggests
that insurance plays a part in providing this

security, this is not necessarily the case. The
authors acknowledge it may be that wealthier
members of these groups, who are less likely to
be financially vulnerable, are also more likely to
own these products.
■■ The movement from rural to urban areas is
associated with the increased possibility of
transitioning from poverty to the middle class,
probably linked to prospects for higher income
through employment. We note the usefulness of
short-term insurance products (for example
those that insure against the loss of household
goods) in protecting against the risks associated
with a move to the cities and the improved income
this move may bring. Such a move typically brings
both challenges and opportunities, particularly if
supported by higher income. Financial education
to consumers, discussed in Part 4: Chapter 2,
plays an important part in facilitating the improved
financial capability needed to respond to
these proactively.
■■ One of the events strongly associated with an
exit from the middle class and into poverty is
the birth of a child. This is not regarded as an
insurable event, as its occurrence is not entirely
random, but saving can play a substantial part in
managing the costs and risks associated with the
birth itself and the arrival of a new member to the
household. Affordable medical cover also has a
part to play in managing this kind of risk.
This chapter has built on the foundation laid in
others by pointing out that government is not solely
responsible for building a nation characterised
by social mobility and well-being. The products
and services offered by the financial sector have
a significant role to play in this regard, as do the
financial decisions of households to save or insure.

2

VALUE TO
CUSTOMERS
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VALUE TO CUSTOMERS

CUSTOMER PERCEPTION OF VALUE
A premium payable under a policy must reasonably balance the interests of the insurer and the
reasonable benefit expectations of a policyholder or member, and be based on assumptions
that are realistic and that the insurer reasonably believes are likely to be met over the term of
the policy. (Section 6.1, Policyholder Protection Rules)1

Rob Rusconi
Independent actuary
Tres Consulting

Financial products could play a
critical role in improving social
mobility or providing safety nets
to households in potentially
precarious circumstances, in
both cases raising the financial
well-being of customers.
Are these benefits worth the
premiums paid for them,
though?
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Financial products could play a critical role in
improving social mobility or providing safety nets to
households in potentially precarious circumstances,
in both cases raising the financial well-being of
customers. Are these benefits worth the premiums
paid for them, though? If they are not, we should
question the contribution of the product to the
well-being of the customer. The discussion that
follows asks how customers assess the value offered
by these products and whether these assessments
are accurate or not.
Any market is built on the premise that a willing
customer considers the value of a product to be
higher than its price. If the value of the product is
lower than the price being asked for it, the customer
would be unlikely to purchase it, assuming there are
suitable alternatives available.
For tangible goods, say those in a supermarket,
value is often influenced by the price of alternatives
and the extent of the need. Parents who need to
feed their children, for example, place a high value
on the available basic products but will generally buy
an alternative of the same quality if it’s cheaper.

However, the value of a financial product is difficult
to assess. Value is linked to what economists refer to
as the utility of the product – its perceived usefulness
to the consumer – which can be even more difficult
to conceptualise or measure than value. Every
insurance product feels valuable if a claim has been
paid, for example, but much less so if premiums
have been paid without any monetary benefit having
been received.
Products paying a premium refund after
a number of years have increased the
attractiveness of insurance. They may
have done so at the cost of undermining a
customer’s understanding that insurance has
real value even if a benefit is not paid.
The perceived value at the time of purchase depends
a great deal on how much the customer trusts that
the provider of the product will honour a claim if a
defined trigger event occurs. For now, we set aside
these difficulties of benefit uncertainty and provider
credibility and consider the pure value of a product.

1 SA Government. 2017. Long-term Insurance Act: Replacement of Policyholder Protection Rules, Government Gazette No. 41321, 15 December 2017.
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In theory
Consider someone facing a possible financial
difficulty. Let’s say they understand that if a specified
event occurs, the loss is R25 000 and the probability
of the event is 50% – it’s equally likely to occur or
not. Let’s assume also that they’ll know by the end of
today whether the event will take place, so the time
value of money is not material.
How much would that person pay a third party to
take away the risk of losing R25 000? In theory, they
would pay no more than the statistically expected
value of the loss, which is calculated as follows:

The first part of this expression is 0.5 × R25 000,
which is R12 500. The second part is 0.5 × 0,
which is zero. This is roughly how the third party
would price the insurance as well. To this, however,
they would probably add a margin:

Chapter 2

How do customers assess the
value offered by these products
and are these assessments
accurate or not?

■■ for the risk that the assumptions underlying the
calculation are not correct
■■ for the costs of administration
■■ perhaps, also, for profit
If they could sell say, 1 000 such arrangements,
at R13 000 each, then they expect to collect
R13 million in premiums (1 000 at R13 000 each)
and pay R12.5 million (500 at R25 000 each) in
benefits, leaving a margin of R500 000 for those
risks, expenses and profit objectives.

PROBABILITY

50%
OUTCOME

R0

PROBABILITY

50%

0.5 × 0 = R0

OUTCOME

R25 000
0.5 × R25 000 = R12 500
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In practice, customers may
have a sense of the payment
needed to provide adequate
protection. But very few
customers have a sense of
the probability of the event
occurring and the claim
being paid.

The theories of behavioural economics suggest that
our customers may be willing to pay a little more than
R12 500 for this arrangement, even if they were sure
of the R25 000 loss and 50% probability. And they’d
be willing to pay even more if they are risk averse,
preferring the certainty of the R12 500 expense to
the 50% probability of a much more painful outflow.
The evidence suggests that most customers are
indeed risk averse (see the end of this chapter for
suggestions on additional reading on this topic).
Furthermore, if there’s any uncertainty about either
the amount and probability, our customer may be
prepared to pay even more to settle the uncertainty.
So, the value of the insurance arrangement to the
customer may comfortably exceed the proposed
R13 000 price tag, leaving both customer and
insurer happy with the arrangement.
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An efficient market for the product would help to
refine the price of the product. Another insurer
might offer it at R12 800, for example, forcing
the first one to reconsider their R13 000 or find
ways to offer better value. Markets for insurance
are seldom characterised by price and product
comparability of this level.

In practice
Reality is not as straightforward. In practice,
customers may have a sense of the payment
needed to provide adequate protection. In the case
of a car or home, it may be the cost of replacing
the vehicle or the house and restoring its contents.
The cost of a funeral may be estimated. The income
required by dependants after the death of the
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customer may be assessed. But very few customers
have a sense of the probability of the event
occurring and the claim being paid.
The occurrence of the event and the payment
of the claim are not necessarily the same thing.
Consider the case of motor vehicle cover with
an excess, an amount payable by the customer
in the event of a claim. A small bump on the
vehicle constitutes the event but may not result
in a claim being paid if the value of the damage
falls below the level of the excess.
People are biased in their perception of risk and
insurers have an information advantage to the extent
that they understand probabilities better.
This means that, even in the very simplest of
insurance arrangements, customers really do not
have the means to assess the intrinsic value of the

offering. A funeral product is a good example of a
simple insurance offering. If a policyholder dies, their
spouse receives the stated sum assured, say
R10 000. The chance that they’ll die in the next year
is, say, 1.2%. (Actual probabilities vary substantially,
mostly depending on the age of the customer.)

Chapter 2

Even in the very simplest of
insurance arrangements,
customers really do not have
the means to assess the
intrinsic value of the offering.

Furthermore, in most types of insurance, an average
probability across the entire group is considered,
ignoring certain differences between members of the
group. For example, all the employees at a company,
or both male and female policyholders in a typical
funeral policy across all ages may be given the same
rate. Following the same logic as before, the intrinsic
value of the offering is R120 a year, or
R10 a month. If the policyholder is willing to pay
R40 a month, is it because they’ve reckoned that the
value of the cover to them is more than four times its
intrinsic value? Not very likely.
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What does our customer do to
decide whether to purchase a
product or not? They consider
how badly they believe they
need it. They determine value
by the extent to which friends
have purchased the product,
how attractively the product is
presented, or the reputation of
the product provider.
We quickly gain a sense
of the intangibility of the
trade-offs and the potential for
the (sometimes misleading)
positioning of the product to
influence their decision.

Why would they be prepared to pay such a large
amount? Risk aversion is one of the strongest
reasons for their thinking:
One well-known explanation linked to the
expected utility theory is that insurance is a
trade-off between an uncertain but potentially
huge loss (occurring if the uninsured has to
pay for the risk) and a certain but small loss
(incurred by paying a premium that eliminates
the unaffordable risk). The implied assumption
is that all people are risk-averse.2
The example considered concerns a
straightforward arrangement. Assessing the
intrinsic value of insurance on household goods or
healthcare, each of which pays out various amounts
on a number of different events, is well beyond the
ability of most customers.
What does our customer do to decide whether to
purchase the funeral product or not? They consider
how badly they believe they need it and assess that
cost against using the same money for something
else, including a different funeral product. They
may also determine value by the extent to which
friends have purchased the product, how attractively
the product is presented, or the reputation of the
product provider for staying in business and paying
claims rapidly and reliably. We quickly gain a sense
of the intangibility of the trade-offs and the potential
for the (sometimes misleading) positioning of the
product to influence their decision.
Refer to the discussion in Part 2: Chapter 3 of
Benefits Barometer 2015 which presents the
models customers use to evaluate their need for
insurance and the product most appropriate for
meeting this need.
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From the perspective of the
insurer
How does the insurer approach the potential
transaction? As before, the insurer considers the
expected cost of paying benefits and adds margins
for risk, expenses and profit. So, for a large number
of customers seeking the same product and with
a similar risk profile to this customer, it estimates
R120 a policy, a year to pay benefits, or R10 a
month. This is frequently called the risk premium.
To this, the insurer adds:
■■ an appropriate allowance for the risks that it
estimates are incorrect
■■ the expected costs of selling the policy, which
may include a commission payment on each sale
■■ the corresponding costs of managing the receipt
of premiums, assessing and paying claims,
and any other administrative expenditure and
overhead costs
■■ a margin for profit
The monthly cost of distribution may be estimated
at R7 a policy and the cost of administration R8. An
allowance for risk and profit of R5 a month would
take the total premium to R30 a month, the gross
premium. Our customer is prepared, for a number
of reasons, to pay R40 and is happy with the offer.
The market for this product seems to work. The
customer pays R40 each month for it. The insurer
can produce it, not allowing for risk or profit, at R25.
The price of R30 appears to be fair.
But what if the customer finds the R30 offer
attractive only because of the R40 charged by
the most prominent competitor? Customers rely
on market testing to obtain benchmarks of value

2 Dror, D & Koren, R. 2012. The elusive quest for estimates of willingness to pay for health microinsurance. In Churchill, C & Matul, M (eds.): Protecting the Poor: a Microinsurance Compendium,
Volume II. International Labour Organization, Geneva (book).
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because the assessment of intrinsic value is beyond
their means and requires information they do not
have. The product we have considered here is very
simple. In many cases, products are much more
complex and customers cannot make meaningful
comparisons between offerings. The market
mechanism fails, almost always to the detriment of
the customer, not the insurer.
Finally, is it fair that the actual average cost of the
claim itself (R10) is only one-third of the premium
(R30)? Surely there is scope for another insurer to
find a way to cut costs and margins and offer the
same product for R20, or less?
Our discussion turns now to some of these
market challenges.

The existence of markets for
insurance and saving
We have described how a market for insurance
might exist and how the products offered might
be priced. We now ask if these dynamics really
serve to meet the needs of customers. We
consider whether similar questions may be
asked of savings products. And we consider
the duty of financial product providers to
educate consumers about personal finance
and the products available to them.
Economists may refer to the market for insurance
products as broadly imperfect. Even for a simple
product like the funeral insurance arrangement
described earlier (a single payment on the occurrence
of a clearly defined event), the transparency of
intrinsic value is poor. The costs of getting the product
to market tend to be high. As insurers compete

to sell their products, they are prepared to pay
intermediaries, both individuals and organisations,
large amounts to bring them customers. The actions
of the intermediaries are frequently not consistent
with the needs of customers. Neither are the
corresponding actions of the insurer. Scope for
mis-selling exists, in other words.
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Do insurance market dynamics
really serve the needs of
customers?

Call centres as a channel to market do not appear
to be any cheaper. To add further to the pressure,
insurers tend to incur high capital expenditure
when setting up their businesses or preparing a new
product for market. The higher their sales, the more
likely they are to recoup this cost, so the incentive to
sell in large numbers is strong.
In a complex environment such as saving and
insurance, concerns regarding market imperfections
and their impact on how such products could meet
customer needs are valid. This is problematic if
these products are to play a part in contributing to
social mobility or social protection, or both.
Unfortunately, identifying the most appropriate
intervention is seldom easy. Consider an example
from a related field. Interest rates on loans may be
regarded as problematic. The tempting approach is
to specify a maximum rate of interest (a ceiling). The
problem is that a ceiling interest rate in the regulated
sector creates an incentive to product providers to
take their chances with the unregulated market, in
other words, not to register with the supervisor as
a product provider. (This is illegal, but common to
many markets: a part of the supply side chooses to
stay beyond the reach of the regulatory framework.)
That might be risky for these providers, but they
don’t have to work within the specified limit. So
they may regard the potential additional income as
worth the risk. A possible result is that people who

In a complex environment
such as saving and insurance,
concerns regarding market
imperfections and their impact
on how such products could
meet customer needs are valid.
This is problematic if these
products are to play a part in
contributing to social mobility
or social protection, or both.
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Imperfect markets in insurance
may benefit product suppliers
because their opacity permits
higher profit margins. The
advantage is likely to last only
as long as the imperfection.
In the meantime, it detracts
from the value provided to
customers. It can undermine
consumer confidence
in providers, even fatally
damaging the market.

most need loans offering fair value are least likely to
find them. This is partly because only unregulated
lenders are accessible to them and partly because
their risk profiles are such that regulated lenders
won’t lend to them.
A key question for providers in the formal, regulated
market is why informal markets for savings, loans
and funeral products, for example, continue
to operate at great strength despite the risks to
customers and providers. Surely the simplicity,
credibility and accessibility of offerings has
something to do with this.
Some have suggested that, for insurance products
based on the life of the policyholder, the risk
premium should be some minimum proportion of
the gross premium – 50%, say – in contrast to the
33% in our example. This has a certain appeal but
may introduce market distortion. What if a set of
potential customers living in a remote part of the
country cannot be reached by insurers under such
terms? The regulatory intervention, in that case, has
produced another form of market imperfection.
Insurance customers can change their minds, often
rationally. They may mistakenly assess the premium
against the size of the potential benefit rather than
against alternative uses of the money for the monthly
premium. The pressure on insurers to meet their
fixed costs by selling their products in large numbers
is high. But keeping customers on the books is just
as important as making the sale. Customers who do
not believe they are receiving good value for money
are much more likely to let their policies lapse than
those who do. High lapse rates can be a disaster for
insurers which, by then, have incurred expenditure
both to complete the sale and to bring the new
customer onto the administration system.
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In conclusion, imperfect markets in insurance may
benefit product suppliers because their opacity
permits higher profit margins. The advantage is
likely to last only as long as the imperfection.
In the meantime, it detracts from the value
provided to customers and damages their financial
well-being. It can undermine consumer confidence
in providers, even fatally damaging the market.
In Part 4: Chapter 4, we assess the segments of
South Africa’s insurance and savings markets,
asking how well each is operating to the benefit
of its customers.
How could we apply these lessons to the market
for savings products? We’ve seen how effective
saving can be in managing risk for a low-income
household. Saving in cash can be risky, though,
so alternatives need to be considered. These
typically include informal options in the community,
like savings clubs. Their formal counterparts
may provide additional services – for example, a
transaction facility, interest-paying fixed or notice
deposits, or potentially higher-return arrangements
through insurers or unit trust arrangements. These
products are typically characterised either by long
minimum terms or volatile returns.
These attributes and limitations can be difficult
to unravel. Few truly understand the risk–return
trade-offs inherent to asset classes, let alone the
other product limitations, or the fees – a sometimes
bewildering array of costs and charges. It’s not clear
how customers evaluate the options available to
them, but it is evident that efforts to improve the
transparency of these charges (we consider this in
more detail in Part 4: Chapter 3) can hardly come
fast enough.
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One way to improve the effectiveness of financial
markets is to reduce the knowledge gap between
providers and their customers by giving clear
product information to customers and educating
them. We turn to this subject next.

Consumer education
The responsibility for overseeing broad-based
financial education to consumers lies with the
Financial Services Board, now the Financial Sector
Conduct Authority, which has devoted a department
to consumer education for more than 10 years.3 In
truth, until formally introduced into legislation as part
of the duty of the Financial Services Board,4 the role
of the supervisory authority in financial education
has not been clear.
The question raised here is not whether the
Consumer Education Department of the supervisory
authority is backing up its responsibility with
appropriate effort. Its activities include baseline
studies into financial literacy, developing a national
strategy, conducting workshops, putting in place
material for radio and television, appearing at
exhibitions, producing booklets and developing
online material such as a trustee toolkit and
MyLifeMyMoney.5 The question is whether the
supervisory authority should be responsible for
delivering consumer education or merely overseeing
it. The efforts of the supervisor have been supported
by industry body, the Association of Savings and
Investment South Africa, which provides specialised
training through its academy and financial literacy
and training through its foundation. These are steps
in the right direction … but are they sufficient?

Consumer education […] involves a systematic
effort to teach risk management strategies
and the role of insurance in order to promote
better risk management practices amongst
low-income households. The goal of consumer
education is to provide households with
knowledge and skills that enable them to make
informed financial decisions. […] Consumer
education is often considered to be an integral
part of microinsurance schemes; it is intended
to benefit both microinsurance practitioners
and their clients. It is supposed to help
low-income households make sound choices
and practitioners stimulate demand.6
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The duty of financial product
providers is to educate
consumers about personal
finance and the products
available to them.

The authors quoted above, Dror et al., make the
case that the education of consumers should form
part of a national effort. Some may argue that this
exact model has been pursued in South Africa.
The updated Financial Sector Charter demands an
increase in the expenditure on financial education
by providers, along with independent assessment of
quality. We acknowledge the problems that banks
and insurers may have in overcoming perceptions
of bias in their presentation of educational content.
The revised Financial Sector Charter has rules to
address these perceptions:
There are strict limits on the use of branding
for consumer education not to cross the thin
line into marketing. Branding will be allowed
because it can assist companies to develop a
trusted brand in the education market. […]
However […] any image branding should
not overwhelm the educational content [and]
content should be generic and product-type
related, not related to brand-specific products.7

3 Peyper, T. Undated. Consumer Education Department, Financial Services Board (FSB), 5 March 2018 (online).
4 South Africa. 2013. Financial Services General Act (No. 43 of 2013).
5 FSCA website, home page (www.fscaconsumered.co.za), 18 July 2018.
6 Dror, I, Dalal, A & Matul, M. 2012. Emerging practices in consumer education on risk management and insurance. In Churchill, C & Matul, M (eds.): Protecting the Poor: a Microinsurance
Compendium, Volume II, p. 286. International Labour Organization, Geneva (book).
7 Greenblo, A. 2018. Today’s Trustee, Feb/April 2018, p. 6 (industry publication).
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Another way to overcome this is to partner with
credible non-government organisations to provide
this information, as Bajaj Alliance did with CARE
India, an organisation that aims to alleviate poverty
and social injustice, focusing on the empowerment
of women and girls. This partnership provides a
programme covering risk education, insurance
education, product education and product logistics.8
People live complex lives and typically have a range
of needs that are not easily prioritised. Product
marketing highlights the benefits (and hopefully the
associated costs) of a particular product but cannot
realistically provide the information needed to set or
refine these priorities. Consumer education plays a
key role in identifying the most important financial
needs and finding products that best match these
needs. Education is not just about presenting static
material. Nudges, defaults and incentives, carefully
and responsibly used, are tools in the education kit
that can produce helpful outcomes.
The need for financial education gives employers
an ideal opportunity to put forward pertinent
information focused on the specific needs of
their employees.
A mining house recently trained its employees
on how to manage personal debt. Why? It
recognised that inappropriate indebtedness
had a direct impact on employee well-being
and, as a result, productivity.
We argue that the winners of tomorrow will have
shown their commitment to meeting the needs
of their customers by providing comprehensive,
high-quality education and information that enables
them to make sound financial decisions. South
Africa already has examples of systematic financial

8 Dror et al. (2012).

education that financial services companies
provide to previously disadvantaged communities.
A commitment to such effort needs to be part of the
fabric of our financial product providers, not merely
an element of compliance with industry norms.
We consider the importance of the culture of these
organisations in Part 4: Chapter 3.
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The need for financial
education gives employers an
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pertinent information focused
on the specific needs of
their employees.

Doing a better job
In closing, what should insurers and other financial
product providers do to ensure the products they
offer help to enhance social mobility and raise the
financial well-being of customers? We suggest that
four types of actions are crucial (the first two
are considered in this chapter and the last two in
Part 4: Chapter 3):
■■ Design and price efficiently. Insurers cannot
(sustainably) price their products at a loss. But
they should not charge so much that customers
are being unfairly treated and competitors will,
in due course, undercut them. They should also
not price so low that breakeven is only achieved
by selling enormous volumes of the product. This
puts the business under great strain to sell the
product at all costs, rather than match it to those
customers who need it most.
■■ Educate. The products offered by a bank or
insurer should be supported by transparent,
helpful, unbiased information that shows how that
product meets a common personal or household
need. If necessary, product providers should
enlist the support of a credible independent
organisation to help spread this information
responsibly. Educating customers also means
using nudges, defaults or incentives – responsibly,
of course – to encourage appropriate behaviour.

What should insurers and other
financial product providers do
to ensure the products they
offer help to enhance social
mobility and raise the financial
well-being of customers? We
suggest that four types of
actions are crucial: design
and price efficiently, educate,
engage with customers and
understand and meet needs.
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■■ Engage with customers. Few policyholders sing
the praises of their insurers from the rooftops, and
aiming for such an outcome may be asking a little
too much. But providers should communicate
with customers in ways that suit the customers,
enough to build their confidence in the suitability
of their products and the integrity of their service.
If they also allow customers to give feedback,
they have an even better chance of retaining a
satisfied, loyal customer.
Organisations like IDEO U put customers
in the middle of the design process, using
rapid prototyping and iterative user feedback
to refine and perfect initial concepts. Their
website, www.ideou.com, provides training on
IDEO U methodology.
■■ Understand and meet needs. On the back of
the clichéd wisdom that ‘insurance is sold, not
bought’ – in other words, that customers have to
be convinced to buy life or short-term products
– insurers have tended to fall into the trap of
aggressively marketing their offerings. With a little
more expenditure and time, they can work with
potential customers to ensure that products match
a need. An element of education may be required,
as insurance is not often the first thing that comes
to mind when a customer has spare change.
These recommendations are directed at insurers but
apply equally to banks, unit trust companies and
other types of financial product providers. Employers
are in a strong position to provide helpful, unbiased
information to their employees in the interests of
their well-being.
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Meeting customer need is surely the cornerstone
of enhancing well-being. We consider the legal and
business obligations to do so in Part 4: Chapter 3.

Further reading
For an exploration of loss aversion and the
impact of risk on loss aversion:
Johnson, EJ, Gächter, S & Herrmann, A. 2006.
Exploring the nature of loss aversion, IZA Discussion
Papers No. 2015, Institute for the Study of Labor
(IZA), Bonn (discussion paper).
Gächter, S, Johnson, EJ & Hermann, A. 2007.
Individual-level loss aversion in riskless and risky
choices, CeDEx Discussion Paper No. 2007-02,
Centre for Decision Research and Experimental
Economics, University of Nottingham (discussion
paper).

Some reader-friendly publications on
behavioural economics:
Shefrin, H. 2002. Beyond Greed and Fear:
Understanding Behavioral Finance and the
Psychology of Investing, Oxford University Press,
New York (book).
Sunstein, RH & Sunstein, CR. 2009. Nudge:
Improving Decisions about Health, Wealth and
Happiness, Penguin, New York (book).
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THE OBLIGATIONS OF PRODUCT PROVIDERS
Financial development is often misunderstood as a term. To many it means increasing
an economy’s sophistication so that it can handle the kind of financial products that are
complex and lucrative, but far removed from the life of an average person. In reality, financial
development simply means increasing the capacity: of a person to be able to finance his/her
life’s ambitions, of a business to thrive and to reach its potential and, ultimately, of an economy
to prosper and to grow. (Antonio Simoes, for the World Economic Forum)1

Rob Rusconi
Independent actuary
Tres Consulting

We explain the developing
statutory duty of banks, insurers
and other financial services
entities to provide products
that match the needs of their
customers. We argue that these
obligations should be regarded
as sound business practice.
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Part 4: Chapter 1 considers the shocks that
low-income households are typically exposed to and
the role of insurance and saving arrangements in
enhancing financial well-being. Part 4: Chapter 2
explores how customers might place a value on a
product and explains the complex dynamics of
markets for financial products. In this chapter, we
explain the developing statutory duty of banks,
insurers and other financial services entities to
provide products that match the needs of their
customers. We argue that these obligations should
be regarded simply as sound business practice.
One of the themes running through this edition of
Benefits Barometer is that South Africans cannot
be regarded simply as wealthy or poor. A large
proportion of people in this country, while battling
with poverty, have the potential to lift themselves
into a more secure position. However, many of
those apparently in a state of sound well-being
are actually just one disaster away from falling into
great hardship.2 We consider some of the events
or attributes that encourage upward mobility or

contribute to downward mobility. And we consider
how financial products and services (primarily
insurance and savings) that are properly designed
and priced could contribute to social progress or
protect against adversity, enhancing the financial
well-being of South Africans in the process.

Jargon buster
The terms ‘policymaker’ and ‘regulator’ are
often used interchangeably, confusing an
already unclear meaning. This is how we use
these and related terms in Benefits Barometer:
■■ Policymaker: establishes the policy or
framework under which a market or public
service operates, usually at government level
■■ Regulator: sets the rules under which a
market works, generally at the level of a
government department like National Treasury
■■ Supervisor: enforces the rules, often
independently of government involvement,
and reports to Parliament from time to time

1 Simeos, A. 2012. How banks meet their customers’ needs, World Economic Forum, accessed 1 March 2018 (online).
2 Schotte, S, Zizzamia, R & Leibbrandt, M. 2017. Social stratification, life chances and vulnerability to poverty in South Africa, Working Paper No. 208, South African Labour and Development
Research Unit, University of Cape Town (online).
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Examples of entities that act as supervisory
authorities are the newly created Prudential
Authority, the Financial Sector Conduct
Authority and the National Credit Regulator.
Change is afoot. The legislation establishing
these authorities gives these entities extensive
power to issue regulations.
The good news for South African customers of
financial products is that the regulators of companies
that supply these products place several demands
on them: they must show that the products meet the
needs of their customers and demonstrate that the
way they service customers is in the best interests
of their customers. Simply put, banks, insurers and
other financial services providers must treat (their)
customers fairly (commonly referred to as ‘TCF’).

A brief look back
Credence goods and services […] are those
where quality can be ascertained only at some
cost after purchase. A frequent characteristic
of these goods and services is that the value of
the purchase is either spread over a long period
of time, or emerges only after a considerable
lapse of time. Reversal of such a purchase
usually involves considerable loss, both in
terms of actual costs and benefits foregone of
selecting some alternative.
(Financial Services Board, Treating Customers
Fairly Discussion Document, April 2010,
prepared by Feasibility (Pty) Ltd)
This seems such an obvious duty that it may be
difficult to understand why it should only recently
have become a legal requirement. Insurance and
banking products can be difficult to understand but

they are not as complex as the insurers and banks
that provide them. Regulatory authorities around the
world have focused on this complexity, reasoning
that the worst thing that could happen to all of us is
the collapse of one of these companies. Regulators
typically responded to this risk by requiring these
companies to perform financial analyses and submit
reports focused on their financial security, often
referred to as their solvency. The authorities reasoned
that the financial interest customers vest in their
products could best be protected by ensuring the
safety of the companies providing these products.
The practice of focusing on the financial security of
product providers is known as prudential regulation.
Over the last 10 to 15 years, a number of events
have suggested that ensuring the solvency of banks
and insurers is not enough to secure the interests of
customers in the products provided. The difficulty of
understanding these products, which may be referred
to as credence goods and services (see explanatory
box), is just one of the challenges. Another is that
problems may take a long time to arise, or the value
of these products can take a long time to become
clear. If the value proves to be poor, the cost of
unwinding the purchase of the product could make it
very difficult to do just that. The high charges levied
on changes to retirement annuities in the last decade
are a good example of an unwinding cost.
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South African customers of
financial products is that the
regulators of companies that
supply these products place
several demands on them: they
must show that the products
meet the needs of their
customers and demonstrate
that the way they service
customers is in the best
interests of their customers.
Simply put, banks, insurers
and other financial services
providers must treat (their)
customers fairly (commonly
referred to as ‘TCF’).

Even where that cost does not take the form of an
explicit charge, the inconvenience associated with
such a change can be too much for customers to
contemplate it. How many customers stay unhappily
with their banks because the perceived cost of
opening another account, transferring money into
the new account and notifying all customers or
service providers is regarded as greater than the
inconvenience or material loss associated with
staying where they are?
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Financial products, however,
which fall into the category
of credence goods, can be
difficult to understand. Even
sophisticated customers often
do not have the means to know
whether the product is meeting
their expectations. Many
customers of financial services
products have an inadequate
idea of these expectations in
the first place.

And so, the Financial Services Board, along with
regulatory counterparts in other countries, reasoned
that more effort needed to be placed on overseeing
the behaviour of product providers. This practice
is known as market conduct supervision. It is
regarded as so important in a number of countries,
among them South Africa, that it requires a separate
supervisory authority.
In South Africa, the prudential regulation of
insurance companies has been moved to the
newly established Prudential Authority, based
at the South African Reserve Bank, which was
already responsible for the financial oversight
of banks. The Financial Services Board is being
transformed into the Financial Sector Conduct
Authority, to oversee market conduct.

Why does good conduct have to
be legislated?
It is entirely reasonable for customers to expect
financial services providers to offer excellent
products and services. For most products,
customers themselves are the best judge of whether
the product met their expectations. Financial
products, however, which fall into the category of
credence goods, can be difficult to understand.
Even sophisticated customers often do not have
the means to know whether the product is meeting
their expectations. Many customers of financial
services products have an inadequate idea of these
expectations in the first place.
Some might suggest that the decision to establish
a market conduct regulator proves that banks and
insurers have consistently been treating customers
unfairly. That is not necessarily the case.
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Though there have been instances of unfair
treatment, South Africa’s policymakers are
not saying that every bank or insurer treats its
customers unfairly.
Along with their counterparts in other countries,
our regulatory authorities recognise that banking,
insurance, asset management and other financial
services markets are based on trust. Improved
trust leads to improved customer confidence. TCF
aims to make customer-centricity a competitive
advantage.3 Companies that do a better job of
meeting customer needs ought to be the most
successful, and reap appropriate rewards in the
process, because they contribute responsibly to
society-wide objectives of social mobility and social
protection, and ultimately to the financial well-being
of their customers.

What are regulators looking for?
The objective of the Financial Sector
Conduct Authority is to […] (b) protect financial
customers by […] (i) promoting fair treatment of
financial customers by financial institutions [...].
(Financial Sector Regulation Act, Section 57)
The TCF initiative aims to ensure that customer
needs are met through a sustainable industry.
Contributing to this overarching objective are six
outcomes (see Table 4.3.1), covering:
■■ the culture of providers
■■ the products they offer and the performance of
these products
■■ the information and advice given to customers
■■ how flexibly customers can engage with their
providers

3 Financial Services Board. 2010. Treating Customers Fairly Discussion Document, April 2010, prepared by Feasibility (Pty) Ltd (online).
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Table 4.3.1: Targeted Treating Customers Fairly outcomes
OUTCOME

WHAT DOES THIS MEAN IN PRACTICE?

Customers are confident that they are dealing with
companies where the fair treatment of customers is central
to the company’s culture.

The decisions and actions of product and service providers are based on the
needs of their customers, evidenced by written policies and procedures and
assessments of whether they have met their goals.

Products and services marketed and sold in the retail
market are designed to meet the needs of identified
customer groups and are targeted accordingly.

All products and services offered are put together with the evidenced needs
of a particular group of target customers in mind. Marketing and sales efforts
aim to reach this group of customers. Tests are conducted to ensure the
effectiveness of these efforts.

Customers are given clear information and are kept
appropriately informed before, during and after the time of
contracting.

Clear, understandable information is provided to all customers before they
take out a product, while in the process of contracting, and at appropriate
intervals thereafter.

When customers receive advice, the advice is suitable and
takes account of their circumstances.

All advice provided is appropriate to the needs of the customer, pays due
attention to their position and aspirations, and is expressed in a way that is
clearly understood by the customer.

Customers are provided with products that perform as
companies have led them to expect, and the associated
service is both of an acceptable standard and what they
have been led to expect.

The investment returns or benefits of a product are in line with the
expectation the product description creates at or after the time of sale.
Similarly, all communication, documentation and other services are in line
with the commitments made by the company, as understood by the customer.

Customers do not face unreasonable post-sale barriers to
change a product, switch providers, submit a claim or make
a complaint.

Customers do not face unreasonable post-sale barriers to change a product,
switch providers, submit a claim or make a complaint.

Source: Financial Services Board4

4 Financial Services Board. 2011. Treating Customers Fairly: The Roadmap, 31 March 2011 (online), and author’s interpretation of further guidance.
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You will find it difficult to
convince your employees to
prioritise the needs of your
customers if these needs
are not central to the culture
of your organisation. If they
are, though, your products,
service, advice and customer
information are more likely to
meet the outcomes expected
of you.

That policymakers have framed the initiative in
terms of outcomes is important. It means financial
product providers cannot merely show that they
are taking certain actions. They must also show
that these actions are effective in meeting this set
of outcomes. Policymakers have not, however, left
insurers to work out how to provide evidence on
their achievement of a set of outcomes. Rules have
also been stipulated in this regard.
Table 4.3.2 provides a sample of these rules to
illustrate what is now expected of insurers. Some of
these rules may have far-reaching consequences.
Loyalty benefits and no-claim bonuses, for example,
may no longer be positioned as free add-ons to
products, as they come at a cost to the customer.
Product providers may raise their hands in surprise
but critics point out that these incentives distort
competitive dynamics and make pricing (and value)
unclear to customers.
Banks can anticipate falling under similar
requirements now that the Financial Sector Conduct
Authority has been established. There’s also a strong
argument for non-bank lenders to be bound by the
same set of obligations, but it’s less clear how this is
to be implemented.
At the heart of the Treating Customers Fairly initiative
is the culture of an organisation:

To the boards and executives of all financial
services companies, putting customers first must
run through the culture of your company, affecting
everything you do. What do our regulators consider
evidence of an appropriate culture? The answer
to that is very simple. If your customers believe
that you put their needs first, then your culture is
probably appropriate because you demonstrate it to
them with consistency. The supervisor has indicated
it will expect every bank and insurer to be able to
show that its customers indeed have this belief and,
if they don’t, that product and service providers are
taking action.
If you have the culture of your organisation right, the
other five outcomes are likely to come easily. You will
design products that meet an identified customer
need. You will reach customers through channels
that are most appropriate to your target market, and
check that they are working as intended. You will
test customer satisfaction and act to address any
concerns identified.
All of this brings us back to customer need. You
will find it difficult to convince your employees to
prioritise the needs of your customers if these needs
are not central to the culture of your organisation. If
they are, though, your products, service, advice and
customer information are more likely to meet the
outcomes expected of you.

Inspire a customer-centric culture by setting
the right tone from the top and using the right
incentives at every level of the organization.5
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5 EY. 2016. Customer Trust: Without It, You’re Just Another Bank, part of a series of articles exploring key themes from EY’s Global Consumer Banking Survey (online).

PART 4

MEETING NEEDS

Chapter 3

Table 4.3.2: Selected obligations of insurers, as set out in the Policyholder Protection Rules
Reference
‘An insurer must have appropriate policies and procedures in place to achieve the fair treatment of policyholders.’

1.4

‘An insurer must in developing products … (a) make use of adequate information on the needs of identified types, kinds or
categories of policyholders [...].’

2.2

‘An advertisement that references a loyalty benefit or no-claim bonus must not create the impression that such benefit or bonus
is free […].’

10.14.1

‘Any communication by an insurer to a policyholder in relation to a policy must […] (a) be in plain language; (b) not be
misleading; [and] (c) be provided using an appropriate medium, taking into account the complexity of the information being
provided […].’

11.3.1

‘An insurer must establish, maintain and operate an adequate and effective claims management framework to ensure the fair
treatment of policyholders and claimants that […] (d) does not impose unreasonable barriers to claimants […].’

17.2.1

‘The board of directors of an insurer is responsible for effective claims management and must approve and oversee the
effectiveness of the implementation of the insurer's claims management framework.’

17.4.1

‘An insurer must ensure that its claims processes and procedures are transparent, visible and accessible through channels that
are appropriate to the insurer’s policyholders and claimants. All communications with a claimant must be in plain language.’

17.8.1
17.8.2

Source: Long-term Insurance Act: Replacement of Policyholder Protection Rules6

6 SA Government. 2017. Long-term Insurance Act: Replacement of Policyholder Protection Rules, Government Gazette No. 41321, 15 December 2017.
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Neglecting to understand
customer need has implications
not just for the financial
institutions failing to attract
customers or providing
inappropriate products: society
suffers as well.

Putting customer need first
Treating customers fairly is a legislative requirement.
Banks, insurers and other financial services
providers must demonstrate they are putting
customers first by showing they are meeting six
specified outcomes. We’ve shown how customer
need is central to this process. We now ask how that
need might be identified and met.
Neglecting to understand customer need has
implications not just for the financial institutions
failing to attract customers or providing
inappropriate products: society suffers as well.
Rabelani Dagada asks whether South African banks
are paying enough attention to understanding (and
meeting) the needs of low-income customers:
Unless the formal banking industry comes to
terms with the financial needs of the poor, the
state’s various attempts to change the material
circumstances of the majority of South African
citizens always will be limited.7
Recent signs are encouraging, with at least one bank
making good progress in growing its low-income
customer base on the back of a stated focus on
meeting customer need.

Trust is a precious commodity
in financial services.
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Hougaard and Chamberlain8 describe a number
of products in global microinsurance based on
careful research into market need. For example,
in Côte d’Ivoire, UNACOOPEC-CI (Union Nationale
des Coopec de Côte d’Ivoire), a microfinance
institution with more than 800 000 customers,
gives policyholders the choice of a voucher or a
cash payment, or a combination of the two, to cover
funeral expenses. The details of the outcome are not
as important as the way in which it was developed.

Asking customers to describe their desires or
aspirations is not the only way to identify needs.
Customers have complex lives and may not even
completely understand their needs. They also find
it difficult to turn intention into action, particularly
when this calls for making a financial commitment.
Microinsurance veterans Aparna Dalal and Michal
Matul, writing for the Consultative Group to Assist
the Poor (CGAP, a global partnership of more than
30 organisations, housed at the World Bank), ask
whether there are other ways to understand customer
needs, particularly among low-income policyholders.9
They argue that insurers can learn a great deal from
observing their customers more closely by collecting
claims-related data in health insurance products. But
they point out that the richest lessons are learned
by those prepared to supplement such insights with
direct engagement with their customers. The answer
to the ‘what’ question (the product or solution), in
other words, is most useful when a ‘why’ (the need it
is designed to meet) is added to it.

Building trust
Trust is a precious commodity in financial services.
Meeting needs is the best way to build trust. EY’s
global survey of banking customers shows the low
level of confidence customers have in their banks’
ability to meet their needs. Given the opportunity
to pick one of five statements best describing their
financial services provider, only 27% of respondents
selected ‘[…] understands the needs of customers
like me’.10 Worse, a large majority of customers
felt their financial services provider was primarily
concerned with its own interests, not those of
its customers. Only 21% of respondents trusted
their provider to ‘[…] [tell me] if there is a better
product for my needs or situation even if it means
less money for them’.

7 Dagada. R. 2012. Are the South African banks meeting the savings needs of entry level banking customers? University of the Witwatersrand, Johannesburg (blog).
8 Hougaard, C & Chamberlain, D. 2012. Funeral insurance. In Churchill, C & Matul, M (eds.): Protecting the Poor: a Microinsurance Compendium, Volume II, p. 286. International Labour
Organization, Geneva (book).
9 Dalal, A & Matul, M. 2011. What do clients really want from insurance? Consultative Group to Assist the Poor (CGAP) (blog).
10 EY. 2016. Customer Trust: Without It, You’re Just Another Bank, part of a series of articles exploring key themes from EY’s Global Consumer Banking Survey, p. 8 (online).
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The Financial Brand’s 2015 global survey of the
satisfaction of banking customers suggests that
customers are not happy.11 Over three-quarters
of respondents stated that bank performance fell
short of their expectations. Banks appear to have
disappointed their customers the most in areas
where they should be listening the most.
Respondents indicated that banks were providing
convenience and connectivity facilitating digital
payments effectively and were meeting product
innovation expectations. They were not:
■■ recognising customer value and loyalty through
rewards
■■ anticipating the future needs of customers
■■ doing enough to help customers achieve their goals
■■ focusing sufficiently on customisation
Worse, the fairness, reliability and transparency
of banks did not meet the expectations of
these customers.
Loyalty and rewards programmes play an
interesting part in financial services. This
chapter notes the decision of the regulator to
clamp down on the way loyalty programmes
are presented. They complicate product
offerings and make value hazier to customers.
This survey suggests that bank clients are
increasingly demanding tangible benefits
for themselves, an expectation that these
programmes themselves may have generated.

Chapter 3

The corresponding EY global survey of insurance
customers found low levels of trust in these
companies – lower than supermarkets, online
shopping sites, banks and car manufacturers. It
also found that customers wanted more frequent,
meaningful and personalised communication from
their insurers.12 This suggests that a remarkable
opportunity is being missed. Insurers need to
know their customers better. These customers
want to hear from their insurers, as long as the
communication is helpful and engaging. Putting
customer interests first, then acting on these
interests, could help providers to bridge the trust
gap and develop more appropriate products.
Detailed research on the level of trust that
South African customers put in their financial
services providers is more difficult to find, but
brand surveys make it clear that not all banks and
insurers enjoy high levels of trust by their customers.
Employers have an opportunity to assist by
identifying the key needs of their employees and
vetting the products offered by financial services
providers to meet these needs. Concerning the
ethical, business and legal obligations on product
providers discussed in this chapter, perhaps the
most effective contribution employers can make is
to understand the obligations and insist on them
being soundly met. Raising the confidence of their
employees in the quality of these products may
increase how effectively they are used.

11 Marous, J. 2015. Banking industry not meeting basic consumer expectations, The Financial Brand (online).
12 EY. 2014. Reimagining Customer Relationships: Key Findings from the EU Global Consumer Insurance Survey 2014 (online).
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Concluding thoughts
Understanding customer needs and aspirations
should not be a mere regulatory requirement.
It’s good for the provider’s bottom line. Business
Australia13 points out that understanding their
customers helps product providers to:

It goes on to describe how to understand customer
need better, for example by profiling customers,
analysing customer interactions with the business,
conducting market research and using existing
customer information.

■■ build relationships with customers

Consistently meeting customer needs, and building
and earning trust in the process, would go a long
way to establishing a healthy financial services
industry that plays a positive role in enhancing
the financial well-being of its customers.

■■ determine the best price for products and services
■■ decrease the costs incurred in attracting new
customers
■■ increase sales and profitability
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13 Business Australia. 2018. Understand Your Customers (online).
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A PRODUCT ASSESSMENT FRAMEWORK
Client value is defined from the client’s perspective rather than the seller’s perspective. […]
the ultimate question is whether, and to what extent, the product enhances the welfare of
policyholders, their families and their communities. In the context of insurance, client value is
about reducing vulnerability due to improved risk management practices that then contribute to
improved well-being.1

Rob Rusconi
Independent actuary
Tres Consulting

We consider the broad
characteristics of South Africa’s
existing insurance and savings
products and assess how
they might be enhancing the
financial well-being of the
people who buy them.
Simplicity is regarded as an
overarching requirement.

386

Part 4: Chapter 1 establishes a role for financial
products as promoters of social mobility and financial
well-being. Part 4: Chapter 2 considers how
customers assess the value of a product.
Part 4: Chapter 3 summarises the statutory obligation
and business imperative for banks, insurers and
other financial services providers to meet customer
needs and minimum service requirements. In this
discussion, we consider the broad characteristics
of South Africa’s existing insurance and savings
products and assess how they might be enhancing
the financial well-being of the people who buy them.
The PACE toolbox is a method proposed by
Michal Matul and his co-writers for assessing the
value of a product to its customers. They take
the view that a microinsurance company (and its
products) can be regarded as offering value only if
they meet the following requirements:
■■ Appropriate: Products match the most important
risk management needs of the target group.
■■ Accessible: The company distributes products
through channels that make them easy to access.

■■ Affordable: Products provide value for money at
a price that customers in the target market can
manage within household priorities.
■■ Responsive: The company acts in response to
the need for rapid payment of claims so that
policyholders do not have to resort to expensive
coping mechanisms like borrowing at high rates
of interest.
■■ Simple: The company establishes arrangements
that are straightforward to understand and use.
Simplicity is regarded as an overarching
requirement. It achieves a number of objectives,
including clarity on whether the product meets
the needs of the customer. The other desired
requirements are assessed through the PACE
framework, which assesses product, access, cost
and experience. The authors argue that, while
some of these requirements may be more important
than others under specific circumstances, product
designers should aim for a balanced mix of all five.
We see these requirements as being appropriate to
other insurance and savings offerings, too.

1 Matul, M, Tatin-Jaleran, C & Kelly, E. 2012. Improving client value: insights from India, Kenya and the Philippines. In Churchill, C & Matul, M (eds.): Protecting the Poor: a Microinsurance
Compendium, Volume II, p. 301. International Labour Organization, Geneva (book).
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The product categories that follow are considered
at a high level. We suggest that product providers
assess their offerings through this lens, which
is what the Treating Customers Fairly regime,
described in Part 4: Chapter 3, calls on them
to do any way.

Life insurance
Insurance that pays out on death plays a critical
part in protecting customers against the adverse
effects of losing a loved one, particularly an income
earner. Life insurance is widespread and provided in
many forms. Parts of the market are competitive and
price sensitive. However, pricing and distribution
dynamics in other parts, particularly for low-income
customers, somewhat mitigate providing good value
to customers. This appears to be largely due to
market inefficiency.
Life insurance products form the bedrock of South
Africa’s long-term insurance industry. Life cover is
provided in a variety of forms:
■■ for individuals or for groups of employees
■■ subject to sophisticated underwriting and medical
tests, or none at all
■■ at levels of cover from a few thousand to
hundreds of millions of rand
■■ standalone or as part of protection against a
range of risk incidents
■■ as part of a risk-only offering or in combination
with elements of long-term saving
Life insurance products are available to customers
through a variety of channels. They can be purchased
online, directly from an insurer, through an agent of
the insurer or an independent financial adviser. If life
cover forms part of the employee benefit offering of

a company, an individual may have little or no say in
the nature or amount of cover. Life insurance may
also be distributed through burial societies, funeral
parlours or other parties to the funeral process.
The needs of life insurance buyers vary. Larger
policies tend to be used to protect against the
income or asset shortfall resulting from the loss
of an income earner in a family or business
arrangement. Low-income customers typically
purchase life cover in the form of a funeral policy.
This provides generally low levels of insurance
designed to match or offset the costs of a funeral.
These products have sold in very large numbers,
perhaps because they offer the one thing that
low-income customers need most: a rapid payout.
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Insurance that pays out on
death plays a critical part in
protecting customers against
the adverse effects of losing
a loved one. Parts of the
market are competitive and
price sensitive. However, pricing
and distribution dynamics in
other parts, particularly for
low-income customers,
somewhat mitigate providing
good value to customers.

Competitive, except where it matters most
Many would describe the market for life insurance
as competitive. To an extent this is correct. Simple,
transparent life cover products are available online.
Customers can obtain multiple quotes and compare
them, suggesting that life insurance has become
something of a commodity. And a number of
insurers price the starting premiums for life cover
aggressively (with some adverse consequences,
which we touch on next).
Price competition may have improved but there are
signs that this is limited. Some providers may use life
insurance as the competitive entry-point to a portfolio
of risk products with higher margins for profit. Also,
in some cases the starting premium hides an overall
proposition that is rather less attractive as it comes
with high, fixed premium increases later.
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Competition is particularly limited at the low end of
the market. Funeral products sell in large numbers,
so competition and scale might be expected to
contribute to low prices. They are, however, regarded
as profitable, with room for significant expenditure
on distribution channels (which may not always have
the best interests of customers at heart). Regulatory
initiatives suggest that entities in the chain of service
for funerals may have been selling and underwriting
policies without the authority to do so. This is
cause for concern in a market whose effective and
competitive operation is critical to the well-being
of poor South Africans. Recent developments,
among them the entry of a major bank into this
market, provide hope that price competition may
be improving. Employers could play a part here by
negotiating lower premium rates for their employees.
A large part of the global life insurance market, in
the number of policies if not in aggregate cover
provided, aims to protect lenders against the
risk that a loan is not repaid on the death of the
borrower. These products, generally known in
South Africa as credit life insurance, are frequently
sold (at high profit margins) as a condition of the
loan. However, their existence, terms and conditions
are often not even known to the borrower. Issues
with the credit life market have been emerging
for some time and regulatory changes to protect
customers are under way.

Disability protection
Products that pay benefits
on the permanent disability
of policyholders have existed
for some time and are
widespread, particularly in
formal employment.
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Products that pay benefits on the permanent
disability of policyholders have existed for some
time and are widespread, particularly in formal
employment where this type of protection is
generally seen as a legitimate employee benefit. The
payment of benefits on temporary disability was the
first significant innovation in this space. Benefits

paid in the form of income instead of a lump sum
have grown in acceptance.
The payment of a benefit in the event of a
permanent disability was probably the first big step
away from pure life insurance. The benefit was
initially available as an accelerator. This meant that
the event of permanent disability triggered the early
payment of an amount that would otherwise have
been paid only on the death of the policyholder.
This was attractive to policyholders – in return for a
small addition to their premium, the sum assured
under their policy is paid out on death or permanent
disability, whichever happens first. Policyholders
had to wait three to six months from the date of
the event giving rise to the disability. This gave the
insurer the opportunity to confirm the permanence
of the disability and its impact on the policyholder.
Permanent disability products paying out as a
standalone benefit quickly emerged and are now
the norm in employee benefit insurance packages.
Permanent disability products marketed to individuals
frequently pay benefits in the form of a lump
sum, even when these products are offered on a
standalone basis. As the benefit is paid when income
is lost as a result of a disability, the design appears
to miss the underlying need. The take-up of incomebased disability benefits is growing, however. Some
providers allow customers to choose between a lump
sum and an income at the time of the claim.
The next wave of innovation was the temporary
disability product, which brought the industry closer
to the health insurance market. This product aims to
replace income temporarily lost as a result of injury
or serious illness. Waiting periods for temporary
disability products are generally much shorter than
for permanent disability alternatives, varying from
seven days to a month.
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Value is opaque
Disability products are undoubtedly more complex
than life insurance. Much depends on the
judgement and integrity of the insurer at the time
of the claim. It is not easy for the policyholder to
understand the conditions under which a benefit
is paid. The waiting period may have a sound
rationale, but policyholders must question whether
the severity or permanence of a condition could be
determined without the delay of the waiting period.
Assessing value for money is also difficult, not least
because the waiting period itself has a strong impact
on the premium.
Except in employee benefits, disability protection is
not widely available to those who may need it most:
low-income workers, the self-employed or employees
of small companies, whose livelihood depends
critically on their health, may find the premiums
prohibitively high, the waiting period frustrating and
the subjective assessment of the validity of claims
unclear. This suggests there is a substantial need for
risk protection that is largely unmet.

Health insurance
Benefits Barometer 2015 pointed out that
there are three ways to fund the costs of
medical care in South Africa. The first is to use
state facilities. The second is to use insurance,
either through the health insurance products
we discuss here or through membership of
a medical aid. The third is to save. Saving
is a proactive strategy that must find its
place in the behaviour of every household.
Of course, as also discussed in the 2015
edition, indebtedness measures continue to
demonstrate the very low levels of saving in our
households, pointing to an equally low level of
resilience to health-related disasters.

Products that pay out when there is an adverse
health event are available in bewildering variation.
Determining the value for money of these products
is undoubtedly difficult.
The South African insurance industry is known
worldwide for developing the critical illness offering,
referred to at times as the dread disease product.
Initially, it was probably conceived as an extension
of the permanent disability product. It paid out
on the diagnosis of one of a limited list of serious
medical conditions generally regarded as terminal.
Its attractiveness as an accelerated benefit was that
it paid the stated death benefit early, allowing the
policyholder to use otherwise unavailable resources
to fund treatment of the disease or make the last
years of life more comfortable. Critical illness policies
are now also available on a standalone basis.
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Disability products are
undoubtedly more complex
than life insurance. Assessing
value for money is also difficult.

Excessive complexity in a deeply uncertain
policy framework
The list of conditions under which benefits were
payable gradually grew as part of competitive
dynamics. Benefits are now just as likely to be
used to offset the cost of treatment as to improve
policyholders’ comfort of their final months or
years of life. The problem with these products
now is that the list of conditions has grown so
long that customers are in no position to assess
the value offered, or to compare one product to
another. In addition, the medical terminology used
to describe the payment conditions is practically
incomprehensible to most customers, making it
even more difficult to understand what is covered.
Hospital cash plans are simpler products, providing
relatively small payments to some of the cost of a
visit to hospital. Although they are rather exposed to
the risk of fraudulent claiming, and therefore more

Products that pay out when
there is an adverse health event
are available in bewildering
variation. Determining the value
for money of these products is
undoubtedly difficult.
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Short-term insurance products
for individuals and households
form a large and broadly
competitive market. The
extent to which this benefits
low-income South Africans,
however, is not clear. Are
we missing a substantial
opportunity to address gaps
in the framework for social
mobility?

expensive than they might otherwise be, they may
nevertheless helpfully meet a straightforward need in
the low-income market.
Health insurance is not to be confused with
medical aid, much discussed in a number of
editions of Benefits Barometer, particularly in 2015.
Medical aid schemes are not-for-profit gatherings
of members who share the risks associated with
paying for medical care. The club concept is
muddied by the level of control members have over
their expenditure, by widespread abuse and fraud,
and by medical aid administrators tending to view
membership pools as a potential customer base for
other products.
Medscheme recently reported recovering more
than R107 million in fraudulent claims, and
through waste or abuse, and handling more than
1 500 calls from whistle-blowers of potentially
fraudulent, wasteful or abusive conduct against
medical aids funds.2 Journalist Kenneth Marion
reports that 10% to 15% of claims include some
element of fraudulent information.3
The stipulation of a minimum set of benefits by
policymakers more than ten years ago was designed
to prevent the value of belonging to the scheme
from being diluted by the incremental removal of
benefits in defence against rising health costs. One
of its effects, however, was to create an affordability
floor, limiting membership to the wealthy few. Efforts
to create a lower-cost dispensation have so far not
succeeded. The coming National Health Insurance
framework is likely to change this environment
substantially, as ways are found to share access to
South African healthcare facilities more equitably.
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Health insurance has come a long way from its
origins as a defined payment in the event of a
defined medical event, but not all of the change has
been good for customers. Despite the prescribed
minimum benefits framework for medical schemes,
members frequently have out-of-pocket expenses
because benefits payable by the scheme don’t
cover the actual medical costs. A plethora of
products aiming to fill this gap has emerged.
Relatively cheap, apparently, they generally pay out
only when the corresponding benefits under the
medical scheme have reached their limit, subject
to an additional upper limit. Customers would find
it very difficult to determine the value provided by
these products, not least in the context of a fluid
policymaking environment, because they don’t know
how likely they are to exceed medical aid limits.
There are numerous risks affecting the health of
individuals and households. Health insurance plays
a significant part in the microinsurance markets
of many countries, larger in many cases than the
corresponding life insurance arrangements. This is
not the case in South Africa. The combination of a
notionally free but ineffective public health system
and its prohibitively expensive private counterpart
makes it very difficult to provide health insurance to
poor South Africans.

Personal and household insurance
Short-term insurance products for individuals and
households form a large and broadly competitive
market. The extent to which this benefits
low-income South Africans, however, is not clear.
Are we missing a substantial opportunity to address
gaps in the framework for social mobility?

2 Africa News Agency. 2018. Over R107m recouped from medical scheme fraud, Independent Online, 18 March 2018 (online).
3 Marion, K. 2018. Medical scheme’s fight against fraud and abuse is paying off, Independent Online, 25 March 2018 (online).
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The market for insuring motor vehicles, dwellings,
and household and other personal goods – risks
that fall under short-term insurance licences in
South Africa – is large and generally competitive.
The South African short-term insurance industry is
broad-based. Apart from market leader, Santam,
which in 2015 accounted for 24% of total premium
income, no insurer managed more than 12% of the
industry total in 2015.4
Competition in personal-sector risks (for example
building, household, car and possessions risks
typically experienced by individuals) is likely to exceed
the corresponding competitiveness of the short-term
insurance industry, which includes a number of
specialised lines of business.
Products are available to customers through a
range of channels, including online. Barriers to
switching products from one provider to another
are not unduly high. Price-comparison websites are
available and concerns that the range of providers
on these sites is limited to related companies are
being addressed.
However, the value offered by personal products is
not easy to compare. While it’s simple enough to get
quotes from multiple insurers for a given set of risks,
two factors make it difficult to assess competitiveness:
■■ Sophisticated risk rating dilutes the extent to
which risks are pooled by making a very detailed
assessment of the nature of idiosyncratic
customer risk, even measuring how customers
drive their vehicles. While this may reduce risky
behaviour, it could also price some people out
of the market, undermining the social protection
provided by risk-sharing.

Idiosyncratic risk factors are those that are
unique to a customer (the way they drive), not
generic to a larger group (whether the car is
parked overnight behind a locked gate).
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The value offered by personal
products is not easy to assess.

■■ Increasingly complex systems of cash bonuses
aim to reduce customer risk-taking and
disincentivise the submission of small claims but
can distort customer perceptions of the value of
insurance. The regulatory authority is taking steps
to address the potential for market inefficiencies
from this source.
As discussed in Part 4: Chapter 3, South Africa’s
market conduct regulator is imposing rules that aim
to curb practices which make product value difficult
to understand without appropriately communicating
with customers regarding this value.5
Figures on short-term insurers reaching low-income
customers with motor and household insurance
have not been found, but penetration is not believed
to be high. Third-party insurance for motor vehicle
owners is not mandatory. Automobile Association
figures report the proportion of the 11.4 million
registered vehicles without insurance at between
65% and 70%. To this should be added 800 000
vehicles that are not registered or roadworthy.

A missed opportunity
Industry efforts to reach low-income customers
through the Mzansi product standards have not
been particularly successful.6 It is fair to assume
that insurers have had limited success in reaching
low-income customers with motor insurance and

Products are available to
customers through a range
of channels, including online.
Barriers to switching products
from one provider to another
are not unduly high. Pricecomparison websites are
available and concerns that the
range of providers on these sites
is limited to related companies
are being addressed.

4 KPMG. 2016. Business Unusual: The South African Insurance Industry Survey 2016 (online).
5 Hippo. 2017. AA releases statistics on car insurance in South Africa, 5 June 2017 (online); Bubear, R. 2016. Here’s how many cars on SA roads are uninsured …, Car Mag, 21 June 2016 (online).
6 Cenfri. 2011. Insurance products standards to reach low-income consumers in South Africa: help or hindrance?, The Centre for Financial Regulation & Inclusion (online).
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The distribution channels used
by short-term insurers have
not been effective in reaching
low-income customers.

household content cover because, on affordability
grounds, these customers might not consider such
protection a priority.
Mzansi standards are a set of product
requirements agreed by industry players
as appropriate for low-income customers.
The aim was to use the stamp of approval
approach to encourage these customers to
consider the product on the basis of trust.
The Land Bank provides an extensive range of
short-term and long-term insurance policies. These
include asset insurance, which covers farming
requirements, and crop insurance, which protects
against losses from weather conditions. Other
insurers are also active in this market, but it is not
clear if they have succeeded in reaching small-scale
farmers with the types of index-based products that
have proved successful elsewhere.
In Part 4: Chapter 1, we present evidence
from international surveys of the range of risks
low-income households are exposed to. These
include price shocks, natural disaster, crime, and
asset or crop loss – all of which could be mitigated
through the products provided by short-term
insurers. We see a substantial opportunity to
enhance social mobility by providing appropriate
safety nets to low-income households occupied in
agricultural or small business activities.

Employers can play an active
part in negotiating better shortterm insurance rates for
their employees, for a start by
providing safe parking at work.
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It seems that the distribution channels used by
short-term insurers have not been effective in
reaching low-income customers. Furthermore,
marketing strategies tend to be aimed at middleto-upper-income customers. We ask again whether
insurers have looked at the reasons for the ongoing
strength of the informal sector and considered

whether they might grow their credibility by working
with groups in this sector. To do this, they must walk
more closely with existing and future customers.
Finally, employers can play an active part in
negotiating better short-term insurance rates for
their employees, for a start by providing safe parking
at work.

Saving
Savings products are available in a number of forms.
Yet, despite widespread tax incentives, South Africa’s
household saving rates remain stubbornly low,
possibly because of low levels of trust in financial
institutions or the products they offer. Expecting
improved levels of saving is perhaps unrealistic in
the context of continually high levels of household
debt but there may be some signs of hope.
South African policymakers provide various
incentives to save. Contributions to pension
arrangements attract tax incentives at the full
marginal income tax rate, subject to a (high) annual
cap. Retirement funds are long-term vehicles,
however. While flows into these funds are generally
good, the evidence suggests that pre-retirement
withdrawals from funds are similarly high, perhaps
reflecting debt levels in households. To be blunt, the
incentives do not appear to be working.
In 2015, a system of tax-free saving accounts was
launched to encourage saving in short-term vehicles
as well. Limited to R30 000 a year, and subject
to a lifetime cap of R500 000, tax-free saving
accounts are deductible from income tax. They
also accumulate interest free of tax. It’s probably
too soon to tell whether the incentives to save in
tax-free accounts will make a significant impact on
saving levels. But a look at continually high levels
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of indebtedness suggests that any improvement will
come slowly. Providing effective financial education
and systematically finding ways to tackle household
debt are two important potential solutions to a
complex problem.
The level of household debt shows encouraging
signs. Household debt as a percentage of disposable
income reduced from 74.1% in 2016 to 71.9% in
2017, part of a ten-year trend of declines, and the
cost of servicing this debt fell as well.7 The mix of
debt is concerning, shifting from home loans, which
are backed by property, to consumer credit, which
is often unsecured. Commentators are surprised by
these figures in the context of a generally difficult
economy and some are asking whether the switch
to unsecured borrowing is a sign of stress, perhaps
exacerbated by the increased use of unregulated
providers, whose figures are not reflected in the
official statistics.8
Creative approaches to the crisis of indebtedness
are surely called for. Could employers create
emergency savings funds, such as a workplace
stokvel, with contributions deducted from payrolls?
Part 4 Case study: Emergency Savings on
page 395 considers an auto-escalation model
that bears further consideration.

Meeting customers at their point of need
For saving arrangements to realise the goal of
protecting against financial risk, they need to be
efficient and flexible. Banks do not seem inclined to
provide accounts that pay interest (net of fees) and
also offer good access. Interest-bearing accounts
tend to be fixed-deposit or notice deposits, which
compromises the potential to protect against risks
that undermine the financial security of households.

What is the point of an interest-bearing savings
account when a household has to approach a
money-lender to get out of trouble because the
balance in the account is not immediately available?
This helps to explain why low-income South Africans
depend so much on the products available to them
in their communities. These arrangements, built
on trust, convenience and accountability, are seen
as reliable vehicles for disciplined saving and
emergency access to cash in time of need.
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Despite widespread tax
incentives, South Africa’s
household saving rates remain
stubbornly low, possibly
because of low levels of trust
in financial institutions or the
products they offer.

Unit trust arrangements may have a part to play in
encouraging saving, though their appropriateness is
somewhat undermined by product complexity and
capital gains tax rules. Industry efforts to encourage
unit-trust saving for children’s education through
the government-subsidised Fundisa initiative didn’t
attract as much attention as hoped. It was recently
closed in light of the announced plan to offer free
access to tertiary education. Providers may need
to work harder to explain these products and their
associated risks more clearly to customers, but
they should start by identifying the needs that these
products could meet.
Fundisa is an industry initiative to encourage
saving in unit trust accounts for the costs of
educating children at tertiary level. It allowed
smaller contributions than were permitted in
normal unit-trust accounts. Contributions were
supported by government subsidies.
South African financial institutions must make an
effort to build the trust their customers place in them.
A critical part of this process involves taking care to
understand the real needs of these customers and to
meet these needs as effectively as possible.

7 South African Reserve Bank. 2018. Quarterly Bulletin: March 2018, No. 287 (online).
8 Van Rensburg, D. 2018. Don’t be fooled, there is a credit problem, Fin24, 7 January 2018 (online).

South African financial
institutions must make an effort
to build the trust their customers
place in them. A critical part of
this process involves taking
care to understand the real
needs of these customers
and to meet these needs as
effectively as possible.
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CASE
STUDY
Emergency savings – a novel
approach
In Benefits Barometer 2016, we posed the following
question: If a financial crisis is one of the contributors
to poor preservation, why aren’t we doing more to
make saving for an emergency a focus and even an
automatic process for our employees?
The key issue addressed through an emergency
savings habit is that if a financial crisis occurs, the
employee can deal with it without destabilising any
long-term savings strategies.
It is reported that in 2016 only 10% of people who
earned between R20 000 and R40 000 a month
would be able to fund an unexpected expense of
R10 000 from their savings, which implies that their
short-term savings were insufficient or non-existent.9
For those earning less than R20 000 a month, the
situation was worse. In 2017, the figure went up to
15% for those in the higher earnings bracket, so the
situation appears to have improved a little but still
requires intervention.
The household saving rate in South Africa remained
unchanged, at 0.20%, between the third and fourth
quarters of 2017. Personal savings in South Africa
averaged 4.82% from 1960 to 2017, reaching an

all-time high of 23.80% in the second quarter of
1972 and a record low of -2.70% in the fourth quarter
of 2013.10
Household savings rate refers to the
percentage of income saved by households
during a certain period.
There are several possible reasons for the low savings
rate in South Africa, many of which we have touched
on previously:

Vickie Lange
Alexander Forbes

■■ high unemployment, leading to a high dependency
on those who earn incomes
■■ high barriers to entry (lots of paperwork,
complexity, choices)
■■ lack of education and awareness
■■ distrust of financial institutions (including banks)
■■ affordability and high levels of indebtedness
(average debt-to-income ratio is 73%11)
■■ poor macroeconomic performance
In 2016 we concluded that an employee benefits
framework which allows employees to accommodate
both short-term and long-term savings in an enabling
environment can go a long way towards influencing
good saving behaviours, thereby improving employees’
financial outcomes and their financial well-being.

9 Old Mutual. Savings & Investment Monitor: Key Savings & Investment Trends 2017 (online).
10 Trading Economics. 2018. South Africa Household Saving Ratio 1960-2018, 18 June 2018 (online).
11 National Treasury. 2017. 2017 Medium term budget policy statement, 26 June 2018 (online).
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The idea behind such a
solution is to leverage the
power of compulsory long-term
savings (retirement saving) to
help employees meet short- or
medium-term needs such as
emergencies or other savings
goals. This leaves employees
with a sense of immediate
value, as they can experience
the benefits of their savings
throughout their lives.

Example of an emergency savings solution
as part of an employee benefits framework
The idea behind such a solution is to leverage the
power of compulsory long-term savings (retirement
saving) to help employees meet short- or mediumterm needs such as emergencies or other savings
goals. This leaves employees with a sense of
immediate value, as they can experience the
benefits of their savings throughout their lives.
The solution could be employer-driven, memberdriven, a stokvel-type model or a combination of
these.12 We consider an employer-driven solution for
this case study.
Let’s say Company A decided to use retirement
savings to provide for an emergency savings plan
for its employees. The aim is to build up some
short-term savings (to deal with emergencies)
without sacrificing retirement income objectives.
The way it achieves this is by reducing retirement
savings for younger members of the retirement

fund. A portion of their contribution to the fund
is redirected to an emergency savings plan. Over
time, the accumulated savings in the emergency
savings plan will grow. To make up for the lower
contributions members make to the retirement
fund when they are young, their contributions
automatically increase as they get older. This can be
done at salary increase time to limit the immediate
financial impact on their take-home pay.
This practice helps to put the member in a neutral
or better financial position at retirement, while
having access to savings during their working lives
when the need arises.
Table 4.4.1 gives an example of how contributions
to the retirement fund and the emergency savings
plan work together to solve a common objective:
ensuring healthy retirement savings while alleviating
short-term financial burdens or enabling members
to take advantage of short-term opportunities such
as an education initiative.

AGE

Table 4.4.1: Example of contributions to the savings plan over an employee’s working life
(shown as a percentage of the employee’s salary)

Contribution to
retirement fund
Contribution to
emergency savings
Total savings
contributions

396

12 Alexander Forbes. 2016. Benefits Barometer, p. 109.
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Benefits of an employer-driven
model

Projected outcomes of the
proposed savings plan

The benefit of an employer-driven model is that
it can be provided as a default solution, with
the choice to opt out, and will therefore result in
high employee participation. Also, the employer
determines the savings level and makes payments
through the payroll system, reducing both
immediate access to the savings and cost.

Let’s look at the outcomes of this plan for members.
In the projections below, we assume that:

This approach mitigates the risk of employee
apathy or, to put it another way, gains leverage from
employee apathy. The ultimate objective, of course,
is to ensure the solution meets employees’ needs
over the course of their lives. In reality, employees
don’t stay with the same employer forever. However,
when an employee leaves, they will have achieved at
least two things:
1. They will have accumulated some short-term
and long-term savings.
2. They will have learnt about savings and
developed a savings habit, and could continue
with an emergency savings habit in their
personal capacity as the savings vehicle is in
their name, not the employer’s name.

■■ The member makes a 25% withdrawal from the
emergency savings plan every five years.

The benefit of an employerdriven model is that it can be
provided as a default solution,
with the choice to opt out, and
will therefore result in high
employee participation.

■■ Retirement contributions (including the
emergency savings portion) are invested into
bonds (50%) and equities (50%), yielding a
nominal return of 9.05% after tax.
■■ At retirement, whatever is left in the emergency
savings plan is combined with the accumulated
retirement savings to buy an annuity.
Figure 4.4.1 shows that, on average, members’
retirement replacement ratios are expected to
be slightly higher in the combined solution for
retirement and emergency savings.

Jargon buster
The replacement ratio (RR) estimates the
percentage of the final pensionable salary
earned that will be replaced, on an
inflation-linked basis, in retirement.
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Figure 4.4.1: Replacement ratio at retirement (all members)
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Figure 4.4.2 shows that, on average, 47% of
members will have two to three times their monthly
salary in the emergency savings plan, while 30%
of members will have one to two times their
monthly salary at retirement. These amounts
could boost their retirement income or be saved
for post-retirement emergencies.

Figure 4.4.2: Emergency savings lump
sum as a multiple of monthly salary at
retirement

2 to 3 ×

Table 4.4.2: Average withdrawal from the
emergency savings plan

Age
category

Average
withdrawal
(today’s
terms)

Below 30 R100 670

As multiple
of current
annual
salary

1.42

0 to 1 ×

47%

23%

30%

30–40

R64 113

0.59

40–50

R22 136

0.15

Table 4.4.2. shows the average withdrawal
from the emergency savings plan per
employee age category, assuming
employees access 25% of their savings
every five years. This is demonstrated over
the working life of the employee based on
their current age.

1 to 2 ×
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Employers and employees need
to appreciate that this type of
solution is sustainable only
if savings are not withdrawn
frequently. If the emergency
savings plan is used as a
bank account and savings are
withdrawn every other month,
then it will not be viable.

R20 000

Staying with this scenario,
if a member earns

R15 980

R7 000 a month

and saves 4%
to an emergency savings
plan, they will accumulate
the following savings:

R3 360

R10 800
R6 720
YEAR 2

YEAR 1

Considerations to ensure such a
solution is successful
In coming up with this solution, we considered six
conditions that would make it work effectively:
■■ Where possible, the emergency savings option
should be the default one. If the member chooses
to opt out of this, then whatever they would have
been paid towards the savings portion will simply
go straight towards the retirement fund.
■■ The solution needs to be easy to use and easy for
members to understand.
■■ Payroll must channel after-tax funds directly
into the savings plan before paying salaries to
employees.
■■ Members must have an ongoing view of their
overall short-term and long-term savings.

400

YEAR 5

YEAR 4

YEAR 3
IN YEAR 3, the member has

already accumulated1.5 times
their monthly salary.

■■ Members need to have easy-enough access to
their funds in case of an emergency. However,
to discourage them from using these savings
for day-to-day use they should not be able to
withdraw their savings too easily (by using an
ATM, for example).
■■ Members must be able to access financial
guidance.
Employers and employees need to appreciate that
this type of solution is sustainable only if savings
are not withdrawn frequently. If the emergency
savings plan is used as a bank account and savings
are withdrawn every other month, then it will not
be viable. Employers could put rules in place for
accessing the savings portion; however, unless the
savings are pooled in some internal mechanism,
members will have the right to access their money
according to the rules of the savings vehicle used.
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And the more access rules there are, the harder
the scheme becomes to implement, administer
and manage. Keeping it simple by implementing
the solution through payroll, having an application
process to access the funds and educating
employees on how the solution works (and how it
can work for them) will make it easier to rely on the
default-or-nudge approach to limit access to funds.
The significant advantage of setting up this
double-barrelled approach to savings through
an employee benefits platform is that it can be
structured in a way that would be most effective.
Which brings us to the question of what savings
vehicle should be used …

Types of savings vehicles
There are various savings vehicles that could be
used for an emergency savings plan:
■■ unit trusts
■■ tax-free savings accounts
■■ banking accounts
■■ money market funds
Here’s what to consider when deciding which
investment vehicle should be used:
■■ Financial Intelligence Centre Act (FICA)
sign-up requirements: These will most likely
apply to each of the above options and could
be simplified by processing the solution
through payroll.

■■ Tax implications: In general, the tax-free savings
account has a different tax treatment from
the other options. For tax efficiencies, a tiered
approach to the various savings products may be
necessary, although this complicates the overall
solution. (See Table 4.4.3 on page 395 for more
details on the tax implications.)

Tax-free savings accounts are
perhaps better suited to saving
for medium-term to long-term
financial goals, such as funding
a child’s tertiary education.

Tax-free savings or unit trusts?
Tax-free savings accounts and unit trusts have
advantages and disadvantages when compared to
the transactional accounts listed.
The tax-free savings account does offer some
benefits in the medium term. As there are savings
funds left over at retirement in our example, the
tax-free savings account worked.
The original intention was for tax-free savings
accounts to be used as medium-term discretionary
savings to supplement retirement savings.
Contributions are capped at R33 000 a year and
R500 000 overall. If money is withdrawn from the
account and these limits have been reached, the
withdrawn amount can’t be replaced – in other
words, you can’t ‘top up’ the tax-free savings account.
The risk here is that because there’s no top-up
option, people may deplete their tax-free savings
allowance over time. In addition, any contributions
over R33 000 a year will be taxed at 40%.
Tax-free savings accounts are perhaps better suited
to saving for medium-term to long-term financial
goals, such as funding a child’s tertiary education.

■■ Ongoing ease of use: Employees need easy access
to view their savings balances. All options meet
this requirement, but different financial services
companies will have different service offerings.
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Unit trusts outside tax-free
savings accounts do not attract
any special tax benefit.

Unit trusts outside tax-free savings accounts do
not attract any special tax benefit. Any interest and
growth earned in a unit trust attracts income tax,
dividends tax and capital gains tax. Interest and
growth earned within a tax-free savings account is not
subject to these taxes.
Employees could also be given a shortlist of
emergency savings plan options, although this does
complicate the scheme and create administrative
hassles in showing a combined picture. In our view,
selecting a single option works best.

Administration and management
■■ Employment contracts: Contracts may need to
be amended for existing and new employees to
take the new savings plan into account.
■■ Payroll deductions: Is there an option to deduct
contributions through payroll and pay them
directly to the service provider? Not all products
or service providers may offer this.
■■ HR and payroll support: Even if the contributions
are facilitated through payroll deductions, the
account will be in the employee’s name and they
will have direct access to the service provider. It’s
important to know how the service provider will
deal with product queries from employees.
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■■ Marketing and communication of the
emergency savings plan as a joint solution
with the retirement fund: It’s important to have
service provider support in this step to encourage
take-up of the emergency savings plan.

Tax implications
Employers will need to know the tax implications of
introducing an emergency savings plan which works
with the retirement fund, as this can have financial
implications for employees. Redirecting contributions
to an emergency savings plan results in slightly more
tax paid each month, which in turn reduces takehome pay (assuming all else remains constant).
The reason for this is that contributions to a
retirement fund are tax deductible up to the 27.5%
and R350 000 limits. Those deductions won’t apply
to the portion of the retirement contribution that’s
redirected to an emergency savings vehicle, as this
amount is paid from the employee’s after-tax pay.
Unlike cash payments from retirement funds,
there’s no tax on withdrawals from the emergency
savings vehicle (if it is a tax-free savings account or
transactional account).
It’s therefore important for employees to be able to
opt out of the emergency savings plan in favour of
managing their tax efficiently.
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There are three types of tax that apply when investing: income tax on interest, dividends tax and capital gains tax.13 These apply differently to the
various types of investment vehicles that can be used as an emergency savings plan, as we see in Table 4.4.3.

Potential emergency savings vehicles
Bank accounts and
money market funds

Unit trusts

Retirement fund
Tax-free
savings accounts

Contributions

After tax: Contributions are paid from your salary, which has already been taxed according to
the PAYE tax table.

Growth

Income tax on interest
applies: Interest earned is
added to your gross income.

Income tax on interest
applies: |nterest earned is
added to your gross income.

If you are under 65, you don’t
pay tax on the first R23 800
of interest earned in a year.

If you are under 65, you don’t
pay tax on the first R23 800
of interest earned in a year.

If you are 65 or older, you
don’t pay tax on the first
R34 500 of interest earned
in a year.

If you are 65 or older, you
don’t pay tax on the first
R34 500 of interest earned
in a year.

All interest and growth
earned is free of tax. This
includes income tax on
interest, dividends tax and
capital gains tax.

Before tax: Tax deductions for
the contributions are allowed
for up to 27.5% of taxable
income or pay (whichever
is higher), subject to a
R350 000 deductible limit.
All interest and growth
earned while in the fund
is free of tax. This includes
income tax on interest,
dividends tax and capital
gains tax.

Any interest earned above
these amounts is taxed at
your marginal tax rate.
Dividends are exempt from
income tax, but dividends tax
applies. The dividends tax
rate is 20% and is withheld
by the entities paying the
dividends, even if the
dividends are reinvested and
not withdrawn.

13 Fisher-French, M. 2015. How Much Tax Will I Pay on My Investment? 15 November 2015 (online).
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Table 4.4.3: Key tax implications for emergency savings vehicles and retirement funds (continued)

Potential emergency savings vehicles

Withdrawal

Retirement

Retirement fund

Bank accounts and
money market funds

Unit trusts

Tax-free
savings accounts

Capital gains tax does not
apply to cash investments.

Capital gains tax does apply
when you sell your units.
40% of any capital gain (or
loss) is treated as part of your
gross income. You don’t pay
capital gains tax on gains of
up to R40 000 in a year.
Any gains made above
R40 000 are taxed at your
marginal tax rate.

Capital gains tax does
not apply.

–

–

–

Capital gains tax does
not apply. However, the
withdrawal tax table applies
to any lump sums taken
as cash.
Tax can be deferred to
retirement, if your retirement
savings are preserved in a
retirement fund.
Capital gains tax does
not apply. However, the
retirement tax table applies
to any lump sums taken
as cash.
Tax is deferred on any
amount used from your
retirement fund to buy an
annuity. The personal income
tax tables then apply to the
annuity income received from
a registered insurer or the
retirement fund.

Sources: SARS (2018)14; Allan Gray (2018)15
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14 South African Revenue Service (SARS). 2018. 2018 Budget Tax Guide (online).
15 Formby, R. 2010. Capital Gains Tax and How it Affects Unit Trust Investors, Allan Gray (online).
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INNOVATION
Technology enables approaches to solving customer problems that haven’t been used before.
But innovation is not new. Technology should not be regarded as the driver of this innovation
but as an enabler. Here, we give a brief survey of some innovative approaches to providing
saving and insurance vehicles to customers. We start by considering some of the common
barriers to innovation.
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Technology should not be
regarded as the driver of this
innovation but as an enabler
considering some of the
common barriers to innovation.
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The imperative for change
What constrains established banks and insurers
from innovating around customer need? KPMG
research suggests that while insurers are aware
of the threats to their businesses from outside
providers, they are unduly preoccupied with internal
issues. They tend to be focused on incremental
innovation – changes to operational processes,
for example – rather than reaching customers in
completely new ways.1
KPMG asked insurers to identify the greatest
opportunity to be tackled over the next two years.
The most common responses to this question
concerned incremental operational improvements:
■■ the potential to improve operational processes
and the use of technology (60%)
■■ integrating digital technology into business
objectives (52%)
■■ using customer data analytics to improve
underwriting, pricing and marketing (48%)

1 KPMG. 2015. A New World of Opportunity: The Insurance Innovation Imperative (online).

Some 65% identified regulation as the biggest
challenge over the next two years. Only 28%
described competition from new entrants as their
most significant challenge, and only 24% an inability
to innovate. These insurers appear to be deeply
focused on their own problems and processes.
Do they realise what needs to change? On the
whole, they appear to. The same study picks out the
culture of an organisation as a key determinant of
its approach to innovation. Some 51% of companies
surveyed indicated they had embarked on cultural
change programmes over the last five years,
specifically to improve innovation.
Successful insurers frequently recognise the need
to look outside their organisations. Spanish insurer
MAPFRE, for example, collaborates with outside
companies and distributors to develop innovative
approaches to market problems. AIG encourages
entrepreneurial activity in each of its 100 countries
of operation and has appointed a chief science
officer to enhance the use of evidence-based
decision-making. Some 54% of surveyed insurers
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indicate that their primary motivation for partnering
and collaboration is access to new ideas and talent.
They recognise the limits of depending on their own
people and processes for these ideas.
A PWC report on insurtech, the use of technology in
insurance, suggests that a large proportion of insurers
recognise the threat of technology competitors
to their business models, describing insurtech
as transformative rather than purely disruptive.2
Problems remain in driving the change. Seven out of
eight insurers (87%) consider the hiring and retention
of talent as a constraint on their ability to innovate.
Some 84% of respondents expect to partner with
financial technology (fintech) companies over the next
three to five years. Examples of this can be found in
two UK insurers: Liverpool Victoria, with UX Lab and
Aviva, with The Garage.3

Models and examples of innovation
Deloitte identifies the following three distinctive
frameworks for digital innovation in insurance
markets:4
■■ Peer-to-peer insurance: a model of risk-sharing
by like-minded people that avoids the use of an
insurance company to cover risk individually
(Friendsurance in Germany is an example5).
■■ On-demand insurance: provides cover only for
those periods when it’s needed.
■■ Index insurance: pays benefits based on the
outcome of a predetermined index, commonly
a weather index applied to agriculture risk. (The
Land Bank appears to have made good progress
along these lines in South Africa.)
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The Deloitte report also provides these examples of
innovation in financial services:
■■ BIMA, operating in a number of African countries,
provides simple insurance through a combination
of local agents and mobile technology.
■■ Cornerstone-Airtel provides life and hospital
insurance to customers in Nigeria, using mobile
technology for end-to-end processing.
■■ MobiLife provides funeral cover entirely through
mobile telephony, paying benefits not as cash
but as grocery vouchers, and never lapsing
customers’ policies.
■■ ACRE Africa, in Tanzania and Kenya, insures
input costs (seed and fertiliser), not the lost
harvest, and pays out based on weather indices.
■■ JUMO connects customers in Pakistan and a
number of African countries to a range of mobile
financial services providers that offer credit and
savings products.
The Deloitte report emphasises the potential for
improved customer-centricity through technological
innovation. The reason for this is simple: the product
offering is built around the needs of the customer.
We return to this below.
Platforms such as Moven prove that when
technology enables people to engage naturally with
the right information at the right time, customer
outcomes and the customer experience can be
improved. Moven is a fintech financial services
provider.6 It partners with traditional banks and
other vendors to provide digital banking services.

2 PWC. 2017. Insurance’s New Normal: Driving Innovation with InsurTech, Global InsurTech Report 2017 (online).
3 Raconteur. 2016. Looking for insurance innovation outside the industry, 12 October 2016 (online).
4 Deloitte Touche Tohmatsu Limited. 2017. Unlocking New Markets: Digital Innovation in Africa’s Insurance Industry (online).
5 Raconteur (2016).
6 Moven website, home page (www.moven.com), 16 July 2018 (online).
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Innovation must start with the
customer.

In 2016, Moven partnered with Toronto–Dominion
Bank, Canada’s second-largest bank, to launch its
MySpend app. The bank simply wanted to offer
more information to customers who use their phones
to check account balances. But its ease of use
caught on and within nine months the app had
more than 850 000 registered users. Customers
who are using the app reduce their spending by
around 4% to 8%, with frequent users seeing the
greatest impact.7 That’s an impressive result, and
proof that when a service is built around the needs
of the customer, change is possible. Incorporating
services such as these into a holistic financial
well-being offering will be critically important to keep
engagement high and outcomes on the right path.
South Africa is also contributing to financial services
innovation. Incubation hub AlphaCode counts among
its members a number of start-ups looking to turn the
industry upside down.8 Mobbisurance, for example,
uses satellite imagery to provide crop insurance to
mobile farmers. JaSure provides tailored, on-demand
short-term insurance solutions. Riovic brings together
seekers of low-premium insurance and investors
willing to back their risk. InvestSure protects investors
against losses attributable to misleading acts by the
management of a company.

Entities must get closer to their
customers to understand what
might work.

408

Business-to-business offerings are being developed
as well. Spookfish AutoAssess streamlines the
claims assessment process by predicting the cost
of vehicle repair using photographs of the damage.
wiCover aims to enhance insurance operations

by providing flexible cloud-based platforms for
the information technology underpinning these
operational systems.
Building markets for long-term saving in the
low-income sector is proving more challenging.
While a great deal of progress is being made in
several pilot social security arrangements across
the world, many of which involve partnerships with
the private sector, the sustainability of business
models remains a challenge. In the informal
space, village savings and loan associations are
community groups that typically pool their savings
then lend to fellow villagers from their resources,
running their activities over the cycle of one year.9
These schemes seem to thrive because they are
based on the bonds of trust that hold a community
together. While not-for-profit organisations may
assist with some of the disciplines of recordkeeping, this model, which exists across a number
of countries and cultures, appears to defy the entry
or participation criteria of formal institutions.
The solution to the problem of low take-up is, at
heart, the same in savings as it is in insurance.
Entities must get closer to their customers to
understand what might work. Kasebele and Lopez
report on a study undertaken for a large bank
in Tanzania.10 The researchers considered three
different savings products and tested these with
customers, emphasising the importance of further
engagement and planning with stakeholders.

7 Henry, D. 2016. Red Means Stop! Banking App Cuts Customer Spending, 11 December 2016, Reuters (online).
8 AlphaCode website, home page (www.alphacode.club), 23 May 2018 (online).
9 Village Savings and Loan Association (VSLA). 2018. About Us. (online).
10 Kasebele, A & Lopez, AO. Undated. Bank for your buck: increasing savings in Tanzania. Study in partial fulfilment for a Master’s in Public Administration in International Development,
John F Kennedy School of Government, Harvard University (online).
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Priorities
Innovation must start with the customer.
A sustainable proposition that contributes to
well-being is built on the effective delivery of
an appropriate solution to an identified need.
What should financial services providers do to
enhance their contribution to customer well-being?
Five thoughts emerge from our discussions in
this section:
■■ Put the customer first. This is so obvious that
everybody says it. Doing it with conviction,
however, takes a great deal of hard work,
perseverance and genuine customer-centricity.
Financial services providers must deliver products
that meet identified customer needs efficiently
and are priced for the success of all parties.
■■ Rebuild trust through engagement. To have
a chance of gaining the trust of customers,
company leaders must engage with them. It is
not possible to identify needs from a desk. The
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same applies to workers: employee benefits
should be structured to fit what employees say
they actually need. Engagement also helps to put
into operation innovative ways to meet customer
needs – for example, early saving to accelerate
access to property markets.
■■ Build customer communities. One way to
grow the trust of customers is to foster a sense
of community by providing them with the
touchpoints and ancillary products or services that
they want and need. Though technology should
not be regarded as the perfect solution to all
problems, it must surely play a part in this regard.
■■ Create products that embed the learning
experience. Consider the example in Part 4
Case Study: Transport trade-offs on page 411
where we create an employee benefit that helps
an employee navigate the complex process of
buying a car.
■■ Show a contribution to social priorities. If
companies cannot show their contribution
to social priorities, then the financial sector
should not be surprised at public-servant views
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Companies should be able
and willing to show the same
to their customers: that their
products raise customer and
community well-being.

that government is solely able to play this role.
Evidence in this regard should not, however,
be regarded as primarily a tool for lobbying.
Companies should be able and willing to show
the same to their customers: that their products
raise customer and community well-being.
We conclude by emphasising the importance of
identifying and meeting customer needs. A common
thread in the analysis of local and international
development is that successful innovation starts with
the customer:
Insurers can be more customer-centric
and should be doing more to involve their
customers throughout their innovation cycle
– from ideation through to development
and commercialization – to ensure that they
constantly focus on aligning their investment
in innovation with customer expectations.
At the end of the day, that is a good way to
top-line growth. (Julo Hernandez, Global Head
of Customer Centre of Excellence, KPMG)11
Companies serious about involving their customers
in the design process should consider the
techniques of human-centred design and rapid
product development presented by organisations
such as IDEO.
Much of what passes for innovation in South Africa’s
financial markets is rather spuriously described
as customer-centric but actually serves another
purpose. The many conditions covered under critical
illness policies, for example, marginally improve
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protection but greatly increase the difficulty of
assessing value for money and choosing between
alternatives. The same applies to the complexity of
many life policies. An excessive range of investment
choices on savings platforms serves the interests of
a minority of well-informed customers but greatly
enhances opportunities for their financial advisers.
These designs may improve the profitability of
products or, by strengthening the position of
intermediaries, increase the potential for sales, but
they are seldom truly in the interests of customers.
The simple, perhaps uncomfortable, reality is that
not enough of the entities operating in South Africa’s
financial markets build their businesses around
the needs of their customers. Where need is
considered at all, the level of understanding of
this need is generally overestimated by providers.
Insufficient effort is put into the imperative that
understanding intrinsic needs calls for long walks
alongside customers.
This is particularly problematic in low-income
communities, those parts of South Africa’s market
that matter the most. This helps to explain why
the use of informal-economy solutions to common
financial challenges – borrowing, saving and
insurance, in particular – is so prevalent. If South
Africa’s financial brands, based in Sandton and
Cape Town, expect to play a continued part in
providing social protection and social mobility to
low-income customers and enhancing their wellbeing, then they have to be prepared to walk with
them in Alexandra, Khayelitsha, Cala and Giyani.

11 KPMG. 2015. A New World of Opportunity: The Insurance Innovation Imperative, p. 21 (online).
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CASE
STUDY
Transport trade-offs
JD Vance tells a compelling story in his best-selling
memoir Hillbilly Elegy that illustrates how dependent
social mobility is on knowing how to navigate
financial decision-making. His story relates how he
grew up in a dirt-poor coal-mining community in
southeastern Kentucky. At the age of 18, his future
prospects look grim, given the level of dysfunctional
family and community life he has had to endure.
Substance abuse, marital abuse, child abuse, and the
constancy of extreme poverty and family trauma all
combine to provide a powerful headwind. But then a
miracle occurs, and when we next see Vance, he is
graduating from Yale Law School and is about ready
to embark on an extremely promising career in law.
What was the catalyst for such a dramatic turn
in his life’s fortunes? It is perhaps too neat to
suggest that the transformative agent was simply
joining the Marine Corps. But it’s what the Marines
provided him as his employer that made the critical
difference. Unlike the civilian world, the Marines
make an assumption that as new graduates, their
recruits still have a lot to learn about maintaining
their physical, emotional and financial well-being.
If they are going to have a high-functioning defence
force, it’s critical that both their recruits and their

families have access to whatever resources or
support that will help them achieve that end.
This includes teaching them how to make prudent
financial decisions with the salary they receive from
the government.
Vance provides a particularly effective example
of this process when he describes how his boss
reacted to the news that he wanted to buy a car
with his first salary:
He sent an older marine to supervise as I
shopped for my first car so that I’d end up
with a practical car, like a Toyota or Honda,
not the BMW I wanted. When I nearly agreed
to finance that purchase through the car
dealership with a 21% interest-rate loan, my
chaperone blew a gasket and ordered me to
call Navy Fed and get a second quote (it was
less than half the interest). I had no idea that
people did these things. Compare banks? I
thought they were all the same. Shop around
for a loan? I felt so lucky to get a loan that
I was ready to pull the trigger immediately.
But the Marine Corps demanded that I think
strategically about these decisions, and then
they taught me how to do so.

Shivesh Maharaj
Alexander Forbes

Anne Cabot-Alletzhauser
Alexander Forbes
Additional contributor
Estelle Viljoen

411

CASE STUDY: TRANSPORT TRADE-OFFS

This sort of employer engagement might seem
incredibly paternalistic. But consider the South
African context. As Richard Wilkinson and Kate
Pickett have highlighted, the more unequal a
society, the more likely it is that material possessions
will play a critical role in defining one’s status.12 We
have already defined South Africa as being one of
the world’s most unequal societies.13 Car ownership
in South Africa plays a far greater role than simply
buying a mode of transportation. Car ownership
defines one’s social mobility aspirations. At the
same time, the financial burden of this aspirational
overstretch could set in motion the first of the
barriers to any future social mobility.
In a recent survey published by Statistics South
Africa, it was noted that fewer than two out of ten
black African households own a motor vehicle in
working condition, while more than nine in ten
of white households own a vehicle in working
condition.14 The long way that South Africa has to
go to redress this imbalance means that many more
families will be buying their first ever car. This is
usually the second biggest purchase in a person’s
life, next to a house. It needs careful consideration
and deeper questioning around the needs that a
vehicle fulfils.
In Benefits Barometer 2017, we spoke at length in
Part 5: Chapter 2 of the cost of commuting and the
options available to both employers and employees
for addressing those costs. In this edition of Benefits
Barometer, we also introduce some novel solutions
that employers are already considering to provide
an intriguing alternative (See Part 2 Chapter 1: Go
Metro flx case study on page 115). In this chapter,
the discussion has a distinctly different focus. Here
we are addressing the issue of how an employer
could facilitate a process that helps employees
consider their consumption choices more effectively.
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12 Wilkinson, R & Pickett, K. 2010. The Spirit Level: Why Equality is Better for Everyone, Penguin, London (book).
13 The World Bank website, South Africa overview page (www.worldbank.org), 19 April 2018.
14 Staff writer. 2017. SEE: Vehicle ownership by gender, population – Stats SA, Wheels24, 29 September 2017 (online).

Could we not find a way to capture a similar
process to the US armed forces, where helping
employees navigate the complex world of financial
decision-making can translate into a more effective
deployment of their income?
What follows is an example of what such a decisionmaking process could look like. With the rapidly
changing dynamics around transportation options,
perhaps a better discussion would be to help
individuals determine whether car ownership is
even a requirement in the first place. Imagine the
incredible boost to social mobility that could be
achieved if we were able to start dialling back one
of the primary contributors to early debt crises:
aspirational car buying. This type of financial
educational framework could easily become
a valuable addition to any financial well-being
programme that the employer might subscribe to.

So you want to buy a car? Let’s
help you think this one through.
So you think it would be amazing to use that new
income you are getting to buy a car? Let’s just think
this one through a bit. Let’s start with a provocative
question of whether you even need to own a car, if
you simply need to get around.
With the advent of the connected world, and
development of amazing services such as Uber
and Taxify, more millennials and likeminded people
are opting not to buy cars at all but rather make
use of these pay-as-you-use services to meet their
transport needs. Services such as buses and the
local minibus taxi do still remain popular. However,
these services are preferred by those who do
not have the option to buy a vehicle, so it’s an
affordability rather than a trade-off decision.
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Coming back to Uber, many individuals consider this a
cheaper option than owning a car, as both direct and
indirect costs of vehicle ownership are avoided. Let’s
explore this idea and find out if this is really the case.

Costs of vehicle ownership
Many of the costs of vehicle ownership are actually
hidden, and first-time buyers are often surprised
when faced with these bills. Common costs that are
well known are:
■■ monthly payments
■■ fuel costs
■■ tyre replacement
■■ insurance costs
Other less considered bills include:
■■ parking costs
■■ costs of services if you buy a car without a
service plan
■■ excess payments in the event of an insurance claim
■■ costs of tracking device if required by the insurer
■■ cleaning bill
■■ unexpected replacement of a tyre
■■ licensing fees
■■ unexpected fuel price increases

Comparing costs
Though the above list of costs of owning a car may
be a surprise, and may also seem a bit excessive,
very few of us would know the cost comparison with
a real alternative, Uber.
In this cost comparison we need to look at a
persona and use typical travel assumptions to
establish benchmarks. These costs would vary from
person to person, so please remember to take your
personal circumstances into account when making
a decision.
We will be working out a comparison for Thulani, a
22-year-old administrator who works in Sandton and
lives 21 kilometres from his place of employment.
Thulani works a typical five-day week and goes out
to visit friends every Saturday evening (a 40 km
round trip) after doing his weekly shopping at the
local mall (16 km round trip). He goes to church on
Sundays (30 km round trip) and goes to the movies
every Thursday after work (22 km round trip). This
would equate to a total of 1 452 kilometres a month
and 16 626 kilometres a year.
Thulani uses Uber for all his travel needs and is
considering buying a car ‘for convenience’. His car of
choice would be a manual VW Polo Vivo, Comfortline.

The above costs are usually not considered until the
event occurs, and then lays even the most carefully
constructed budget bare.
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Costs that Thulani would have to consider:
Monthly repayment

Fuel costs

Tyre replacement

Cost type

R192 000 cost of vehicle, over
60 months, at an average rate of
prime plus 2% (12%), no deposit
plus R57 monthly charge

6.1 litres for 100 km at R14.72 a litre

Assume every 40 000 km he has
to replace the entire set. Portion
allocated to current usage (R630
a tyre plus R300 alignment and
balancing)

Cost detail

Annual cost

R4 327

R1 304

R102

R51 935

R14 929

R1 172

Insurance costs

Parking

Service costs

R620 a month (average)

Once a week at the mall at R10 a trip

Assumed covered by the motor plan

R620

R40

R0

R7 440

R540

R0

Insurance claim

Tracking device

Cleaning bill

Once in 5 years at average
excess cost

Average entry-level device

Washed twice a month at
the local car wash

R50

R99

R140

R600

R1 188

R1 680

Replacement of a tyre

Licensing fees

Fuel price increases

1 tyre replaced from pothole
damage in 5 years

R600 a year

Unknown and not considered
in this calculation

R32

R50

–

R126

R600

–

Source: Volkswagen South Africa15 (cost of car and fuel consumption). Other costs based on average pricing based on research.

Total monthly cost: R6 764
414

Cost per month

Total yearly cost: R80 210

15 Volkswagen South Africa. 2018. Polo Vivo brochure (online).
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The average assumed cost of owning the car would cost Thulani around R6 764 a month, or R80 210 a year.
Should he have done all the travelling by Uber, what would this have cost him?
The rough estimated costs for Thulani below show that, at the current pricing, he would be better off buying a car
than taking an Uber.

To work and back
R6 825

R87 750

Church on a Sunday
R940

Movies on a Thursday

R12 690

R875

Visit friends on a Saturday
R1 550

R16 740

R9 450

Shopping on a Saturday
R650

R7 020

Source: Uber16

Assumptions
Monthly cost: 21 workdays and 9 weekend days
Yearly cost: 270 workdays and 95 weekend days

16 Uber. Johannesburg Uber Prices, accessed 31 May 2018 (online).

Total monthly cost: R10 840
Total yearly cost: R133 650
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Taking into account your own
circumstances
As advised earlier, you would have to consider your
own circumstances when deciding whether to buy
a car or take an Uber. Given the disclosed Uber
rates (excluding time surcharges in case of traffic),
the base rate of a trip is R5 with a cost of R7.50
a kilometre. This means the breakeven number
of kilometres you have to travel in a year to make
Uber more economical would be less than 10 047,
assuming that you still do the same number of trips
as Thulani does.
There are a few other considerations you may want
to take into account when making a decision, which

may change the results of the analysis based on
your personal circumstances. These are:
a. Your social structure. Uber and other ride-hailing
services can take up to four people comfortably
per trip. The cost per person therefore decreases
when more people share the costs of the trip. Take
this into account when making a choice.

Jargon buster
Ride-hailing means booking rides and paying
for a car service on a smartphone app with a
transportation network company such as Uber
or Lyft.

OWN vs UBER costing
R250 000
R200 000
Total cost
for Uber

R150 000

R100 000
Total cost
of ownership

R50 000

Distance travelled – kilometres a year
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5 000 km

10 000 km

15 000 km

20 000 km

25 000 km

Total cost of ownership

R68 951

R73 793

R78 635

R83 477

R88 319

Total cost for Uber

R42 360

R79 860

R117 360

R154 860

R192 360
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b. Your family structure and travel needs.
Transporting kids to school and extracurricular
activities requires flexibility and increased waiting
times per trip. This may have negative unintended
consequences on the cost of an Uber ride that
charges for waiting periods as well. A family car
is probably the most convenient and flexible in
this case.
c. The type of car you consider. Our analysis
considers a new Polo Vivo. Should you choose
to buy a second-hand, cheaper vehicle,

the calculation would have to be revised to
consider the cheaper monthly cost, and also the
additional servicing costs, as the vehicle would
probably not come with a standard service plan
which covers costs of service.
Should you decide to buy a more expensive vehicle,
you would have to consider the increased costs
of ownership.
The cost of ownership profile could look like this:

OWN vs UBER costing
R250 000
R200 000
Total cost
for Uber

R150 000

Total cost of ownership
(Expensive vehicle @
R350 000)

R100 000

R50 000

Distance travelled – kilometres a year
Total cost of ownership
(cheaper vehicle at R100 000)
Total cost of ownership
(more expensive vehicle at R350 000)
Total cost for Uber

Total cost of ownership
(Cheaper vehicle @ R100 000)

5 000 km

10 000 km

15 000 km

20 000 km

25 000 km

R41 772

R46 614

R51 456

R56 298

R61 140

R115 692

R120 534

R125 376

R130 218

R135 060

R42 360

R79 860

R117 360

R154 860

R192 360
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Investing in yourself before
investing in vehicles could allow
you to afford finer things in life

The table on the previous page compares the cost
of taking an Uber with the cost of buying two
types of vehicles, one for R100 000 and the other
for R350 000.

Bringing this information together should paint a
holistic picture of a household’s finances and the
size of purchase that will enable you to meet both
current and future needs.

As can be seen from the graph, the cheaper vehicle
is a better choice from almost the outset, while the
more expensive vehicle becomes more cost effective
at 16 227 km.

George Simitopoulos, the CEO of carfin.co.za,
argues that while banks generally recommend
that the price of your car should not be more than
30% of your income, 25% is probably a better
benchmark since insurance, maintenance and
fuel costs are likely to push it up to 30%.17 But this
might not be a particularly meaningful yardstick if
your bank has suggested that your housing costs
should also approximate 30% of your income,
and the sum total of these two factors makes it
impossible to get by. The key issue will be your total
budget picture, so in this context these rules of
thumb are not particularly helpful.

d. T
 ravel apart from regular travel. For travel such
as long-distance road trips for holidays, you would
either use public long-distance transport such
as air or bus travel, or hire a vehicle. This would
have to be added to the consideration based on
your personal circumstances.
This analysis is not meant to be definitive, but
rather to assist you in analysing your personal
circumstances. There could be a longer list of
circumstances and costs, such as the cost of
acquiring and renewing a driver’s licence, which
would be negligible in the long run but significant in
the shorter term.

Difference between buying used or
new – cheap or expensive
Making the right decision
Rather than looking in isolation at the choice of
vehicle to buy, take all financial factors affecting the
family into account:
■■ Assess your household budget, including income
and expenditure
■■ Provide for longer-term expenditure that may
arise, such as holiday saving or a burst geyser
■■ Understand your retirement goals
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17, 18: Klein, M. 2017. How much can you afford to spend on a car? Finweek, 4 May 2017 (online).

Simitopoulos also quotes another rule of thumb
that people earning roughly between R10 000 and
R20 000 a month should limit themselves to buying
second-hand cars, and those earning up to R50 000
should look at smaller new cars. The suggestion is
that only those who earn over R150 000 a month
should consider four-wheel drive or sports cars.
Finally, he points out that: ‘Banks and car
dealerships are incentivised according to whatever
interest they charge you so the higher the interest,
the higher the commissions. We estimate that
a large percentage of people are overpaying,
especially first-time buyers who are buying into
instalments, not interest rates.’18

And if we didn’t buy that car?
A factor that often gets ignored is what happens
if we look at the consequences of those decisions
from a different perspective. What if we looked at
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the consequences over a long term? Or what if
we looked at the multiplier effect of using that
money to invest in something that could add value
over time as opposed to investing in what is, in
effect, a depreciating asset? Or what if we used
that money rather to save for retirement? What are
the consequences?

According to Analytico, the figures below are what
one could reasonably expect to earn on entering the
labour market given the grouped qualifications:

If we look at the two vehicles we considered in
the analysis, one for R100 000 and one for
R350 000, and consider that the average person
would buy their first vehicle at age 23, and replace
their vehicle every five years, this would result in
the average person owning eight vehicles in their
working life.

■■ Completed primary school (Grade 7): R1 946

If we consider the differential between the two
decisions maintained at R250 000 for all these
purchases, and assume the interest rate remains
at 12%, this would allow the individual to save
approximately R5 500 a month. Over 40 years at a
growth rate of 8%, this would translate to a savings
balance of approximately R19.2 million over their
working life.

■■ Bachelor’s degree: R21 52719

This would be a significant addition to their
retirement saving.

Would a likely saving of R5 500 a month be
sufficient to pay for higher education?

■■ No schooling: R1 704
■■ Some primary (Grade 1–7 incomplete)
education: R1 867
■■ Some secondary education (Grade 8–Grade 12
incomplete): R2 660
■■ Grade 12: R4 977
■■ Grade 12 with certificate: R8 326
■■ Grade 12 with diploma: R13 378
This suggests that investing in yourself before
investing in vehicles could allow you to afford
finer things in life, and with that potentially a more
expensive vehicle while you save optimally toward
a successful retirement. This deferral of enjoyment
could be one of the most important decisions you
could make.

How else could we use this potential saving
to improve quality of life and at the same time
enhance retirement outcomes? One of the most
reliable predictors of income in South Africa is level
of education.
The following analysis was conducted with Statistics
South Africa data, using the Analytico Earnings
Analysis ModelTM with a total sample size of
717 364 individuals with educational outcomes of
Grade 8 to bachelor’s level. It was based on median
gross income a month in October 2016 terms.

19 Staff writer. 2017. What you can expect to earn with a matric and beyond, Fin24, 8 January 2017 (online).
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Table 4.5.1: Average fee for first-year studies at popular universities in South Africa
University

BA

BCom

BSc

LLB

BEng

University of Cape Town

R53 440

R64 890

R58 400

R54 350

R61 220

University of the Witwatersrand

R44 890

R46 795

R47 920

R43 640

R61 810

Stellenbosch University

R39 696

R41 030

R48 096

R47 270

R55 296

University of KwaZulu-Natal

R38 500

R36 580

R38 300

R37 758

R44 700

R36 000
(R38 880)

R42 000
(R45 360)

R44 000
(R47 520)

R37 000
(R39 960)

R46 000
(R49 680)

R43 390

R47 472

R45 140

R48 673

-

R36 650
(R39 580)

R37 500
(R40 500)

R44 000
(R47 520)

R34 150
(R36 880)

R41 600
(R44 930)

R39 300

R39 300

R42 600

R46 100

R49 900

University of Pretoria*
Rhodes University
University of Johannesburg*
North-West University
*2017 fees with adjustments
Source: Fin24

The potential savings of R66 000 a year could
easily cover the cost of most tertiary courses to
post-graduate level, and allow the individual a
potential increase in earnings of up to 400%
a year.
Financial freedom can only be achieved if we
separate the practicality of getting around from the
emotion of buying a vehicle and making the decision
to delay enjoyment for a much better outcome. As
Marcel Housel argues in his article The Psychology
of Money:

Wealth, in fact, is what you don’t see. It’s the
cars not purchased. The diamonds not bought.
The renovations postponed, the clothes forgone
and the first-class upgrade declined. It’s assets
in the bank that haven’t yet been converted into
the stuff you see... the truth is, yes, people need
to be told that. When most people say they
want to be a millionaire, what they really mean
is ‘I want to spend a million dollars’, which is
literally the opposite of being a millionaire. This
is especially true for young people.
A key use of wealth is using it to control your
time and providing you with options. Financial
assets on a balance sheet offer that. But they
come at the direct expense of showing people
how much wealth you have with material stuff.20
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20 Staff writer. 2017. What can you expect to earn with a matric and beyond, Fin24, 8 January 2017 (online).
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THE SOUTH AFRICAN REALITY
This year’s Benefits Barometer explores the financial realities of South Africans, asking
important questions about how to address their needs holistically and with a realistic view
of what it means to be a working South African. The opportunities presented by technology
provide approaches to understanding and answering these questions. Using technology to
address challenges and create opportunities is what we do at Kin. We’re building a way for
people to manage money better together. In this chapter, we present how we think technology
can help shape the future of financial services.
Sarah Blake
Part of the team at Kin
You don’t ‘do’ technology, you ‘do’ people and
the people thing and then you add technology
back in.
(John Maeda, Global Head, Computational
Design and Inclusion at Automatic)1

There is an intuitive behaviour
around money that formal
solutions seem unable to
connect with. Perhaps it’s
our view of the behaviour of
South Africans that should
be challenged if we are
to transform the financial
products and services we offer.
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An accepted story about South Africans, and people
in general, is that we are bad with money. We are
short-sighted when it comes to savings behaviour,
chasing lifestyles that we can’t afford and failing
to put money away for the long term. We are not
making enough use, or not enough of us are making
use, of the services and products provided by the
financial services industry.
The picture looks bleak: only 6% of South Africans
will be able to maintain their lifestyles when they
retire.2 According to March 2016 data from the

South African Savings Institute, 76.6% of the
average South African household income goes to
servicing debt. South African households on average
are saving only 3% of their household income.3
However, there are other ways to look at South
Africans’ money behaviour. For example, according
to the National Stokvel Association, 40% of South
African households use informal trust-based models
such as stokvels.4 There is evidently some kind
of widespread savings behaviour in many South
African households and communities.
Further, as this year’s Benefits Barometer makes
clear, South Africans who are earning money tend to
have a wider lens of responsibility. This means their
income is supporting many households, and many
incomes could support one household at different
times. There is often a kind of investment assumed
with this responsibility: if I support someone

1 Blodgett, R. 2013. The increasing importance of design for a meaningful technology experience, Huffington Post, 14 November 2013 (blog).
2 Jamal, S. 2017. Poor saving habits plague young South Africans, Times Live, 7 June 2017 (online).
3 Senior Manager at Alexander Forbes, Barrie van Zyl, quoted in How to use tax-free savings accounts to save more, BusinessTech (2018) (online).
4 Ikdal, A. 2017. 6 challenges to financial inclusion in South Africa, World Economic Forum (online).
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now, they are more likely to support me or my
family when we need it. When it comes to income
generation and responsibility, these are culturally
established norms of behaviour. Yet, formal financial
services do not seem to recognise there are
salaries which support multiple households, and an
expectation that they will continue to do so.
There is an intuitive behaviour around money that
formal solutions seem unable to connect with.
Perhaps it’s our view of the behaviour of South
Africans that should be challenged if we are to
transform the financial products and services we offer.

The promise and power of
technology
Fintech refers to the use of technology to improve
activities in financial services. It’s a buzzword thrown
around in the hopes that it will somehow be a silver
bullet that solves financial services challenges.
Certainly, technology can help make existing
financial services more efficient, but that efficiency
can exacerbate and accelerate co-dependency –
which is a cycle of managing different forms of debt
in order for customers to maintain a lifestyle, and
financial services to grow business. For a view on
the opportunities we believe technology presents,
we take a look at some of the foundations of and
developments in today’s ubiquitous technology.
The trajectory of computers from being accessible
only to the elite to becoming ubiquitous and in our
pockets is a lesson in using the power of technology
to increase accessibility. In the 1970s and early
1980s, you used a computer via a command-line

interface (CLI). This was a rigid, controlled interface,
where users typed in specific commands to use the
computer. Access was limited by knowledge – to
use a computer, you needed to learn the language
and syntax of interaction, and you were dealing with
a fault-intolerant interface. Unless the information
entered in the command line was 100% correct,
there would be no response. As processors became
cheaper and more powerful, computers in turn
became more powerful and some of this additional
power was used to make them more accessible.
Today we are used to the graphical user interface
(GUI), using a mouse to navigate our way around
a computer. The shift to a natural user interface
(NUI) allows users to tap a screen in an intuitive
way, allowing even more access to computers. Voice
and gesture interfaces are starting to become more
common as well. Instead of requiring very structured
and rational input from users, computer interfaces
have become more tolerant of errors, unclear use,
imagination and exploring.

Chapter 6

The key is to enable customers
to preserve their current mindset
and behaviours, instead of forcing
them to change to fit digital tools.
In this stage, the value of digital
financial services comes from
letting people do what they have
always done, just with a greater
sense of control, convenience,
reliability, security, and perhaps
privacy.5

The effect of the NUI on access is perhaps best
observed not by how quickly a toddler can take a
selfie, but how easily grandparents can make Skype
calls from an iPad.
There has been an evolution from rigid interfaces
to intuitive interfaces, allowing increased access
with each iteration. This trajectory demonstrates the
access that can be achieved when we capitalise
on increased processing power to allow for a more
natural interaction with services and products, made
possible by technology.
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Figure 4.6.1: The evolution of the user interface
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Could the same approach be taken for financial
services and products? With such increased
computing power, we should be able to adapt and
respond to changing needs and unclear inputs
from customers. But financial services are like a
command-line interface, demanding high levels of
accuracy and knowledge from a customer, intolerant
of the actual circumstances. What is the natural
user interface for financial services?
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The answer is perhaps best stated by Koning and
Murthy in their 2017 paper: ‘The key is to enable
customers to preserve their current mindset and
behaviours, instead of forcing them to change to
fit digital tools. In this stage, the value of digital
financial services comes from letting people do what
they have always done, just with a greater sense
of control, convenience, reliability, security, and
perhaps privacy.’5

5 Koning, A, & Murthy, G. 2017. Customer empowerment in finance, GCAP Perspectives, Consultative Group to Assist the Poor (online).
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Open technology
The internet is a connected system of networks,
and its founding architecture and philosophy
– open networking – set the foundations for its
ubiquity and success. Its open standards and
open protocol architectures guide the process for
which new standards are created and allow for
new protocols to be invented and inserted into this
layered architecture.6 This has allowed people to do
new things with the network, unconstrained by the
original design.
This philosophy of openness, allowing for both
modular growth (new technologies can be added and
removed) and networked growth (technologies can
collaborate and create new services and products
in combination) underpins today’s successful digital
and technology businesses, although they may have
different degrees of openness.
A classic example, Facebook, illustrates the growth
opportunity of open technology. Facebook has APIs
(APIs are application programming interfaces – a
set of standards that allow applications to access
and interact with features or data of other software
applications) that allow other services to use
information from Facebook. For example, there
are services for using a Facebook login for another
service, and for sending information to Facebook.

This creates an ecosystem where the various
services are able to provide more value because
they are combined and working together. Note, that
Facebook may be open by design, but is not built
for privacy by design: users are not in control of their
own data.
Technology allows for transactions between
strangers because it creates structures and
processes to facilitate the trust needed for those
transactions to take place. Airbnb has created a
platform to facilitate people paying to stay in the
home of someone they don’t know. The notion of
doing this without the structures that Airbnb has put
in place is unthinkable for most people. Airbnb is
able to aggregate information from various sources
(such as Facebook and LinkedIn profiles) to verify
a user’s identity, and provides a framework for
users to share reviews that help verify whether a
particular user should be trusted. eBay, Etsy and
Amazon Marketplace provide platforms for smallscale sellers and buyers from across the globe to
connect and transact. Where once people could sell
only to people close to them, in local markets, these
platforms provide the infrastructure for people to sell
goods globally, whatever their scale.

6 Shein, E. 2018. Vint Cerf on open networking and design of the internet, The Linux Foundation (online).
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Technology allows for
transactions between strangers
because it creates structures
and processes to facilitate
the trust needed for those
transactions to take place.
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Figure 4.6.2: Kin open architecture model
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The principles of open architecture allow us to
design scalable solutions which can build on existing
infrastructure and services, and allow other services
a customer chooses to provide additional value. The
value is the layer of logic and enrichment on top of
customer data we are able to provide. The customer
should be able to use this on top of any financial
services products.
If the system is modular and built to standards,
and the customer controls their data, they can
extract their data and potentially use it to move
elsewhere. There is no lock-in by design. Instead,
the service must provide value and meaning to the
customer for the relationship with that customer
to continue. If the customer is truly portable, then
organisations need to continue to provide value and
a reason for the customer to stay. The service that a
customer could switch to might not exist initially, but
organisations need to provide value and a reason to
stay as though it already does.
There are several innovative financial services
players using this ability to combine data from
multiple sources to provide additional services.
South Africa’s JUMO and Nigeria’s Social Lender
are two such examples.7 Both create alternative
credit scoring profiles based on social data (such
as Facebook profiles) and mobile phone behaviour.
This gives customers access to loans from
institutions they may previously not have been able
to access, based on their credit history.
Similar approaches can be imagined for savings and
asset accumulation solutions. And these first steps
can help to familiarise customers with interfaces
and people who are equipped to provide additional
information on financial options.

7 Jackson, T. 2017. Banking on social media, Brainstorm (online).

This is the promise of technology for connecting
customers to formal financial services solutions: build
solutions that fit into existing patterns of behaviour,
rather than requiring customers to fit their behaviour
to the environment. Industry players should use
technology to adjust their offerings to match
customers’ lives, rather than the other way around.
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Technology allows for
transactions between strangers
because it creates structures
and processes to facilitate
the trust needed for those
transactions to take place.

This is not about digitising existing products or
putting a nicer interface on existing products. It’s
about allowing customers to challenge products and
institutions to fit their lives.

Why have other interventions not
worked?
Smart people around the world have harnessed
the power of technology and combined it with
an understanding of human behaviour, using
behavioural economics and analysing behaviour data
at scale to reduce friction at the point of someone
taking action. If you have ever used Amazon’s 1-click
ordering, you will appreciate how the convenience of
that button makes it much easier to purchase items.
Amazon has already stored your default shipping
address and payment details, and so it’s almost
frictionless to go from browsing to having purchased,
with not much time for pausing and reflection in
between. This smart use of technology and human
psychology tends to make it easier to do things that
don’t always serve us in the long term.
Reducing friction for behaviour that improves
long-term success is hard. This was one of the
challenges we had with 22seven – a personal
financial management tool founded by Christo Davel.
We could demonstrate what people had to do but
could not remove the barriers to doing it.
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Some of the challenges in fintech solutions include:
If there is an informal savings
behaviour, can we help to
formalise this, and make
it more robust through
technology? South Africans
collaborate on money matters
already, and community
savings are happening in
households across the nation.
If technology enables us to tap
into existing behaviour, and
emphasise particular aspects,
why not use great technology
and intuitive interfaces to
help people to facilitate
this behaviour?

1. Too much friction between the service from
which you get good information, and the
service with which you should take good action
For example, 22seven accumulates data for a
user and provides nudges to change behaviour.
However, the point of action (such as transferring
money into a savings account) is too far removed
from the point of information (the nudge). The
effort involved in overcoming the last hurdle
means only the dedicated few take action.
2. The costs of ‘good’ action are high
Whether logging into multiple services to take
action or being required to connect with a
financial adviser before taking action, there
is often an unnecessary time-cost to taking
action. Transaction fees further deter customers
from multiple small transactions that are likely
more reflective of a customer’s behaviour and
opportunity to save.
3. The incentives are perverse – businesses use
the data to sell you things, usually debt
Both globally, and in South Africa, financial
services players offer ‘free’ services to
customers to help them to track their financial
behaviour, and gain insight based on their data.
Usually these services require the customer to
also enter an agreement where the financial
services provider may also use the same data
to offer products and services to the customer.
Since the financial services provider makes
money from selling these products, this deeply
personal data is often used to sell products –
often debt – more easily, rather than necessarily
helping customers live better lives.
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8 Vance, A. This Tech Bubble Is Different, Bloomberg Businessweek (online).

What we think can be done better
The best minds of my generation are thinking
about how to make people click ads. That sucks.
(Jeff Hammerbacher, data scientist, ex Data
Team Lead at Facebook)8
It is not technology in and of itself that will solve
these challenges. It’s designing services that are
networked, open and accessible:
■■ able to draw in and read from multiple sources to
create a singular view
■■ able to combine multiple data sources to generate
insight and value from the combined data
■■ able to allow other sources to read from the
combined data and provide further insight based
on that combined data
There should be open interfaces for drawing data
in, and intuitive customer interfaces that allow the
customer to interact and provide information in a
natural way. The data that accumulates should then
be able to create products that truly reflect customer
needs and context. And all this with privacy by design
and the customer is the central locus of control.
If there is an informal savings behaviour, can we
help to formalise this, and make it more robust
through technology? South Africans collaborate on
money matters already, and community savings
are happening in households across the nation. If
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technology enables us to tap into existing behaviour,
and emphasise particular aspects, why not use great
technology and intuitive interfaces to help people to
facilitate this behaviour?
We think that technology interventions can provide
a far more human approach to financial services
that address challenges and provide opportunities
for people to both get by and get ahead. This view is

Chapter 6

built on the concept of social capital, based on the
definitions set out by Woolcock and Narayan (2000).
Here, the use of social connections in the context of
being able to ‘get by’ and ‘get ahead’ maps to how
people use and borrow money in different situations,
and provides an opportunity for exploring particular
financial needs and solutions.9

Customer need

Social capital

GET BY

Bonds – close ties within
a community; informal
connections

Financial need and
informal solutions

Make it to the next pay cheque
Survive an unexpected incident
Turn to community for support;
stokvel or informal lending

Fintech opportunity

Fintech rushing to ‘solve’
challenges here – easy and
lucrative
Transactional products
Social credit to provide
(short-term) loans

GET AHEAD

Bridges – loose ties outside
a community. More formal
connections or connections
to formal institutions

Be able to earn more; live a
different lifestyle
Income supports multiple
households, particularly for
education needs

Kin believes that the
opportunity is here: using
networks and data to connect
people to the knowledge that
will help them live better lives

9 Woolcock, M, & Narayan, D. 2000. Social capital: implications for development theory, research, and policy, World Bank Research Observer, 15(2P), pp. 225–249 (journal).
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We believe that current fintech solutions tend to
focus on helping people get by and are falling
short on helping people get ahead.
Our vision remains unchanged: helping people
to be better with money. We think that there is
an opportunity to provide a platform for people
to collaborate better around money, and that as
people make use of the platform, connect them
with knowledge to aid them on their money journeys.
We believe that as people use the platform, and
connect more data, we will be able to develop better
products and services to help people live good lives.
And that is why we are building Kin.
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SOCIAL MOBILITY FOR
A WELL-BEING ECONOMY
Research suggests that financial products and services can play a critical role
in enabling social mobility and wealth creation, and providing social protection
for individuals and their families.10 If these products and services are developed
responsibly and deployed broadly, they could be instrumental in meeting both
policy objectives and customer needs.

Conclusion

ACTION
POINTS
FOR PART 4

Still, there is work to be done before this vision can be realised.

Programme of action
Priority intervention 1. Identify where better
clarity is needed to determine what triggers
the movement of South Africans between
different bands of income security.
The National Income Dynamics Study (NIDS) was
created to provide an analytical framework for
theories on social mobility in South Africa.

Action points
■■ Given its importance to these discussions, both
the public and private sector should consider
ways to accelerate this work.
■■ We need to keep monitoring which interventions
appear to be most effective in stemming
the downwards movement to lower bands of
income security.

Priority intervention 2. Priority intervention
2: Determine what kinds of financial products
form an appropriate base
Much of the messaging on the role financial
products and services play in social mobility,
wealth creation and social protection appears to be
have been lost. We need to get it back if we want to
rebuild trust with consumers.
■■ Go beyond just putting customers first.
Start with a better understanding of where
vulnerability to well-being is the greatest and
ensure that there is clarity on:
• which basic financial products are
most needed
• why they need to be included
• what they need to look like

10 Schotte, S, Zizzamia, R & Leibbrandt, M. 2017. Social stratification, life chances and vulnerability to poverty in South Africa, Working Paper No. 208, South African Labour and Development
Research Unit, University of Cape Town (online).
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■■ Ensure these products are affordable and easily
available to clients at every level.
■■ Make the messaging meaningful by explaining
the value each product or service contributes
to social mobility, wealth creation or any other
need prospective customers have.
■■ Help people evaluate the trade-offs and
prioritise their requirements.
■■ Integrate the best aspects of informal and
formal financial solutions. Technology offers
enormous opportunities here.
■■ Keep it all simple, transparent, easy to compare
across products and easy to transact.
Priority intervention 3. Rethinking insurance
and social protection
Insurance versus saving: the first mitigates the
impact of risk, the second provides the means to
mitigate it through self-funding. How well have we
done as an industry to help people understand the
trade-offs implied by those two dynamics?

Action points
■■ South African insurers need to understand
better this range of shocks experienced by
households by conducting research similar to
the Heltberg et al. study11.
■■ Product providers need to create a
decision- making roadmap that helps people
know when a proactive and self-funding option
is better than an explicit insurance purchase.
They need to focus on the cost–benefit
trade-offs of these decisions (See Benefits
Barometer 2015, Part 2: Chapter 3).
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■■ As a country, we need a greater impetus to
focus on short-term emergency savings, either
through incentives, nudges or auto-plans. Too
many South Africans are one small incident
away from disaster.
Priority intervention 4. Meeting consumer
needs more effectively
Formal product providers need to better
understand what drives their potential clients to
informal markets. Lessons here frequently point
to better transparency, simplicity, accessibility and
trust. This all suggests creating better product
information that closes the knowledge gap between
product provider and consumer.

Action points
■■ In countries like Singapore, India and the
UK, consumer education is the reserve of the
government or credible non-governmental
organisations, not the private sector. We need
to create a stronger government-led consumer
education facility in South Africa, funded by the
private sector. Currently, consumer education is
still too much in the hands of product providers.
■■ Financial well-being programmes could help,
but need an effective governance framework
that guarantees they are independent of
product houses.

11 Heltberg, R, Oviedo, AM & Talukdar, F. 2013. What are the Sources of Risk and How do People Cope? Insights from Household Surveys in 16 Countries (background paper to the World
Development Report 2014) (online).
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Priority intervention 5. Rethinking the role
of the employer in facilitating social mobility
and social protection
Employers can go so much further in enhancing
their employees’ social mobility, financial wellbeing and social protection than their current
offering of retirement savings, group risk and
medical aid schemes allows.

Action points
The four best sources of value employers can
add are:
■■ economies of scale to keep costs low
■■ ease of transaction and access
■■ integration with holistic financial well-being
programmes that provide lifetime financial
planning across all socio-economic groups
■■ employee benefits that focus on cost-savings,
knowledge transfer, and access to targeted
funding solutions
To facilitate this, the action points for employers
would be to:
■■ understand the link between financial products
and social mobility or protection to create a
comprehensive, baseline array of services
■■ consider how to prioritise these offerings and
the links between them (for example, offering
emergency savings encourages people to keep
their long-term savings strategies intact)
■■ capitalise on integrating formal and informal
solutions to securing financial well-being in the
workplace through offerings such as workplace
stokvels, Debtors Anonymous or financial
planning clubs
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■■ use the decision-making framework provided
here to determine whether the products and
services on offer meet employee needs
Priority intervention 6. Rethinking the role of
technology
Technology can become an important enabler
for distribution, behavioural modification and
cost reduction. The industry should do more to
embrace these opportunities, through partnerships
or innovation hubs, rather than simply find better
ways to protect existing turf.

Action points
Technology and innovation can also go a long way
to helping us:
■■ build customer communities
■■ embed the learning experience into the product
■■ show a contribution to social priorities
■■ identify and document customer needs
■■ help customers better model the trade-off
decisions and cost comparisons
■■ let people do what they have always done, just
with a greater sense of control, convenience,
reliability, security and privacy – in other words,
formalise informal savings behaviour
■■ reduce the inertia that prevents people from
taking appropriate action
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Grappling with the conflicts and
contradictions that may lie ahead
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Parting shot – or, the beginning of
BenefitsALL Barometer
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OVERVIEW
In this final section of Benefits Barometer 2018 we highlight why it is that this
cannot be the conclusion of our research journey – rather, it’s just the beginning.
For starters, our first chapter provides compelling reasons that seem
obvious answers to addressing well-being for individuals may not always be
in the best interests of well-being for South Africa. There are trade-off
decisions that need to be understood.
But we also use this final section to introduce a way we believe
we can keep this conversation going, growing and evolving
– hopefully with you, our reader, as an
active contributor.

GRAPPLING
WITH THE
CONFLICTS AND
CONTRADICTIONS
THAT MAY
LIE AHEAD

Concluding
thoughts
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GRAPPLING WITH THE CONFLICTS AND
CONTRADICTIONS THAT MAY LIE AHEAD
In this edition of Benefits Barometer, we have consistently advocated for shifting the focus for
driving policy decisions away from strictly GDP-growth-based metrics towards a more holistic,
well-being-based approach that may result in slightly different priorities. Drawing on the work
of University of Pretoria economist Prof Lorenzo Fioramonti, we contend that growth is more
than the mere sum of transactions on which GDP measures are based. In this chapter, we
address some of the hard decisions and trade-offs that may lie ahead.

Michael Prinsloo
Alexander Forbes

The case for a well-being economy
During a presentation to a Gordon Institute of
Business Science (GIBS) forum, University of
Pretoria economist Prof Lorenzo Fioramonti, author
of Wellbeing Economy: Success in a World Without
Growth, put the case for a well-being economy into
perspective when he critiqued the notion of ‘growth
at all costs’. Instead, he advocated the pursuit of
economic growth that puts the well-being of all at
its centre.1

Fioramonti asserts that the
well-being of a society is a result
of two main drivers: strong
ecosystems and social capital. A
successful economy is one that
prioritises development within
natural and social systems.
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In his book, Fioramonti defines the well-being
economy as an ecosystem that virtuously puts
people and nature first. He argues that breaking free
from the growth preoccupation can help build an
economy in which the multipliers have an impact
where the need is greatest.2
Fioramonti asserts that the well-being of a society
is a result of two main drivers: strong ecosystems
and social capital. A successful economy is one
that prioritises development within natural and
social systems.3

We all need to provide shelter, food, water and
protection for ourselves and our families. Although
these objectives are universal, individuals and
households have different circumstances and
priorities, which affect how they go about meeting
these objectives.
In a country like South Africa where poverty and
inequality are deeply ingrained in the structure of
the economy, you’d expect greater emphasis on
development objectives that prioritise economic
multipliers and social security interventions. Yet,
South Africa has done the exact opposite by
adopting a misconceived and myopic approach to
economic growth. As Fioramonti argues, we need
to challenge the belief that South Africa needs
5% or 6% GDP growth in order to address its
challenges.4
One consequence is an economy that relies on the
compulsory savings of the employed to meet social
protection challenges. In round numbers, South
Africa pays grants to around 17 million recipients.

1 Mtongana, L. 2017. The wellbeing economy and a post-GDP world – Professor Lorenzo Fioramonti, GIBS News, 20 July 2017 (online).
2 Fioramonti, L. 2017. Well-being Economy: Success in a World Without Growth, Pan MacMillan, Johannesburg (book).
3 Mtongana (2017).
4 Fioramonti (2017).
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By contrast, between 6 and 7 million income tax
payers are expected to submit returns from the
16,3 million employed. These numbers ignore
consumption taxes on individuals by way of VAT
and taxes on property, capital gains and levies on
fuel to name but a few examples.
In other words, the progressive tax system aims to
redistribute income to poorer households, largely
through the fiscus and government spending.
This model is simply unsustainable, not least
because the South African tax base is narrow
and the capacity of taxpayers to continue funding
expansions in social security is questionable.
At a macro level, the country’s immense
unemployment has created two separate
economies – one for those included in the
mainstream economy and one for those who
are marginalised from it. The future of economic
development depends on decentralised economic
empowerment that moves the focus away from a
system dominated by a few big companies or state
enterprises towards a system of production led
by many small businesses. Fioramonti uses the
example of Eskom as a large, dominant business
following an obsolete economic model that limits
the country’s potential. The system was designed
to ensure the country remained dependent on
Eskom instead of empowering
small businesses and households to become
the drivers of a new economic era through
independent power production.5
We need a new conversation about real economic
transformation that prioritises overcoming the
challenges of widening inequality and the growing
discontent we see every single day. ‘It is not normal
that we face these types of challenges,’ Fioramonti
says. ‘We have a moral duty to take a step back

and realise these things shouldn’t happen. We
shouldn’t have so many people in poverty, so much
inequality; we shouldn’t have this huge divide.’6
Fioramonti concludes that the standardisation of
economic development models is problematic.
The role of the state in a well-being economy,
he says, is to create enabling conditions for the
co-production of services whenever possible. The
well-being economy does just that: it allows and
empowers people to choose their own ways to
solve their unique issues.
African solutions for African problems? Perhaps. But
first, let’s evaluate some of the complexities we need
to consider in trying to address the challenges set
out in this year’s Benefits Barometer.

thoughts

The standardisation of
economic development models
is problematic. The role of the
state in a well-being economy,
Fioramonti says, is to create
enabling conditions for the
co-production of services
whenever possible. The
well-being economy does just
that: it allows and empowers
people to choose their own ways
to solve their unique issues.

The nature of the problem
The National Development Plan has identified
inequality, poverty and unemployment as major
challenges. In the context of social protection
and social mobility, we add diversity to the mix
as a fourth challenge. We examine each of
these challenges, starting with diversity, as key
development priorities.

Diversity
Studies in the area of ethnic and cultural diversity
use a metric to measure ethnic fractionalisation:
‘the probability that two randomly selected
individuals from a country will be from different
ethnic groups’.7 Using this metric, one study found
that 17 of the 20 most diverse countries in the
world are African (South Africa ranks eighth on this
list based on Fearon’s 2003 study).8

5, 6: Mtongana (2017).
7 Fearon, JD. 2003. Ethnic and cultural diversity by country, Journal of Economic Growth, Volume 8, Issue 2, Kluwer Academic Publishers, Dordrecht, pp. 195–222 (journal).
8 Atlas & Boots. 2016. What is the world’s most diverse country?, 11 June 2016 (blog).
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To put this in perspective, here are the rankings of countries often cited as examples of having the types of
social benefits (both public and private) that are needed for South Africa:

South Africa

Chile

United
States

United
Kingdom

Australia

Netherlands

8

83

85

109

140

151

Each of South Africa’s diverse
social groupings has a distinct
culture that shapes and
influences the way people
think about their financial
needs. It is unsurprising,
then, to find greatly different
approaches to savings,
investment and insurance.

In the South African context, government-imposed
social security schemes such as the planned
National Health Insurance and recently mooted
National Social Security Fund may not address
the challenges of a diverse and unequal society. In
fact, they tend to provide a sort of ‘lowest common
denominator’ of benefits.
Each of South Africa’s diverse social groupings has a
distinct culture that shapes and influences the way
people think about their financial needs and the best
ways to meet those needs. It is therefore unsurprising
to find greatly different approaches to saving,
investing and insurance in different groupings.

Inequality
South Africa has the second-highest Gini coefficient
in the world (0.625).9 But Southern Africa in general
appears to have a problem in terms of income
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9 Central Intelligence Agency (CIA). 2018. The World Factbook, CIA, Washington, DC (online).

inequality: among the six countries with the highest
Gini coefficient are Lesotho (first), Botswana (fifth)
and Namibia (sixth).
The Gini index measures the degree of inequality
in the distribution of family income in a country.
A high coefficient implies that both the financial
means and needs of people are going to be vastly
different across the country.
This data has two important implications:
1. A one-size-fits-all solution to social protection
and social mobility is unlikely to be anywhere
near optimal.
2. A public system that only provides at the most
basic level is unlikely to be of value to the
middle-to-higher-income earners who will be
looked at to fund the systems.
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Poverty
The Multidimensional Poverty Index (MPI), of the
United Nations Development Programme (UNDP),
complements monetary measures of poverty. As
shown in Figure 5.1.1, it considers overlapping
deprivations across the same three dimensions as
the Human Development Index (health, education
and standard of living).

in health, education and living standards. And
close to 900 million people are at risk of falling
into poverty if setbacks occur – financial, natural
or otherwise.
South Africa ranks 42nd out of the 102 developing
countries. Less than 2% of the population
experiences severe multidimensional poverty, but
nearly 20% is close to multidimensional poverty.
The dimension of health contributes around 60%
of South Africa’s score.
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The index covers about 1.5 billion people in 102
developing countries. About 29% of them live in
multidimensional poverty – that is, with at least
33% of the indicators reflecting acute deprivation
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It shows the number of people who are
multidimensionally poor (suffering deprivations in
33% or more of the weighted indicators) and the
number of weighted deprivations poor households
typically contend with.
The index can be deconstructed by region,
ethnicity and other groupings as well as by
dimension and indicator, making it a useful tool for
policymakers. By using the index, they can target
groupings where poverty measures are the worst
in order to allocate resources efficiently. The index
can also be used to monitor the impact of policy
intervention.

South Africa ranks 42nd
out of the 102 developing
countries. Less than 2% of
the population experiences
severe multidimensional
poverty, but nearly 20% is
close to multidimensional
poverty. The dimension of
health contributes around
60% of South Africa’s score.

ST

These are important hypotheses in arriving at our
suggestions for a way forward.
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Intensity
of poverty
Headcount
ratio

Figure 5.1.1:
United Nations Development Programme
(UNDP): Multidimensional Poverty Index

Source: UNDP10

Multidimensional Poverty Index
(MPI)

10 United Nations Development Programme (UNDP). Human Development Reports, Multidimensional Poverty Index, 13 July 2018 (online).
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A sensible way to deal with
the incredible complexity
of challenges and needs
reflected in South Africa’s
diverse population may be
to provide solutions that
are increasingly flexible,
individualised and targeted at
specific needs. These solutions
may also be complex in design
and operation.

Unemployment

Why individualised?

South Africa’s official unemployment rate in the first
quarter of 2018 was 26.7%.11 This figure excludes
discouraged job seekers, which understates the
true picture somewhat. Some authors have put the
number as high as 50%.

Individualisation is about modifying something
– in this case, benefits – to suit the particular
requirements of an individual person.
Individualisation is a way of seeing each member
of the fund or scheme as a separate client.

Of the 10.3 million South Africans aged between
15 and 24, 32.4% (approximately 3.3 million) were
not in employment, education or training in the first
quarter of 2018, implying that close to one in three
young South Africans were disengaged from the
labour market.12

The evidence supporting a more personalised
and customised financial journey that addresses
what matters most to that individual is becoming
overwhelming. Research suggests that as the
workplace evolves towards being aligned with the
needs of individuals, employees will look for more
flexibility in work options, including benefit options.
They will also want an increased focus on their
well-being (physical, mental and financial).13

We also see that unemployment is spread unevenly
throughout the various provinces, and between rural
and urban areas.

So, what is required?
Each of these challenges shapes the way we look at
the world and how we go about solving the problems
that life throws our way. We have argued for a more
holistic approach to the growth metrics that drive our
policy choices. We also need to recognise that there
is no one-size-fits-all approach.
A sensible way to deal with the incredible complexity
of challenges and needs reflected in South Africa’s
diverse population may be to provide solutions that
are increasingly flexible, individualised and targeted
at specific needs. These solutions may also be
complex in design and operation.
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11, 12: Statistics South Africa. 2018. Quarterly Labour Force Survey – QLFS Q1:2018, media release, 15 May 2018 (online).
13, 14: Mercer. 2017. Mercer Global Talent Trends Study 2017: Empowerment in a Disrupted World.

In fact, according to the same research, employees
pay almost as much attention to their benefits as
they do to their pay. Furthermore, as businesses
‘go global’, so do employees. As global citizens,
employees will not be content with localised
benefit structures. Their benchmark for measuring
what they are offered (and what they offer) will
increasingly be what is ‘best-in-class’ globally.14
As digital development allows us to reach more
people in more personal ways, individuals will
become the centres of information and the focal
point of all strategies. The value proposition
becomes employee-centric. We have seen
retirement funds and employers respond by allowing
choices for investment strategies, risk benefits and
contribution levels. This flexibility should continue,
and we expect to see a greater adoption of flexible
benefit structures.
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Individualising benefits
certainly has an appeal.
By that logic, the financial
services industry could well
go the route of providing the
type of portable, individualised
‘financial aid schemes’ that
are currently on offer with
medical aid schemes, but to
a wider segment of society
than those who can afford
medical schemes.

But the reality is that most people find finances
scary. Furthermore, retirement is too elusive a
concept for most to even think about. With the
changing world of work, where the whole concept
of retirement appears to be getting set aside or
reframed, this apathy towards saving for tomorrow
is likely to get worse.
The next revolution will be default strategies – not
the one-size-fits-all defaults we’ve had in place for
years but defaults which are the right size for each
person and that require limited interaction from
them. In previous editions of Benefits Barometer,
we’ve also shown that customising benefits to
some degree does a better job of meeting needs.
We have specifically considered such smart
defaults for:
■■ Risk benefits: We proposed a default lifecycle
approach to providing risk benefits, with
individual flexibility to increase or decrease
cover, and showed that it is more effective in
meeting actual needs.15
■■ Investment strategies: We proposed that
individualised, goals-based investment
strategies are more effective than typical
lifestage or target-date fund strategies.16
Individualising the solution, making it dynamic
and focusing on the goal can add significant
value to the individual investor.17 Not following
this approach requires investors to place
sometimes large amounts of initial capital (a
windfall) at risk, expecting to achieve the same
utility of lifetime consumption with a static
strategy that the alternative, dynamic strategy
would yield with no initial capital.
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■■ Financial well-being: We proposed that
shifting the focus from meeting narrow goals to
supporting financial well-being in a more holistic
sense was required (and desired, based on our
previous research). We also stated that financial
well-being was a mixture of financial capability
(knowledge, product choice, budgeting and
planning) and achieving life satisfaction by
dealing with what mattered most to people. For
this reason, the definition is partly subjective
and individualised.18
Individualising benefits certainly has an appeal.
By that logic, the financial services industry could
well go the route of providing the type of portable,
individualised ‘financial aid schemes’ that are
currently on offer with medical aid schemes, but
to a wider segment of society than those who can
afford medical schemes.

Why portable?
Achieving long-term goals requires long-term
planning. Retirement is a hazy and distant concept
to most people. It is also lower on the priority list
and certainly less pressing than most of their
immediate financial challenges, as evidenced
by low preservation rates (fewer than 10% of
retirement fund members preserve their benefits if
they leave the fund before they retire).
National Treasury19 has identified portability as
desirable and, through pension fund regulations,
has tried to nudge people to preserve benefits,
either in the existing fund or by transferring to their
new fund, rather than cashing out and starting over.

15 Anderson, J & Sullivan, B. 2013. Benefits Barometer, Alexander Forbes, p. 31.
16 Alexander Forbes. 2015. Benefits Barometer 2015, Part 2, Chapter 3.
17 Dempster, MAH, Kloppers, D, Osmolovskiyt, I, Medova, E & Ustinov, P. 2015. Life Cycle Goal Achievement or Portfolio Volatility Reduction?, Cambridge Systems Associates Limited,
27 February 2015 (online).
18 Alexander Forbes. 2015. Benefits Barometer, Part 1.
19 National Treasury. 2017. Amendments to the regulations issued in terms of Section 36 of the Pension Funds Act, 1956 (Regulation 38: Default preservation and portability),
Government Gazette, 25 August 2017.
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Another reason to make the solution portable is the
changing world of work – and the changing worker.
This was a topic we dealt with in the 2017 edition
of Benefits Barometer.
The Fourth Industrial Revolution was the topic at
the World Economic Forum’s gathering in Davos in
2017. The inexorable rise of automation, machine
learning, artificial intelligence and robotics has the
following implications for the workplace – and jobs
– of the future:
■■ fewer unskilled or repetitive jobs, as these will
be done by machines
■■ reskilling of employees to do different jobs,
especially jobs that integrate with technology
■■ increase in higher-end jobs (jobs higher up the
value chain)
■■ decline of whole industries and creation of
new ones

The rise of the free agent
As people work for themselves, on their own
terms, the speed at which employees rotate from
one job to the next, or in and out of employment,
will increase. Jobs will be about the functions
performed and not who they are performed for.
This is perhaps one of the scarier trends affecting
retirement funds and their members. At the
member level, individuals in defined contribution
plans typically carry the financial planning risk
associated with their finances. However, they have
the guardrails introduced by forced savings into
retirement and not being able to access these funds
while still employed.

financial planning risk becomes more acute.
They will face the same issues that the selfemployed face today – how to access risk pooling,
cross-subsidisation and economies of scale that
lead to lower costs – but there will be many more
such cases.
Thus the financial planning problem reaches
a whole new epic scale. Yes, they can still use
various vehicles to save – retirement annuities,
tax-free savings accounts, unit trusts and the like –
but will they? And how much do they need to save?
Where should they invest? At what fee? Where will
the guidance come from?

thoughts

Before we commit to an answer,
we need to consider the
drawbacks of an individually
focused benefits plan. We need
to clearly understand what
we would have to sacrifice
(and therefore what tradeoffs are needed) to create a
transformed, cohesive society in
an environment where benefits
attach to the individual.

These are the challenges the individual faces. And
allowing the structures to be portable mean that
this will reduce the number of times an individual
may need to face these challenges.

Is an individualised and portable
system the answer?
Before we commit to an answer, we need to
consider the drawbacks of an individually focused
benefits plan. We need to clearly understand what
we would have to sacrifice (and therefore what
trade-offs are needed) to create a transformed,
cohesive society in an environment where benefits
attach to the individual. There are at least four
potential issues that need to be discussed:
■■ cross-subsidisation
■■ risk pooling
■■ behavioural biases
■■ competing priorities

Introduce a world where employees are
self-employed, contracting out to one or several
employers at a time project by project, and the
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These cross-subsidies level the
playing field to some degree and
serve to include those on the
‘wrong’ side of the equation.

Cross-subsidisation
Cross-subsidisation is pervasive in society:
■■ The rich subsidise the poor (directly, through
providing capital and employment opportunities,
and indirectly, through the progressive tax system).
■■ The working taxpayer subsidises the unemployed
and the elderly (through the non-contributory
Older Person’s Grant, for example).
■■ The healthy subsidise the sick.
■■ The young subsidise the old by paying higher
premiums than are strictly needed.
And then there is the sharing of costs – many hands
making light work of the expenses of group schemes
– resulting in a lower overall cost for each person.
These cross-subsidies level the playing field to some
degree and serve to include those on the ‘wrong’
side of the equation. Let’s consider a few examples:

20 Sanlam. 2018. Benchmark Survey 2018 (online).
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1. Retirement savings
In a typical pension or provident fund sponsored
by an employer, all employees are required to
belong to the scheme. Lower-income employees
are essentially cross-subsidised by higher-income
employees – and the more employees there are,
the lower the costs.
According to the Sanlam Benchmark Survey 2018,
members of very large funds (more than 10 000
members) pay a lower administration fee (0.41% of
payroll) compared with members of smaller funds
(fewer than 500 members), who pay on average
0.77% of payroll.20 Expressed as a fixed fee per
member, this varies from R33.92 a month for very
large funds to R68.11 a month for smaller funds.
Another factor is the negotiating power of institutional
buyers and the fact that fewer ‘transactions’ are
required. For example, one payroll deduction for
many employees rather than individual debit orders
is cheaper and more efficient. The investment
fees paid by pension funds are typically lower than
the investment fees paid by individuals, as the
acquisition, onboarding, servicing and other costs
are more efficient in a group business.
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Using the assumptions below, we see that a saving of 1% a year in investment fees can result in nearly 20%
more capital available in 30 years:

Contribution:

R1 000
a year, paid in advance

Put another way, with lower costs, you need less
capital to reach a defined target, which frees up
resources for meeting other needs.
These factors contribute to more bang for buck: for
the same deduction, more savings find their way into
the investment than if individuals were to go it alone.
Caution: This exercise must not be extrapolated
ad infinitum, as the cost efficiencies are a reducing
marginal return. Beyond some point, savings
decrease with size as big datasets and structures
start bringing their own inefficiencies into the process.
One only needs to consider the inefficiencies of
monopolies to see this effect in action.
2. Group life and disability income schemes

Contribution
increase:

6%
a year

Net nominal
returns (after fees and
unadjusted by inflation):

10%

and

a year

11%

to the risk of someone insuring themselves when a
claim is imminent – essentially, relying on others in
the pool to pick up that cost. Insurers price for this
anti-selection risk. In a group scheme, all employees
are included in the insurance, effectively removing
most of the anti-selection risk that the insurer
may face. Group schemes therefore reduce this
particular aspect of insurance pricing.
The other key benefit of cross-subsidisation (and
related to anti-selection) is inclusion. Many people
would, because of their health or other status, be
uninsurable on their own and would therefore be
declined cover. However, on the group scheme
everyone (no matter how ill they are) is covered for
the benefits, up to the limits set by the policy.

Besides having lower administrative costs, group
schemes also remove the anti-selection risk that
insurers face on underwritten benefits. This refers
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3. Medical schemes
Well-structured and
appropriately priced
employee benefits are good
for employees and company
profitability. Employees who
are in control of their personal
finances and debt are more
loyal towards an employer that
shows it is concerned about
their financial well-being.

Restricted medical schemes which are only
available to a specifically defined group may be
cheaper than open medical schemes, that anyone
can join. Open medical schemes have marketing
costs and higher anti-selection costs as a result
of members who join only when they are sick and
want to claim from the scheme.
The Council for Medical Schemes’ annual report
for 2015/16 shows that restricted schemes have
lower average contributions than open schemes,
higher claims ratios (they spend more of your
money on healthcare than on non-healthcare
expenses) and lower administration costs.21
It’s clear, then, that employee benefits can often be
much cheaper for you than taking out your own life
and disability cover, funding your own retirement
savings and, sometimes, joining an open medical
scheme to cover your healthcare expenses.

Well-structured and appropriately priced employee
benefits are good for employees and company
profitability. Employees who are in control of their
personal finances and debt are more loyal towards
an employer that shows it is concerned about their
financial well-being.
Cross-subsidisation overlaps to some degree with
the concept of risk pooling, which we tackle next.

Risk pooling
The concept of risk pooling is the fundamental
tenet of insurance. Let’s assume that you face the
risk of your house burning down from an electrical
fire. The probability of this happening is fairly low
but not unheard of. If your house burns down,
the odds are that you will not be able to rebuild it
and replace all the contents from your income or
savings. And you may still need to pay off the bond
you took on the house without having the house as
an asset. Such an event would be catastrophic and
could wipe you out financially.
If you wanted to build up enough savings to protect
yourself against some or all of this risk, you would
need to put away vast sums of money – generally
not possible if you are still trying to pay off the
bond and live from day to day.
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21 Council for Medical Schemes. 2016. Annual Report 2015/16 (online).
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So, you get together with a few thousand people
facing the same catastrophic but unlikely event,
and you all contribute a little towards the pot,
to be used if the catastrophe happens to one of
you. This is the central concept and power of
insurance: you pool your risk with that of others
and by doing so, you fund only the portion of the
risk you are exposed to.
Insurance is one of the key financial products
that prevents people slipping down the social
ladder. It allows you to protect the lifestyle you
have managed to build and take risks that would
otherwise be unwise.

Behavioural biases
We have written extensively about behavioural
biases in previous editions of Benefits Barometer.
We won’t repeat all that here (you can read the
2014 and 2015 editions for the detail) but will
point out that people exhibit a range of behaviours
that could destroy value, including:
■■ myopia: near-term priorities outweigh more
important, longer-term priorities
■■ apathy: people do not take an active interest in
planning for the future
■■ choice aversion: faced with an array of options,
people may choose to do nothing – when it
comes to saving, investment and insurance, this
could be catastrophic

Competing priorities
Often, the low preservation rate of retirement
savings is blamed on greed and low financial
literacy. However, the more likely reason is that
people are heavily indebted (South Africa has
a 73% debt-to-income ratio on average) and
struggling to make ends meet. Their priorities are
likely to be housing, education and transportation
rather than long-term saving.
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Insurance is one of the key
financial products that prevents
people slipping down the social
ladder. It allows you to protect
the lifestyle you have managed
to build and take risks that
would otherwise be unwise.

Then there are the demands of being the only
regular breadwinner in an extended family and
the expectation that it’s your duty to see to the
housing and education needs of the family. This
is commonly referred to as ‘black tax’, but it is not
constrained only to black South Africans.
All of these factors play a role. With such priorities,
it is little wonder that just one in ten people who
leaves a retirement fund before retirement chooses
to preserve their benefits. And this leakage is the
single biggest contributing factor to lower-thanrequired outcomes at retirement. It is not that costs
are too high, contributions too low and investment
returns poor. On the contrary, investment returns
have generally been good, costs are coming down
and contribution rates remain reasonable (even if
they have reduced slightly in recent years).
What would happen to public policy or the current
conventional structure if low preservation rates
persisted? How should policymakers respond?

449

Concluding
thoughts

GRAPPLING WITH THE CONFLICTS AND CONTRADICTIONS THAT MAY LIE AHEAD

Government-facilitated
schemes may hold some
appeal in providing for risk
pooling and cross-subsidisation
and, if compulsory, can deal
with some behavioural aspects,
such as nudges to get people
to save. But there are also
several reasons government
schemes have limited appeal in
a country such as South Africa.

Is a government scheme the
answer, then?
Government is already concerned about the
outcomes of the existing retirement savings system,
including inappropriate access to savings and
generally low savings rates. It has proposed a range
of reforms, but these are based largely on the
existing framework and the existing world of work.
Even recent social security proposals are based
mostly on backward-looking research and thinking.
The reality is that governments are facing the
same challenge as retirement fund trustees: how
to keep up with the fast pace of change affecting
citizens. This may require a complete rethink of
what is required. And a one-size-fits-all social
security system may not be the answer. There may
be different solutions required for the unemployed,
the informally employed, the temporarily employed
and the traditionally employed.
Government-facilitated schemes may hold some
appeal in providing for risk pooling and crosssubsidisation and, if compulsory, can deal with
some behavioural aspects, such as nudges to get
people to save. But there are also several reasons
government schemes have limited appeal in a
country such as South Africa.
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The demographic dividend
A 2011 study of 103 current and former
developing countries shows that no single country
has developed socio-economically without a
parallel decline in the birth rate, and concludes
that the development status of a country is
therefore closely linked to its population structure.22
Development opportunities for families and entire
societies grow with a decline in birth rates. For
this reason, these countries can then invest more,
and more effectively, in young people. In turn,
succeeding generations will profit, setting in motion
a chain reaction of lower birth rates, continuously
improving levels of education and increasing
productivity.
According to the same study, birth rates decrease
demonstrably if:
■■ women have more of a say in their families and
in society, and have alternatives to a role as
mothers
■■ girls and women have unrestricted access to sex
education, family planning and contraceptives
■■ girls and women attain a better education; in
particular, attending secondary school causes
women to have children later and to be more
actively engaged in family planning

22 Sippel, L, Kiziak, T, Woellert, F & Klingholz, R. 2011. Africa’s Demographic Challenges: How a Young Population Can Make Development Possible, Berlin Institute for Population and
Development (online).
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■■ new opportunities are created, such as moving
from the country to the city for better earning
potential or through a new family image
conveyed by the media
■■ child mortality decreases, as couples are willing
to have fewer children only if there is a higher
chance of survival for each individual child
If mortality and fertility decrease, a young
population can become the engine for the national
economy. The experience of the Asian Tigers
(Hong Kong, Singapore, South Korea and Taiwan)
is proof of this. At the beginning of their impressive
development, these countries had a demographic
starting point similar to that of many sub-Saharan
countries today. Their level of development at
that time was just as low. The development boost
of the Asian Tigers was made possible by two
fundamental changes:23
1. A demographic bonus was created because
the number of working-age people increased
in relation to the number of dependent young
and old people. To create such a favourable
age structure, children and adolescents have
to grow up, mortality in the working-age group
must decrease, and fertility must decline so
that the upcoming young generations (and the
related burden) will shrink.
2. The demographic bonus could be transformed
into a demographic dividend – a gain for
the national economy – as many employable
people had the opportunity to become
employed. For this to happen, people must be
educated and jobs have to be created.
The Asian Tigers invested simultaneously in
education and family planning and carried out
various economic reforms and initiatives.

23, 24, 25: Sippel et al. (2011).

In addition, these societies recognised that women’s
participation in the workforce is absolutely necessary
for economic progress and that education is a
crucial prerequisite for this goal. It was exactly
this comprehensive approach which made the
successes of the Tiger economies possible.24

thoughts

Sub-Saharan Africa has not
managed to benefit from the
demographic bonus because
jobs are scarce.

With a few exceptions, things look quite different
in Africa. While in North Africa the age structure
has been developing in a positive way, countries
in sub-Saharan Africa have so far not managed
to benefit from the demographic bonus because
there is a scarcity of jobs. There are not enough
working-age people to create a bonus because
fertility rates amount to an average of almost five
children for each woman. The result is that children
and adolescents dominate the population. It is
not a coincidence that many sub-Saharan African
countries are among the poorest in the world.
According to estimations by the World Bank, 73%
of sub-Saharan Africa’s inhabitants live on less than
two US dollars a day.
There are various risks and development
obstacles resulting from high fertility rates, the
associated high population growth as well as the
disproportionately high share of young people.
These include:
■■ infrastructure
■■ education and health
■■ rapid urbanisation and informal settlements
■■ food security
■■ environment
■■ unrest and national security25

451

LESSON: THE DEMOGRAPHIC DIVIDEND IN SOUTH AFRICA: HOW DO WE FARE?

LESSON

THE DEMOGRAPHIC DIVIDEND
IN SOUTH AFRICA: HOW DO
WE FARE?
live on less than $1.25 a day, which may be due to
an unemployment rate that is rather high for a newly
industrialised country. Only in India and Indonesia is
the proportion of the poor higher.

This summary is based on the work of Sippel et al.
(2011).
That brings us to South Africa. While the study cited
below appeared in 2011, it’s insights are worth
noting. The same study grouped countries into
four clusters (A, B, C and D) of varying levels of
progress. South Africa fell into cluster B, described
as having ‘few children’ and a ‘medium to high level
of development’. The only other African countries in
this cluster were Morocco and Tunisia. The rest were
Central or South America or Asian nations.
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In the entire cluster, the number of people
advancing their education after primary school has
been increasing during the past four decades. In
all countries for which data are available, except
Thailand and Morocco, about 30% of the population
has attended secondary schools, and in Malaysia
and Mongolia the figure is 60% or more. In South
Africa, though, the quality of school education
leaves much to be desired.

At 2.3 children per woman, the average fertility rate
in cluster B is slightly above the simple replacement
level, and therefore not much higher than in cluster
A. It varies between 1.8 children in Thailand and
three in the Philippines. South Africa is in between
2.2 and 2.4. Fertility rates are therefore (now)
reasonably under control.

Owing to the high prevalence of HIV Aids in South
Africa (18% of the population was infected in 2011,
one of the highest rates worldwide at the time), the
average life expectancy actually started to decline
and at the time of the 2011 study it hit an average
of 52 years. The number of tuberculosis infections
in South Africa was also correspondingly high
(970 patients for every 100 000 inhabitants) since
HIV Aids weakens the immune system, contributing
to the spread of infectious diseases.

South Africa’s economic growth rate, however, is
lower than many in the same cluster. According to
the Gini coefficient, income distribution is particularly
unequal in South Africa and the Latin American
states. In South Africa, 26% of the population has to

Over one-third of the countries in cluster B –
predominantly Latin American states – have a high
score in the Gender–related Development Index.
The Gender Development Index (GDI) is an index
designed to measure gender equality developed
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by the United Nations Development Programme.
Compared internationally, the scores of the remaining
countries are more or less in the middle range. South
Africa is at the bottom of the rankings of cluster B.
Although ‘free’ in the political sense, most countries
in cluster B experience corruption as a problem.
For populations in cluster B, the conditions for using
the demographic bonus are ideal: there are hardly
any retirees and there are no longer strongly growing
young age groups who are flooding the labour
market. If these countries are able to provide
enough jobs for the large working-age population,
then there should be positive and dynamic
economic development.
And therein lies the rub for South Africa. To
capitalise on the demographic dividend, we need to:
■■ create jobs for our emerging labour market
■■ improve healthcare and strengthen the
health system
■■ reduce corruption
Finally, and most importantly, we have to improve
education.
Education must be recognised as the key factor
for development. It prepares the way for the
demographic bonus: mortality and fertility will
decrease with the population’s rising standard of
education. In addition, human capital increases
through education. Education is the most
important tool for achieving the demographic
dividend. Therefore, it is necessary to:

■■ establish vocational training as a bridge between
school and the working world
■■ provide microcredits to improve the education of
adult women and empower them, which will also
promote entrepreneurship

Education is the most
important tool for achieving
the demographic dividend.

Jargon buster
Microcredit is the extension of
very small loans (microloans) to
impoverished borrowers who typically
lack collateral, steady employment, or a
verifiable credit history.
Human capital improves decidedly through
education and lower numbers of children. In order
to achieve this, jobs must be created. To create
productive employment opportunities for everyone,
we need to first invest mainly in sectors with a high
need for low-skilled workers. Once education has
improved, we need to create jobs in knowledgeintensive sectors that achieve greater added value.
Once the formal employment sector grows, social
security systems should be developed. This will
cause birth rates to decrease because children will
become less important as security for old age. This
is also a first step in preparing for the long-term
ageing of the population.
In other words, to capitalise on the demographic
dividend we need to get the basics right first as a
country – or risk being shut out.

■■ create equal education opportunities for girls
■■ expand secondary education, in particular,
because it is crucial to decreased fertility and an
economic upswing
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In a diverse and unequal
society, schemes provided
by government will typically
address the most basic needs
and are therefore not optimal
on their own.

Lowest common denominator

Where to now?

In a diverse and unequal society, schemes
provided by government will typically address the
most basic needs and are therefore not optimal on
their own. They can be supplemented by voluntary
schemes run by NGOs (as happens elsewhere in
the world), but apathy and issues of affordability
may prevent people from enrolling in such
schemes. Countries which have gone that route
have started experimenting with auto-enrolment
(where individuals get automatically enrolled) in
supplementary schemes to boost participation and
reduce reliance on state-provided benefits.

According to a white paper published by the World
Economic Forum, key challenges facing retirement
systems include:26

Public trust and political
interference
To instil trust and prevent people from actively
seeking ways to opt out of the system, governance
must be strong and above reproach. Schemes
must also be free from political interference and
manipulation as an electioneering tool.

Start-up businesses and
freelance workers
Globally, there is an increase in freelance workers
and traditional structures may not cater for this
in the changing world of work. Schemes must be
flexible enough to provide solutions for these types
of workers.
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26 World Economic Forum. 2018. How We Can Save (for) Our Future, June 2018 (online).

■■ Greater longevity results in higher levels of
savings required to sustain longer lifetimes
and ageing populations, putting a strain on the
sustainability of pay-as-you-go systems (such as
many social security arrangements).
■■ Individuals are increasingly responsible for
ensuring they have an adequate retirement
income. This situation is driven largely by
governments and employers moving away
from traditional defined benefit systems
towards defined contribution systems. Also,
trends in labour markets are resulting in less
traditional employment patterns; contingent
and self-employed workers are unlikely to have
access to employer-facilitated plans.
■■ Individuals have low levels of savings.
■■ Poor financial literacy occurs in an environment
where responsibility has shifted to individuals.
■■ A lower-than-expected investment-return
environment places more importance on the
level of contributions.
■■ Limited access to savings vehicles is one of the
biggest barriers to saving for retirement.
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A key finding in an earlier World Economic Forum
paper is that expanding access to retirement
savings vehicles is one of the most effective ways
to address the global retirement crisis. Without
easy access, and in the absence of auto-enrolment
or mandates, people are less likely to save. While
giving them access to the tools needed to plan for
retirement is important, engaging them effectively
to participate in the first place is critical. In addition,
financial innovation is necessary to make sure that
savings can be invested in low-cost products that
produce a stable and sufficient retirement income.
The paper included findings on techniques that
governments and employers can use to close the
savings gap, from increasing coverage to adopting
digital financial systems. The following three
principles were identified as necessary to improving
financial inclusion and retirement security:
■■ Expand coverage to more people, including
lower-income populations and women.
Employer-facilitated plans are a way to
achieve this.
■■ Use technology to increase levels of savings.
■■ Structure pension systems to provide
incentives to improve participation. For
example, use automatic design features to help
improve retirement outcomes and address the
need for emergency cash.
These are all issues we have highlighted and
discussed in Benefits Barometer at some point.
Employer-facilitated plans can have a big impact
on retirement savings. Research shows that
people are 15 times more likely to save if their
employer offers a plan. Mercer’s Healthy, Wealthy
and Work-wise research shows that people trust
their employers more than third-party providers.27

27 Mercer. 2018. Healthy, Wealthy and Work-wise, 10 January 2018 (online).

Using employers to encourage people to save for
retirement is one of the most effective ways of
expanding access, so it’s critical to maximise the
role of the employer. Mandatory compliance has
been used effectively around the world to compel
employers to provide retirement savings plans.
Moving to automatic enrolment with an ‘opt-out’
option as opposed to an ‘opt-in’ approach has
proven to be quite effective as well.

thoughts

A key finding in an earlier
World Economic Forum
paper is that expanding
access to retirement savings
vehicles is one of the most
effective ways to address the
global retirement crisis.

Mercer research also suggests that there is a
discrepancy between the reasons people give for
not participating in savings plans and what their
employers think the reasons are. Business leaders
believe that employees are not participating in
savings plans due to low awareness or visibility
of the plan, while employees claim it is due to
affordability. Here are some ways employers can
encourage participation:
■■ Allow employers to contribute independently or
match employees’ contributions. This has been
shown to encourage participation and improve
adequacy. When businesses contribute to
retirement plans, full-time employees are more
than twice as likely to contribute themselves as
employees in businesses that do not contribute.
■■ Find ways to include contingent and informal
workers, as they are least likely to have access
to a traditional workplace savings plan. And this
group of workers is growing. In addition, more
workers are moving between informal and gig
work throughout their careers, which disrupts
regular saving habits.
■■ Encourage emergency savings for the short
and medium term. This can help employees
avoid high fees on short-term credit for
unforeseen emergencies or using their
retirement savings early.
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As we argued in Benefits
Barometer 2016, the retirement
fund could be the platform
for delivering a wider range
of financial planning aspects
targeted at meeting individual
needs and helping people
manage the balance between
short-term and long-term needs.

As we argued in Benefits Barometer 2016, the
retirement fund could be the platform for delivering
a wider range of financial planning aspects
targeted at meeting individual needs and helping
people manage the balance between short-term
and long-term needs. We argued that trustees and
employers could consider providing solutions to
deal with housing, education, emergency savings,
post-retirement medical savings, and other
aspects of personal and financial well-being. We
have also previously addressed most of the points
raised above and provided practical steps towards
achieving these desired outcomes.
There is a growing appreciation among all
stakeholders involved with employee benefits
that individuals are at the centre of who is being
provided for. On the flip side, the general view
among employers is that employees couldn’t care
less about employee benefits, particularly those
in younger age groups, where there is a general
apathy towards benefits.
We do recognise, particularly in a diverse setting
such as South Africa, that a person’s mindset and
attitude towards finances are often influenced by
their situation (including lifestage, partner and
responsibilities). It is important to understand how
people view the world, and how this view is shaped
by their background, culture, faith and values.

Where will it all end?
These dynamics will change the nature of our
investments, our risk benefits, the choices we
will be allowed to make in terms of add-on
benefits and, of necessity, the way benefits are
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administered, accounted for and reported on. The
world will wake up to the idea that what used to
be a pension fund can, with the right platform and
structuring, be translated into a powerful financial
planning tool for individuals and their families that
can go significantly beyond addressing only two
parameters of our lives: retirement savings and
income protection.
There may well be ways to use disruptive fintech
solutions to address issues of risk pooling and
cross-subsidisation, but workplaces allow us to
go even further in providing support systems
for their employees. Let’s find ways to use that
opportunity to address issues of coverage for
the unemployed, the inadequately skilled or the
intermittently employed in a changing world of
work that suggests that we will see increases in all
those areas.

Towards a solution: mass
customisation at employer level
For most people, life does not follow a planned or
linear trajectory, with many sharing the sentiment
that ‘life is a journey of ups and downs’. In the
framework of Benefits Barometer, it is the journey
that matters more than a static saving model.
How to map the journey? One solution could be an
employer-provided flexible benefits platform that:
■■ targets individual goals in its default set-up
■■ is a condition of employment
■■ addresses a range of shorter- and longer-term
priorities
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Because it’s compulsory and has a default set-up,
it addresses cross-subsidies and risk pooling.
It could also address employer productivity
challenges, and potentially transformation and
corporate social investment requirements, too.
The primary focus of this platform is giving
employers a ‘plug and play’ solution that allows
them to structure the kind of savings and risk
management options that best address their
employees’ needs.
Essentially, we are expanding the ambit of
traditional employee benefits to allow members
to address everything from emergency savings,
housing, education funding, post-retirement
medical savings, savings for asset purchase, infund preservation and annuities. This would be in
addition to the conventional offerings of retirement
savings and risk benefits.
The end goal is to provide a guided financial
planning framework targeted at securing employees’
financial well-being along their life journey. This
means that each solution on offer comes with its
own advice and educational framework.
Employers and employees have limited budgets for
meeting competing financial needs. As articulated
in the 2016 edition of Benefits Barometer, these
needs can be met more effectively through a
lifecycle approach to funding. Employers play a
critical role in the choice of benefits that they offer
their employees and the spend that they direct
through payrolls.

Ease of use and access to benefits are important
design elements of the platform. It should be
easy for employers to use and should also allow
members flexibility in selecting benefits and
benefit levels. The platform should interface with
employers’ payroll systems and any administration
systems used to administer benefits offered
to employees. For employers, this provides a
centralised portal from which to manage the
benefits they offer their employees and allows them
to draw management reports.

thoughts

The end goal is to provide
a guided financial planning
framework targeted at securing
employees’ financial well-being
along their life journey. This
means that each solution on
offer comes with its own advice
and educational framework.

Importantly, there needs to be flexibility around
when contributions are allocated to the different
savings vehicles. Switches could be determined
algorithmically using self-selected parameters
for inflows, and by self-selection at the point
of withdrawal. Ideally, we would like to see
the member maintain a constant savings rate,
irrespective of how those funds are allocated
between the short- and long-term savings vehicles.

Digitalisation and communication
The world is increasingly connected, mobile and
digital. The internet of things infiltrates almost
every aspect of our lives. Retirement funds will be
no different.
This new era offers trustees fantastic opportunities
to communicate effectively with members. In fact,
many funds and providers are embarking on this
journey already.
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Learning and communication
can now be tailored to
members who have different
needs, knowledge and levels
of understanding when it
comes to retirement funds and
financial services in general.
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Communication is an area of retirement funding
that has remained difficult to get right. The ideas
being communicated relate to distant problems,
so getting and holding the attention of members
is tough, and it’s difficult to make a positive and
lasting impact.
With vast improvements in digital platforms and
portals, it should be far easier for fiduciaries to
communicate with members using a wide range
of media and engagement devices. Learning and
communication can now be tailored to members
who have different needs, knowledge and levels of
understanding when it comes to retirement funds
and financial services in general. But digitalisation
goes further than this – employees will expect to

not only see and hear about their benefits digitally
but also be able to manage them digitally.
This requires everything from the right digital
engagement strategies to the ability to process
instructions and give employees a consolidated
view of their benefits on a digital platform.
All of these factors are going to have to be
understood if we are to genuinely shift our focus
from the pursuit of growth at any cost towards
becoming an economy that develops South Africa
and its people to deal with the challenges of the
future from a collective position of collaboration
rather than one of contest and strife.
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It was one research paper – or rather, one working paper of ongoing research – that ultimately
triggered the chain of thinking underpinning this year’s Benefits Barometer.
We had been grappling with the concept of what constitutes financial well-being. How could
we do a better job of securing it for South Africans? The moment was September 2017 and
the paper that caught our eye was Social stratification, life chances and vulnerability to
poverty in South Africa, by Simone Schotte, Rocco Zizzamia and Murray Leibbrandt of the
University of Cape Town.1
Anne Cabot-Alletzhauser
Alexander Forbes
The paper had been released just the previous
month. It starts by acknowledging a perceived
linkage between being part of the middle class and
having a degree of financial well-being:
Being middle class entails being free from
poverty, which means being able to afford the
basic things in life – not only today, but also
tomorrow. It is actually this very confidence
which many people will name first when
being asked what makes them self-identify
as middle class. It is about the freedom they
have to decide what to spend their money
on, and the stability needed to engage in midand long-term planning. It is also about the
opportunities they are given to move ahead in
life, which some people never get, and about
the financial cushion that allows them to take
risks and to cope with adverse shocks.2
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But then they move quickly to the crux of the
problem: the lived experience of the average
South African is that this type of financial stability
is still highly fluid. If anything, it is in constant
flux, with people embarking on a road to financial
well-being and social mobility, then finding the
process derailed.
Evidence from psychological and health literature
has shown that vulnerability to poverty can reduce
the well-being of households, even if a deterioration
in material well-being does not materialise.3 It is not
only current income or consumption that matter
for actual welfare, ‘but also the risks a household
faces, as well as its (in)ability to prevent, mitigate
and cope with these’.4
In mapping how prevalent this movement is, the
authors ask two important questions:
■■ What factors tend to undermine social mobility?

1, 2: Schotte, S, Zizzamia, R & Leibbrandt, M. 2017. Social stratification, life chances and vulnerability to poverty in South Africa, Working Paper No. 208, South African Labour and Development
Research Unit, University of Cape Town (online).
3 Cafiero, C & Vakis, R. 2006. Risk and vulnerability considerations in poverty analysis: recent advances and future directions, The World Bank Social Protection Discussion Paper No. 0610 (online).
4 Klasen, S & Waibel, H (eds.). 2012. Vulnerability to Poverty: Theory, Measurement and Determinants, with Case Studies from Thailand and Vietnam. Palgrave Macmillan, London (book).

Concluding
ALL

PARTING SHOT – OR, THE BEGINNING OF BENEFITS

■■ Could financial services and products play
an important role in both providing social
protection and facilitating social mobility?
At first, we thought this would be a fairly
straightforward exercise. As the authors
themselves suggest, further research was needed.
We thought the avenue for investigation was
therefore relatively clear. But the more we thought
about the problem, the more it evolved into a far
more complex set of considerations.
To begin with, sustained financial well-being and
stability for individuals and their families can be
achieved only in an environment where both
economic policymakers and employers believe that
achieving well-being is desirable for all stakeholders.
There needs to be a shared vision that this would
add both economic and social value to all three
layers of our society: the broader economy, the
workplace, and individuals and their families.
Until this edition of Benefits Barometer we had
been looking narrowly at issues of ‘employee
benefits’. We had argued that it was in the state’s,
employer’s and employee’s interests if ‘employee
benefits’ could be deployed to address the
physical, emotional and financial well-being of the
employee and their family.
If we could solve for basic individual and
family well-being first, this would underpin
economic growth.
In many ways, this suggested that evolving benefits
into highly individualised portable solutions might
be the best possible answer to addressing the
incredible variability in personal agendas that exist
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in South Africa. But, as we argued in the previous
chapter, it became increasingly apparent that such
a narrow focus ignored the far greater issues at the
root of the country’s economic growth conundrum.
As Francis Fukuyama points out in his powerful
economic study, Trust: The Social Virtues and
the Creation of Prosperity, where neoclassical
economics got it wrong was by insisting people
come together only to satisfy their selfish needs
before retreating back to their ‘real’ social lives.
As he argues, ‘the economy constitutes one of
the most fundamental and dynamic arenas of
human sociability’.5
We needed to first get a better handle on those
social dynamics.

Turning the problem on its head:
the role of social capital and trust
We realised that a better approach was to turn the
problem on its head. We needed to start at the top
and argue that until we, as a country, could develop
a stronger reserve of social capital and trust between
all parties to our economic success, economic
development and growth would not be forthcoming.
We needed to move beyond the myriad historical
barriers – economic, social and political – that
have kept us from taking our rightful place on
the global economic stage. We needed to identify
exactly how South Africa could start to build the
trust required between all economic players before
any individual, group, family, corporate, employer,
labour or political interest would benefit.

5 Fukuyama, F. 1995. Trust: The Social Virtues and the Creation of Prosperity, Hamish Hamilton, London (book).

461

Concluding
thoughts

ALL

PARTING SHOT – OR, THE BEGINNING OF BENEFITS

BAROMETER

As Fukuyama argues: ‘If the institutions of
democracy and capitalism are to work properly,
they must coexist with certain pre-modern cultural
habits to ensure their proper functioning […]
Law, contract and economic rationality must be
leavened with reciprocity, moral obligation, duty
toward community, and trust which are based in
habit rather than rational calculation.’6
The problem for South Africa, which ranked 8th
in the world in Fearon’s global comparison of
ethnic and cultural diversity (The Netherlands,
by comparison, ranks 151st)7,is, how does
one identify those defining cultural habits that
represent our collective vision? The power of the
multistakeholder collaboration exercise that we
recommend so emphatically here is that it will
play a critical role in allowing us to move more
effectively to that unified voice.
In piecing together the storyboard for Benefits
Barometer 2018, we realised that what we had in
effect set out here was a framework for creating
this measure of social capital and trust for all
stakeholders in the South African economy.
This meant our research could now evolve into:
ALL
BENEFITS BAROMETER.

Part 2 provided several excellent examples of
just how those high-multiplier multistakeholder
collaborations could work:
■■ We showed how we could create a much richer
discourse around second-tier city development
by expanding the model to explore broader
social dynamics .
■■ We showcased a solution where employers,
employees, SMMEs and municipalities
could collaborate to solve for that bane of
all our workday worlds: transportation costs,
congestion and reliability.
■■ We tackled the question of how to create much
needed long-term-care solutions for elderly
people by using investment savings targeted at
retirement benefits.
■■ We highlighted how we could transform the world
of asset management in terms of both the ends
that it serves and how its business models could
better align with the needs of South Africans.
Every aspect of Benefits Barometer 2018 is
peppered with additional examples of the multiplier
effects that can be achieved through
collaborative engagements.

All that said, though, we are left with the realisation that our work here is only just beginning. In
effect, we had laid down some floorboards here and there, but there were any number of gaping
holes that needed further consideration before the foundation would be properly set.
And this is what led us to the recognition that we needed to recast Benefits Barometer to be
something far more dynamic than an annual publication.
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6 Fukuyama (1995).
7 Fearon, JD. 2003. Ethnic and cultural diversity by country, Journal of Economic Growth, Volume 8, Issue 2, Kluwer Academic Publishers, Dordrecht, pp. 195–222 (journal)
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What followed in the course of our work was a
mushrooming of discussions and debates on the
following questions:

Part

1
What were the
barriers to achieving
a well-being society?
How would we know
when we got there?

BAROMETER
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Part

3

Part

4

How could we get employers to
consider creating a workplace
that reinforces the notion
of well-being for both
How could we get
the individual and
financial service providers
the economy?
and employers to understand
they play a critical role
in reinforcing a well-being
outcome for all three
Part
layers of society?

2

The catalyst for bringing these discussions together resides in Part 2:

What process and approach would get us all working
together to achieve these ends?
A multistakeholder collaboration process that would prioritise strategies
for growth, development and the promotion of well-being based on which
initiatives had the broadest economic and social impact.
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Recasting the role of Benefits
Barometer: crowdsourcing for
South Africa’s future
When I was at university, I had the honour of
being one of Joseph Campbell’s last students.
Campbell was a pre-eminent professor in literature
and comparative mythology, and his work stands
out as a beacon for those who face seemingly
insurmountable tasks of survival and building a
better future for themselves.
For Campbell, when the future appears to be in a
state of free fall, when things are simply changing
so fast that uncertainty is all around, the secret
is to reach out voluntarily to become part of the
narrative. By owning the narrative, we turn an
uncertain future into something we can navigate
with far greater hope and clarity.
Campbell would heartily embrace this moment in
South Africa’s evolution. The concept of thuma
mina – send me – would resonate.
What mattered even more to Campbell, though,
was the understanding that the answers lay
not with foreign sages, who might want us to
follow a path that was not our own, or economic
giants and political leaders, who might have
their own agendas. He would argue that
often the best answers came from the people
themselves. Campbell was a man who understood
crowdsourcing before it had even become a word.
He understood that the key was to tap into the
minds that have thought the most, cared the most
and dared to dream the most, to come up with
a vision that takes us into a whole new way of
thinking about our future.

BAROMETER

thoughts

For South Africans, that means it’s time we start
listening to voices that are better in tune with the
degree of innovation and expansive and inclusive
thinking that will be required to set a more
meaningful course.
Creating real impact demands a resource that
connects the dots between all the interdependent
initiatives that can influence South Africa’s future.
Benefits Barometer delivers that platform. Benefits
Barometer provides the ‘grist’ for the necessary
debates: What are the key questions? How can
we learn more about the challenges? What do we
already know about what is working and what isn’t?
By having access to these insights we can start the
necessary dialogues. We can start building a clearer
picture of which decisions could have the greatest
multiplier or knock-on effect in the country, without
fear of favour to any specific agenda.
This year we launch Benefits Barometer as
a digital crowdsourcing vehicle to facilitate
the conversations and multistakeholder
collaborations that will be integral to South
Africa’s future.
The vision is to create a framework for those
conversations, invite all who are interested to
participate (and prod those we believe have
important insights to contribute), and keep these
conversations alive as we work through testing and
implementing the outcomes.
The idea is to have as expansive a reach as
possible, from everyday enthusiasts who want to
lend their voice to innovation hubs and academic
institutions, from the smallest start-up aspirant to
the most powerful market leaders in the country,
and those who carry responsibilities for labour,
policy and investments.
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Most of all, we want to hear from those who care
about turning South Africa’s current ‘free fall’ into
a future of our own choosing. In Joseph Campbell’s
words, it’s an opportunity to ‘transform crisis
into opportunity’.

Join us in having the challenging
conversations that lie ahead
We began this edition by changing the
conversations around what it means to be a
well-being economy, why it is time that we
reimagine how job creation, transformation,
diversity and equality actually translate into better
bottom lines for corporates, and, most importantly,
how employers could be doing all of this in a far
more efficient, cost-effective and impactful way.
In each part we have raised action points we think
could start the implementation process.
Still, there are questions that haven’t been fully
addressed. These demand our attention if we are
going to engage more productively with what we
have set out here. But we will need your help.
We have identified our top seven ‘puzzlers’ –
questions that we need better answers to or
insights about before we can finish building that
foundation we need for getting to more fruitful
answers. There are no doubt many more.
If you would like to be part of any ongoing
discussions on how to address these questions
and issues – or would simply like to add to this
ever-expanding list – we would love to hear from
you, whoever you are.
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Our top seven puzzlers:
1. How do we get to the metric policymakers
can use to determine whether we are
moving the dial on a well-being economy
for South Africans?
In Part 1 of Benefits Barometer 2018 we
introduced the idea that if we are going to get
a better handle on whether we are creating
a well-being economy, we need new metrics
that go beyond GDP growth. We mentioned a
few examples of such metrics that have been
developed elsewhere.
For South Africa, though, it’s not just inequality
that is a key measure. Rather, we need to look
at variance in all our measures to understand
the full depth of the problem this country
faces. Single-number averages or medians
simply do not capture the extent to which
our so-called diversity results in very different
levels of well-being in relation to the full range
of parameters that are typically reflected in
well-being metrics.
2. How do we create a better framework for
calculating a multiplier impact that considers
both social and economic outcomes?
In Part 2: Chapter 3 we introduced an
excellent example of how to calculate the
multiplier effect of an investment strategy that
integrates economic and social outcomes.
The specific exercise looked at the
multiplier effect of rechannelling funds to
community-healthcare solutions. The net
effect was that the multiplier could be as
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high as one-and-a-half times. The calculation
exercise was described in meticulous detail in
a paper funded by the South African Medical
Research Council called Saving Lives, Saving
Costs: Investment Case for Community Health
Workers in South Africa.8
However, if we are going to start giving serious
consideration to redeploying investments
towards projects that may have a greater
multiplier effect than simply deploying savings
into our listed capital-market instruments, we
need to start getting a better handle on how to
actually measure those trade-offs.
3. Could we not create a more integrated
framework or metric for assessing a wellbeing corporation?
We argued in Part 3 that companies which use
an integrated well-being framework will gain
greater efficiencies in terms of how they deploy
funds to support HR functions, employee
well-being programmes and initiatives that are
in the interests of broader South African social
needs. What we really need here, though, is a
metric that will allow us to assess whether such
a strategy is actually improving the bottom line
for employers.
4. How can we develop better metrics for
assessing the economic value-add of
proactive measures for health, wealth,
risk mitigation and emotional well-being
compared with reactive insurance coverage?
In Part 3 we also suggested that we are
beginning to get a better understanding
of how different well-being initiatives are
helping to reduce some elements of the
payroll wastage caused by absenteeism,
presenteeism and stress.
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What’s not so clear is whether there
would be a significant difference in the
outcomes if we focus more on pre-emptive
measures for health, wealth maintenance
(emergency savings), emotional well-being
and risk mitigation than on reactive solutions
(insurance, for example).
We suspect the difference will be substantial.
But it needs to be better quantified if we want
to convince employers that there may be
more effective ways for them to address their
productivity issues.
5. Do we need a more extensive discussion
of incentives that balance the need to
raise short-term funding with long-term
multiplier interests?
In Part 1 we had a lengthy discussion of
tax incentives and their role in promoting
the investment and growth we all envisage.
What we also need to revisit is whether this
discussion needs to cover a different set of
criteria, for example:
■■ the type of savings we promote
■■ how those savings can be deployed
■■ the type of benefits employers can offer that
won’t be deemed fringe benefits
■■ the right incentives for corporate assistance
with education and skills development
■■ the right incentives to promote enterprise
and SMME development

8 Daviaud, E, Besada, B, Budlender, D, Kerber, K & Sanders, D. 2018. Saving Lives, Saving Costs: Investment Case for Community Health Workers in South Africa – What Costs and What Benefits
for the Health Sector, for the Economy and for Society? (Version 2), South African Medical Research Council, April 2018 (online).
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6. How can we, as a country, accelerate the
integration of the impact investing model
with a mainstream investment offering?
At this point in time, impact investing is
growing only incrementally, and as a separate
asset class to be considered on the merits of
being both a better diversifier and a better
vehicle for social initiatives.
Continuing along this route will do nothing to
bring about the radical change that is needed
in the investment world. Creating that change
will demand a focused, coordinated approach
where the private and public sector work
together to create a common framework that
moves this model to be the ‘new normal’ for
long-term investing.
7. How could we collectively do a better job
of recasting the deployment of compulsory
savings to meet the more immediate needs
of South Africans?
In many ways, this question is related to
initiatives 5 and 6, but we are looking to
answer a slightly different question, so there
may be different stakeholders involved.
Here, we are calling for a complete rethink
around the Pensions Funds Act and we’re
asking a critical question: is this the right model
for addressing the social mobility and social
protection needs of South Africans? Should the
focus be so emphatically on retirement?
We talked about this at length in Benefits
Barometer 2016. Specifically, this question
brings us back to a point we raised at the
beginning of this chapter: how could we
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use compulsory savings to create a guided
financial planning framework for all South
Africans, employed or otherwise, throughout
their whole financial journey?
We believe it’s time that more stakeholders get
involved in this discussion.
No doubt, there are many more ‘puzzlers’ that could
be added to this list. But the key issue here is that
these aren’t just for Alexander Forbes to solve – they
are questions we all need to work on answering.
And the more crowdsourcing of solutions we can
potentially tap into, the more robust and better
thought-out the solution is likely to be.

And finally …
Replicating what works, localising experiences and
interventions – this is our opportunity for our own
narrative. We begin with South Africa but we’re
part of a bigger story: Africa. In a dynamic new era
marked by seismic changes in the economy, the
private sector has a role to play in ushering in a
new growth story. So does the public sector.
But perhaps the task for both will follow new
contours, with a new generation of small
businesses and innovators rising on the back of a
new middle class, capable of driving the vision of
an inclusive and sustainable growth.
This is an Africa of innovators, of boundary-less
opportunity seekers, of larger and scalable markets,
of gainfully employed people, of sustainable
livelihoods. How it all links together will be the story
of this journey.
You, too, have a part in that story.
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