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Dear

	
We	have	seen	a	clear	demonstration	this	past	month	how	South	Africa	can	be	affected	by	happenings	well	outside	our	borders.	
The	 US	 continued	 to	 rock	 global	 economies	 through	 their	 trade	 wars,	 this	 time	 imposing	 harsh	 tariffs	 on	 Turkish	 steel	 and
aluminium	in	response	to	the	detention	by	Turkey	of	an	American	pastor	on	terrorist	charges.		The	Turkish	Lira	lost	42%	of	its
value	against	the	US	Dollar	and	in	the	process	dragged	all	emerging	market	currencies	down	with	the	Lira.		The	Rand	lost	11%	to
the	US	Dollar	during	the	month.
	
The	Rand	 is	one	of	 the	most	 traded	emerging	market	 currencies	due	 to	 its	 liquidity.	 	Global	 investors	 like	 the	ease	with	which
they	 can	 enter	 into	 and	 exit	 out	 of	 positions.	 	 It	 is	 for	 this	 reason	 that	 the	Rand	 is	 often	 used	 as	 an	 emerging	market	 proxy.	
Investors	who	wish	 to	gain	emerging	market	exposure	do	so	via	 the	Rand.	 	This	benefits	us	when	 the	emerging	markets	are	 in
favour	but	hurts	the	local	currency	when	global	investors	are	moving	out	of	riskier	assets.
	
The	JSE	ended	the	month	up	off	 the	back	of	 the	resources	sector	as	 the	weaker	Rand	translated	 into	higher	commodity	prices.	
The	JSE	All	Share	Index	is	still	negative	for	2018	if	one	excludes	dividend	returns.		Global	stock	markets	were	mixed	as	the	US
markets	had	a	good	month	whilst	European	markets	had	a	poor	month.
	
The	worsening	Rand	 is	 a	big	concern	 for	 inflation.	 	We	have	already	experienced	a	25%	 increase	 in	petrol	prices	over	 the	 last
year	and	this	was	before	the	selloff	of	emerging	market	currencies.		We	have	already	seen	the	impact	of	the	increased	fuel	price
and	increased	VAT	on	consumers	and	unfortunately	we	believe	that	at	this	stage	it	is	only	going	to	get	worse.
	
Another	area	of	concern	remains	the	uncertainty	around	political	issues	such	as	EWC	(expropriation	without	compensation).		One
of	the	primary	things	an	investor	seeks	is	certainty,	whether	buying	a	property,	investing	in	a	factory	or	deciding	which	shares	to
buy	on	the	stock	market.		The	populist	rhetoric	around	land	is	definitely	negative	and	we	have	heard	the	negative	sentiment	in	a
wide	 range	 of	 conversations	 with	 fellow	 South	 Africans.	 	 The	 issue	 around	 land	 could	 prohibit	 us	 from	 benefiting	 from	 any
emerging	market	bounce	that	may	materialise.
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RETIREMENT	SAVINGS	–	THE	LONGER	THE	BETTER
	
We	recently	lost	a	close	friend,	business	associate	and	husband	to	a	Magwitch	staff	member	-	Anton	Vercueil	known	to	everyone
as	“Joe”.		It	was	clear	at	the	Memorial	to	Joe’s	life	that	his	family	was	his	primary	concern	and	he	was	especially	concerned	with
looking	after	and	providing	for	them.		He	had	long	ago	accepted	that	his	family	would	probably	outlive	him	and	he	wanted	to
make	sure	that	they	would	be	comfortable	in	his	absence.
	
After	a	short	spell	as	a	teacher	Joe	spent	the	majority	of	his	career	in	the	wholesale	financial	markets	as	a	broker	and	later	in	life	as
a	key	member	of	management.		One	would	expect	that	being	in	the	financial	markets	would	give	him	a	key	understanding	of	a
range	 of	 products	 but	 in	 all	 honesty	 it	 took	 him	 time	 to	 understand	 the	 ins	 and	 outs	 of	 his	 provident	 fund.	 	 Over	 the	many
discussions	with	him	he	always	said	 that	his	one	regret	with	his	provident	fund	was	that	he	didn’t	start	at	 least	10	years	earlier.	
Joe	 through	 his	 constant	 exposure	 to	 the	 financial	 markets	 fully	 understood	 how	 the	 value	 of	 compounding	 was	 achieved
through	the	passage	of	time	–	the	longer,	the	better.		Joe	was	a	great	friend	of	ours	and	a	wise	head	for	us	to	bounce	ideas	off	–
we	will	miss	you	Joe.
	
In	 this	month’s	Financial	View	we	 look	at	why	one	should	avoid	 looking	back	on	 retirement	 savings	with	 regret,	how	starting
earlier	does	indeed	make	a	huge	difference	to	your	end	benefit.
	
Retirement	Savings	affected	by	when	you	start
	
Joe	had	only	started	saving	towards	his	retirement	in	his	mid-to-late	thirties.		We	see	that	this	is	quite	a	common	starting	age	for
many	individuals	in	South	Africa.		We	tend	to	use	our	early	salaries	to	maintain	a	certain	lifestyle	and	only	start	focusing	on	our
retirement	 and	 provision	 for	 our	 loved	 ones	when	we	 start	 to	 have	 our	 own	 families.	 	What	 difference	would	 10	 years	 earlier
make?
	
In	 order	 to	 show	 the	 effect	 of	 starting	 earlier	 we	 have	 just	 performed	 a	 basic	 calculation	 using	 fictitious	 figures	 for	 example
purposes	only.		We	have	taken	an	individual	that	starts	at	age	25	with	a	salary	of	R10k	per	month,	which	we	assume	will	grow	by
inflation	of	 6%	every	year	 until	 retirement	 at	 age	65.	 	This	 individual	 contributes	 10%	of	 their	 salary	 towards	 their	 retirement
savings	and	this	has	a	return	of	12%.			We	then	compare	the	results	against	starting	at	age	35	(Joe’s	scenario)	and	age	45.
	

The	 individual	 that	 started	 at	 age	 25	 would	 have	 accumulated	 just	 short	 of	 R20m	 in	 retirement	 savings	 when	 they	 reach
retirement	age.		This	is	almost	double	the	amount	that	the	individual	would	have	who	started	at	age	35	and	almost	four	times	the
amount	of	the	individual	who	started	at	age	45.		It	is	important	to	note	that	the	outcomes	don’t	take	inflation	into	account	–	the
amount	of	R5m	for	the	individual	starting	at	age	45	would	probably	not	represent	a	liveable	amount	at	retirement.
	
Importantly	 enough	 to	 note	 that	 the	 individual	who	 started	10	years	 earlier	would	be	R10m	better	 off	 at	 retirement	 yet	would
have	only	 contributed	R160	000	over	 those	 first	 10	years	 (age	25	–	 age	34).	 	That	R160	000	plus	 the	growth	on	 it	 is	what	 is
delivering	the	tremendous	outperformance.
	
Retirement	Savings	affected	by	how	much	you	put	in
	
The	other	way	to	make	sure	that	you	have	enough	for	retirement	is	to	consider	how	much	you	are	putting	away.		The	golden	rule
when	saving	for	retirement	is	that	the	more	you	put	in	the	better	off	you	will	be.
	
One	would	often	hear	in	South	Africa	that	the	general	rule	of	thumb	is	that	one	should	contribute	10%	of	your	monthly	salary	to
retirement	savings.	 	Many	employee	schemes	however	include	an	element	of	risk	benefits	(life,	severe	illness,	disability,	funeral
cover	 etc)	within	 their	 retirement	 savings.	 	 These	 risk	 benefits	 come	 at	 a	 cost	 and	 the	 actual	 amount	 going	 into	 the	 retirement
savings	ends	up	being	lower.	
	
In	order	to	show	the	benefit	of	increasing	your	contribution	rate	we	have	performed	another	simple	calculation	on	the	same	basis
as	 the	 first	 one.	 	 We	 have	 used	 the	 starting	 age	 of	 35,	 annual	 salary	 increase	 of	 6%	 and	 investment	 returns	 of	 12%.	 	 The
individuals	would	still	require	at	age	65	but	the	variable	that	we	have	adjusted	is	how	much	they	put	in	–	a	rate	of	8%,	10%	or
15%.
	

The	above	chart	is	clear	that	over	the	30	year	period	contributing	an	increased	amount	will	result	in	a	higher	retirement	savings
balance	at	retirement.		In	the	above	chart	it	works	out	to	around	R1m	extra	at	retirement	for	every	1%	increased	contribution.
	
An	increased	contribution	rate	 is	not	quite	as	effective	as	starting	early.	 	Contributing	15%	opposed	to	10%	would	have	been	a
further	R900	000	put	in	over	the	years	to	get	an	R5.2m	additional	investment.		It	is	however	very	important	for	those	people	that
need	 to	“catch	up”	on	 their	 retirement	savings	balance.	 	 Joe	was	such	an	 individual	and	he	was	contributing	at	 the	higher	15%
rate	–	fortunately	this	meant	that	upon	his	passing	he	has	more	than	amply	provided	for	his	family	in	his	absence.
	
Conclusion
	
As	we	often	like	 to	mention	–	time	is	your	best	friend	when	it	comes	to	 investing.	 	The	more	time	you	have	the	more	you	will
benefit	from	the	power	of	compounding	–	earning	investment	returns	upon	investment	returns.		If	however	you	missed	the	early
start	 then	one	can	always	achieve	a	better	outcome	 just	by	putting	more	away.	 	Both	methods	will	assist	you	 in	achieving	your
retirement	objectives.
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Magwitch	Securities	is	a	Financial	Services	Broker	offering	the	following	products	as	a
comprehensive	financial	solution	to	both	individuals	and	businesses:

	
• Employee	Benefits • Retirement	Planning • Money	Market

• Medical	Aid • Investment	Planning • Investments

• Risk	Benefits • Estate	Planning • Treasury	Management

• Short	Term	Insurance • Foreign	Exchange • Trust	Administration

	
t:	011	453	3048 f:	011	453	0715 www.magwitch.co.za

	
Magwitch	Securities	Proprietary	Limited	is	an	authorised	financial	services	provider,
registered	with	the	Financial	Services	Board	-	FSP	number	26829

	
	
	
Disclaimer:	Although	every	 effort	 has	been	made	 to	 ensure	 the	 accuracy	of	 the	 content	of	 this	newsletter,	Magwitch	Securities
(Pty)	Ltd	 accepts	 no	 liability	 in	 respect	 of	 any	 errors	 or	 omissions	 contained	 herein.	The	 contents	 of	 this	 newsletter	 cannot	 be
construed	as	financial	advice	and	does	not	confer	any	rights	whatsoever,	enforceable	against	any	party	and	does	not	replace	any
legal	contract	or	policy	which	may	be	subject	to	terms	and	conditions.
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