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An understanding of the rationale for providing retirement schemes, their principal 

functions and different methods of financing them is crucial to structuring and 

implementing sustainable retirement schemes in sub-Saharan African (SSA) countries. 

The fact is that the structure of economies in this part of the world is very different from 

that in the developed world, in that an official social net barely exists. In the developed 

world most countries have some or other a form of provision for retirement for the elderly. 

They are provided through systems like Pay-As-You-Go (PAYG) or other forms, such as 

pension and provident funds, social grants, etc. 

 

However, the provision of social security in a PAYG system entails costs that are 

transmitted through generations. These costs arise from the methods governments use to 

finance the benefits promised to individuals while they are economically active. Generally, 

government finances the expenditure on social security obligations through current taxes 
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(contributions), which are levied from individuals working at present to pay the benefits to 

retirees. The assumption is that the population and the economy grow at the same rate. 

However, the reality is quite different and it often happens that revenue from current 

contributions is not sufficient to finance the required social security expenditure. This is 

especially the case where the ageing population is not replaced by a corresponding 

population growth.  

 

Nevertheless, in most Sub-Saharan African Countries (SSA) the ageing of the population 

does not present an immediate problem. Therefore, the social security systems of these 

countries constitute different problems than those of the developed world. In the majority 

of SSA countries, social security faces the problem of outdated legislation with no 

provision for adjustment of cost of living (real replacement rates are very low) and in 

some other countries the provision of social security has only recently been implemented. 

Therefore, there is an urgent need to reform retirement programs in SSA countries, but 

these reforms do not necessarily imply privatisation and should preferably be implemented 

within existing programs. An example of reform is the introduction of a principal-agent 

type of management with clear management rules. To accompany this process, these 

countries should establish institutions for monitoring and law enforcement. At the same 

time they should promote the development of financial and capital markets as a necessary 

condition for having sustainable and attractive retirement programs.  

 

Factors like underdeveloped financial and capital markets, adverse selection problems 

(intensified by low literacy rates (on average less than 54 per cent)), moral hazard and low 

per capita income, prevent the majority of the populations in SSA countries to find 

alternative ways of saving for retirement. Moreover, the growing migration of the young 

population in search of better living conditions has weakened the traditional or safe family 

social security structures and therefore, worsened the socio-economic conditions of the 

elderly population, especially in the rural areas. The growing and prosperous informal 

sector also has to be considered when policymakers rethink social security in the African 

continent.  

 

The need for policymakers in the African continent to rethink current social security 

structures is fuelled by research results confirming that social security plays an important 
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role in the performance of economies. World Bank reports in 1994 in particular, proposed 

different ways of managing retirement programs and a three pillars system was suggested. 

One possibility is a system managed by government (similar to the present PAYG 

system), the second privately managed (individual accounts) and the third voluntary 

saving (personal saving through financial institutions, real estates, etc.). However, the 

debate regarding proposed reforms continues and it seems that the optimal solution is still 

to be devised. Research indicates that in the case of SSA countries, it is recommended that 

reforms start within existing systems. There are various reasons for this idea. Firstly, due 

to the high uncertainty of output, new systems could have far reaching macroeconomic 

implications. Secondly, microeconomic effects on the demand side of the economy could 

influence the labour market due to the availability of abundant and cheap labour. Thirdly, 

bailout politics are abundant in many SSA countries, which may weaken privately 

managed social security programs (like individual accounts).  

 

This study analysed 14 SSA countries using panel data. The results indicate that social 

security programs positively affect saving in the SADC countries, but in West Africa and 

the full country sample, savings is affected negatively. These results have important policy 

implications in that West African countries need to reform their current social security 

systems in such a way, that they contribute to saving and the development of financial and 

capital markets. In the SADC countries, however, more emphasis should be placed on the 

development of financial and capital markets. The study finds adverse results in the 

growth model. In the pooled model social security crowds-out growth in per capita GDP in 

West African countries, but it crowds-in growth in per capita GDP in the SADC countries 

as well as in the full country sample. These results confirm the findings of other studies 

namely that no conclusive results exist with regard to the effect of social security on the 

performance of economies.  

 

The model results indicate that social security has a positive effect on fertility. Thus, the 

results contrast the widely accepted claim that social security reduces fertility on the basis 

that parents tend to rely less on children as a source of income during their retirement if 

the social net takes care of them. This phenomenon could be caused by the perception that 

social security in its current format in SSA countries does not have the potential to replace 

children as a source of income during retirement. Another factor that may influence this 
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result is because of low coverage rates, the preference of many excluded individuals, 

mainly in the rural areas and informal sector, is still to rely on their children as a source of 

old age security. 

 

Finally, the study concludes that in sub-Saharan African countries policymakers have to 

pay more attention to institutional arrangements that would accommodate the 

implementation of a proper social security system. The starting point should be reforms of 

existing retirement schemes. Reforms should be initiated within the existing schemes, 

through the introduction of the principal-agent management model with strong regulation 

and monitoring to ensure sound management principles. The informal sector poses a major 

challenge and should be included in a social security system also allowing competition 

from possible providers of social security products to the informal sector. 

 

The redesign of retirement schemes should be aimed at regional integration with scale 

economies to be captured both at country and regional levels. This implies that the number 

of operators in the industry should also be considered to avoid excessive costs related to 

marketing and the administration of the funds. Another important conclusion is that 

retirement reform programs should form part of the overall strategies of poverty 

alleviation currently being implemented in many sub-Saharan countries. 
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