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The Two Pot Tailwind

When the press covered the Two Pot Retirement system reforms after initial announcements, there was a
resounding groan that this was the ANC buying votes from the workers. We pointed out at the time that
this was not a new idea - rather one that had been well researched and that had used Chile as the model
for implementation, where it had been very successful. We saw it as a positive step in a country where
employees randomly resigned to get access to their retirement funds. Since the initial implementation
and flood of withdrawals, Discovery has published a report based on some modelling and insight into
its own client base that suggests the savings industry has just started to receive a substantial tailwind.

If you own a Retirement Annuity
or Pension or Provident Fund,
your statements have recently
become far more complicated, with
Vested Components, Retirement
Components and Savings
components. It’s all part of the newly
implemented Two-Pot retirement
system that forces employees to
preserve at least two thirds of their
retirement pool until final retirement.
Most people know, in theory, that
they should leave their retirement savings for retirement and
benefit from long-term compounding. Practice is a different
animal. Pension funds have been raided for decades, and
this has become particularly destructive in a generation of
workers who no longer had 30-year careers with the same
company.

Discovery recently presented at the Institute of Retirement
Funds Africa’s conference and made some interesting
observations:

o First time withdrawals averaged R13,000 (out of a
maximum of R30,000, but subject to the member having
a balance of R30,000 in the saving pot).

e 601% of eligible members chose to leave their savings
component untouched.

e Repeat withdrawals have dropped to an average of
R4,600 (before tax) in the second cycle, but this is
deeply impacted by the level of contributions to the
savings component (lower end members would not
have saved another R30,000 into their savings pots).

The retirement industry uses a term Net Replacement Ratio
to model the expected income replacement by retirement
savings. In other words, if an individual is earning R50,000

SPEED READ
The Two-Pot system has caused retirement
savings to be split into Vested, Retirement, and
Savings pots - at least two-thirds must always
be preserved during any employment change
until final retirement.
A recent Discovery presentation indicates
encouraging behaviour with 61% leaving their
savings pot untouched. First withdrawals
averaged R13,000, with repeat withdrawals
falling sharply.
Early modelling shows Net Replacement
Ratios (percentage of final salary replaced
by retirement savings on retirement) rise
significantly under the new system, especially
for job-changers who previously withdrew all
their funds.
The long-term impact for the investment
industry could be much greater. Industry
assets could grow 3 - 4x faster than before -
potentially to R150 to R200 trillion by 2065
- fuelling higher savings rates, deeper capital
markets, cheaper funding, and stronger GDP
growth.

per month, but requires R35,000 at retirement to maintain
the same lifestyle, then his net replacement ratio is 70%
(R35,000 divided by R50,000 expressed as a percentage).
It is estimated by the industry at large that 70% to 75% is a
good ratio to target in retirement planning.

Discovery presented some fascinating modelling on the
impact of the 2-pot system on replacement ratios into the
future. The table below is a reproduction of what they
presented. It models two employees aged 25 and 40 at
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the start, and assumes they change jobs every 5 years. It
also models the old system versus the new with various
behaviours. The increase in the replacement ratios is
substantial especially for those who would have made poor
decisions historically. This can only bode well for the wider
population into the future. Discovery did point out that they
had used investment returns based on 2015-2025 in their
modelling, so a lot would depend on a repeat of this scenario
(especially the foreign component in pension funds).

(versus just 2% before). That is going to change the face
of investing in South Africa substantially. Potentially the
following impacts could be experienced:

e South Africa has a very low savings rate; this will drive
different behaviour over the long term and possibly
improve the nation’s savings rate.

e That will expand both Capital and Equity markets.
More money being channelled into local investments

will make the cost of capital cheaper

MODELLING NET REPLACEMENT RATIOS which could boost company returns

Net Replacement Ratio

Pre-Two Pots

Age Behaviour

Never Withdraw, preserves at

Post-Two Pots

and potentially make South Africa
more attractive. Capital markets could
provide opportunities for public-
private partnerships for infrastructure

Difference

every resignation 80% 80% - investment and Fixed Capital
100% Cash Withdrawal after investment which will support better

25  every resignation 4% 41% 10x GDP growth. o
100% Cash withdrawal ¢ More money seeking 1nv§stment
. . at a lower cost may stimulate

after resignation, 100% . .
reservation from age 45 21% 48% 5 3x entrepreneurial behaviour to solve
P . both problems and provide additional
investment opportunities.

Never Withdraw, preserves at e More money available for
every resignation 50% 50% - investment will likely boost share and
100% Cash Withdrawal after bond valuations, a boon for investors

40 every resignation 4% 19% 4.8x saving towards retirement.
100% Cash withdrawal e The Rand has been much more
after resignation, 100% resilient than people believe because
preservation from age 45 21% 26% 1.24x Government ~can  fund ~ budget

This table illustrates the change in Net Replacement Ratio for two different aged
employees retiring at 65, based on various behaviour patterns on their retirement savings
during job changes under both the old regime and the new two-pot system.

We think there was even more interesting news in this
presentation. Discovery suggested that based on their
assumptions, the historic behaviour of employees and without
the two-pot system, retirement industry assets would likely
have grown from R4 trillion today to around R50 trillion in
40 years (2065). However, their modelling suggested that
even if every member took all they can under the two-pot
system, industry assets would likely balloon to R150 trillion
over the same period, 3 times higher. Furthermore, if the
behaviour of the last 12 months is extrapolated (i.e. more
conservative accessing of funds) then the number could
even exceed R200 trillion. That is a retirement industry 3 - 4
times greater than it would have been without the two-pot
reforms.

Discovery’s presentation was only about retirement
outcomes, but we think there is something far more exciting
to consider. If the industry grows 3 - 4 times over the next 40
years that’s potentially a growth of 5% better than inflation

shortfalls internally rather than
raising money in hard currency that
creates catastrophic events because
of the odd misstep (think Turkey and
Argentina). Higher local savings will
provide a further cushion to capital
markets and the Rand.

Companies dependent on the local savings industry have
experienced persistent outflows over the past ten years, due
to savers raiding their investments to meet near term needs.
That trend is clearly evident when analysing the performance
of asset managers such as Coronation and Ninety One,
but also the large life assurers. But already we are seeing
the first signs that withdrawals are moderating, with a
consequent acceleration in retained assets, and therefore
higher earnings. The two-pot reform is not the panacea to
all the industry’s problems, but it is an important first step
to improving the savings culture. If growth accelerates and
employment rises, that will add further impetus to the net
savings rate. It has been a tough period for investors in both
Coronation and Ninety One, but the future looks brighter
than it has done for years — and investors are starting to take
notice. Coupled with their attractive dividend policies and
yields, we are happy to remain invested.
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Topic: Outlook for 2026

Natal Midlands

Date: Thurs, 4th of December, 2025
Venue: Christ Church Howick, 23 Mare
Another year has come and gone, a year that has thrown Street, Howick
up its fair share of surprises. Please join us for our year end Morning Time: 10am for 10.30am
seminar which will see us dusting off the crystal ball and Evening Time:  5.30pm for 6pm
looking into 2026 for clues as to what the new year might
hold.”
Johannesburg
Date: Thurs, 27th of November, 2025
Venue: Rosebank Union Church, Cnr
Winne Mandela Drive and St
n Harvard House is on Facebook Andrews Road, Hurlingham
Time: 7am for 7.30am
u Harvard House is on YouTube
Cape Town
Date: Tues, 25th of November, 2025
CO NTACT DETAI LS' Venue: SSISA Conference Centre, Bound-

ary Road, Newlands, Morne du

For more information on the range of products and services )
g P Plessis Boardroom, 4th floor

offered by Harvard House Investment Management and its

associated companies (including Harvard House, Chartered Time: 7.30am
Accountants), or for any financial advice, please contact Venue: ABRU Motor Studio, Lourensford
the Company at: Wine Estate, Somerset West
Time: 5.30pm for 6pm
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The information contained in this newsletter comes from sources believed to be reliable, but Harvard House Investment Management (Pty)
Ltd, Harvard House Financial Services Trust, Harvard House Insurance Brokers and Harvard House, Chartered Accountants (collectively known
as the Harvard House Group), do not warrant its completeness or accuracy. Opinions, estimates and assumptions constitute our judgment as
of the date hereof and are subject to change without notice. Past performance is not indicative of future results. This material is not intended
as an offer or solicitation for the purchase or sale of any financial instrument. Any investor who wishes to invest with the Company should
seek additional advice from an authorized representative of the firm. The Company accepts no liability whatsoever for any loss or damages
whatsoever and howsoever incurred, or suffered, resulting, or arising, from the use of this newsletter. The contents of this newsletter does not
constitute advice as contemplated in the Financial Advisory and Intermediary Services Act (FAIS) of 2002.

The Harvard House unit trusts are registered under the Boutique Collective Investments. Custodian: Standard Executors & Trustees: Tel (021)
007-1500. Collective Investments are generally medium to long term investments. The value of participating interests may go down as well as
up and past performance is not necessarily a guide to the future. Collective Investments are traded at ruling prices and can engage in script
lending. Forward pricing is used. Commission and incentives may be paid and if so, are included in the overall cost. This fund may be closed
to new investors. Collective Investment prices are calculated on a Net Asset Value basis and auditor’s fees, bank charges, trustee and RSC
levies are levied against the portfolio. The portfolio manager may borrow up to 10% of portfolio NAV to bridge insufficient liquidity. Boutique
Collective Investments (RF) Pty Ltd (“BCI”) retains full legal responsibility for the third party named portfolio. Boutique Collective Investments
is a member of ASISA and is an authorised Financial Services Provider. Should you have any further queries or complaints regarding the suite
of units trusts offered by The Harvard House Group please contact: Boutique Collective Investments Call Centre, Tel: (021) 007-1500, Email:
clientservices@bcis.co.za. For your information, the FAIS ombudsman provides an independent and objective advisory service. Should you not
be satisfied with the outcome of a complaint handled by Boutique Collective Investments, please write to, The Ombudsman, PO Box 74571,
Lynnwoodridge, 0040. Telephone (012) 470 9080/99. Fax (012) 348 3447. Email: info@faisombud.co.za

Performance figures quoted for the portfolio is from Morningstar, as at the date of this document for a lump sum investment, using NAV-NAV
with income reinvested and do not take any upfront manager’s charge into account. Income distributions are declared on the ex-dividend date.
Actual investment performance will differ based on the initial fees charge applicable, the actual investment date, the date of reinvestment
and dividend withholding tax. Performance fees do not apply to any funds managed by Harvard House. The manager does not provide any
guarantee either with respect to the capital or return of the portfolio. A schedule of fees, charges, and maximum commissions are available
on request from the manager.

Harvard House Investment Management (Pty) Ltd*, Licence no: 675 Harvard House Insurance Brokers*, License no. 44138

Harvard House Financial Services Trust*, Licence no: 7758 * Authorised financial service providers in terms of FAIS (2002)




