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Dear

	
Writing	this	month’s	economic	commentary	has	been	very	strange	relative	to	the	past	few	years.		To	our	recollection	there	hasn’t
been	 any	major	 drama	 or	 negative	 event	 during	 the	month,	 which	 is	 actually	 quite	 pleasant.	 	May	 2018	 could	 be	 the	month
where	everyone	is	taking	a	break.
	
Interest	 rates	 were	 left	 unchanged;	 inflation	 ticked	 up	 as	 expected	 due	 to	 the	 VAT	 hike	 and	 oil	 price	 moves;	 and,	 the	 JSE
performed	in	line	with	the	rest	of	the	emerging	markets.		Economists	must	be	sighing	with	relief.
	
The	JSE	and	other	emerging	markets	shed	 just	below	4%	in	 the	month.	 	This	was	opposite	 to	 the	developed	world	where	 their
stock	markets	 were	marginally	 up	 driven	 by	 gains	 in	 the	 large	 US	markets.	 	We	 are	 still	 in	 a	 risk-off	 environment	 as	 global
investors	remain	concerned	about	future	moves	in	the	US	Treasury	bond	yield,	and	perhaps	more	concerning	about	what	Donald
Trump	will	do	next.
	
The	risk-off	environment	and	US	dollar	strength	saw	the	Rand	lose	out	to	the	Dollar	but	gain	against	all	other	major	currencies.	
A	lot	of	the	recent	US	Dollar	strength	is	reversing	losses	that	the	Dollar	endured	the	whole	of	last	year.	 	US	Dollar	strength	will
normally	 boost	most	 sectors	 of	 our	 local	 stock	market	 excluding	 commodities	 as	 commodity	 prices	 generally	 have	 an	 inverse
relationship	with	 the	Dollar.	 	Funnily	enough	 the	resources	sector	was	 the	only	part	of	our	stock	market	 that	gained	during	 the
month,	despite	the	Dollar	strength.		We	suppose	that	there	is	after	all	something	that	happened	in	May	2018.	
	
On	the	political	front	we	are	pleased	with	the	apparent	progress	of	Pravin	Gordhan	as	he	tackles	the	boards	of	the	State-Owned-
Enterprises.		These	institutions	have	been	the	gateway	to	corruption	and	state	capture	and	some	of	the	board	members	may	have
been	complicit	 to	 the	corruption.	 	We	have	noted	 the	 recent	news	 that	 the	PIC	may	be	next	which	would	be	welcome	news	 to
public	sector	employees	with	their	retirement	savings	in	the	Government	Employees	Pension	Fund.		Imagine	if	all	the	money	that
was	lost	to	corruption	had	been	spent	on	education	and	infrastructure.
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RETIREMENT	SAVINGS	TARGETS	AS	YOU	AGE
	
There	was	a	recent	online	article	that	caught	our	attention.	 	In	the	article	a	young	professional	was	indicating	how	it	was	almost
impossible	 for	her	 to	have	 reached	an	 industry	accepted	 target	of	needing	 twice	her	annual	salary	 in	 retirement	savings,	by	 the
time	 she	 reached	 35.	 	 The	 article	 seemed	 to	 be	 primarily	 focused	 on	 why	 the	 younger	 generations	 have	 a	 tougher	 savings
environment	than	their	parents	and	included	examples	in	the	housing	markets	to	state	that	people	today	have	more	expenses	and
thus	are	able	to	save	less.
	
We	 found	 the	article	 interesting	but	 felt	 that	 the	more	 interesting	 theory	 for	us	 to	 explore	was	 the	 industry	accepted	 retirement
savings	targets	 that	you	need	to	reach	as	you	progress	through	your	career.	 	In	this	month’s	financial	view	we	look	at	 the	table
that	the	young	professional	was	measuring	her	retirement	savings	against	and	then	assess	the	possibility	of	achieving	these	targets.
	
Being	 in	 the	 financial	 services	 industry	 the	 table	 that	 she	 refers	 to	 is	 pretty	 well	 known.	 	 It	 was	 developed	 by	 the	 large	 asset
manager,	Allan	Gray,	who	frequently	include	it	in	their	presentations	on	retirement	savings.		Their	opinion,	using	their	complex
models,	is	that	you	need	to	aim	to	achieve	capital	accumulation	to	the	following	multiples	of	your	annual	salary.
	

An	example	of	using	this	table	would	be	if	Mr	Teacher	was	45	(started	work	at	25)	and	earned	a	salary	of	R25	000	per	month	he
would	need	R1.5m	as	his	accumulated	retirement	capital.		Similarly	if	Mrs	Doctor	was	55	(started	work	again	at	25)	and	earned	a
salary	of	R100	000	per	month	she	would	need	R12m	as	her	accumulated	retirement	capital.
	
We	feel	 that	 the	Allan	Gray	table	 is	representative	of	 the	 ideal	or	a	best	case	scenario	but	very	few	people	would	actually	reach
those	 levels	of	 savings	 (less	 than	5%).	 	The	multiples	 are	 achievable	but	you	would	need	 to	 ensure	 that	you	contribute	 at	 least
15%	of	your	monthly	salary	towards	your	retirement	savings,	over	a	40	year	period.		Many	people	are	already	down	the	road	on
their	career	path	and	if	they	didn’t	start	at	25	just	won’t	be	able	to	catch-up.
	
For	many	the	Allan	Gray	table	just	represents	a	pipe	dream	so	we	always	advise	that	the	main	focus	has	to	be	on	the	final	number
that	 you	will	 achieve	 just	 before	 you	 retire.	 	A	much	 proved	 rule	 of	 thumb	 states	 that	 your	 retirement	 capital	must	 be	 able	 to
provide	 you	 with	 monthly	 income	 to	 replace	 75%	 of	 your	 final	 monthly	 salary.	 	 This	 figure	 would	 be	 sufficient	 for	 you	 to
maintain	your	standard	of	living	within	retirement.		Replacing	at	a	lower	50%	of	your	final	salary	will	still	enable	you	to	survive
but	 you	would	 need	 to	 reduce	 your	 lifestyle	 expenses.	 	 These	 figures	 also	 cater	 for	 the	 above	 inflation	 increases	 that	 retirees
experience	with	medical	expenses.	
	
When	calculating	your	replacement	ratio	one	also	needs	to	consider	how	long	you	will	be	able	to	drawdown	on	your	retirement
savings	 before	 the	 capital	 is	 wiped-out.	 	 Most	 retirees	 don’t	 want	 to	 be	 a	 burden	 on	 their	 kids	 but	 many	 go	 through	 their
retirement	capital	very	quickly	due	to	high	drawings	that	exceed	the	annual	growth.		It	isn’t	uncommon	to	see	people	that	have
used	up	all	 their	 retirement	savings	within	 the	first	10	years	of	 retirement.	 	The	reality	 these	days	 is	 that	people	 live	 longer	and
thus	will	be	in	retirement	longer.		We	suggest	that	depending	on	your	health	at	retirement	you	probably	would	need	to	consider
having	your	retirement	capital	last	as	long	as	25	years.		This	is	in	line	with	the	theory	that	the	average	current	40	year	old	will	live
to	90.
	
The	large	crash	in	2008	caused	an	unusual	economic	environment	in	most	parts	of	the	world	as	central	banks	kept	interest	rates
artificially	 low.	 	 Interest	 rates	 are	 a	 big	 determinant	 of	 the	 returns	 that	 retirees	 actually	 receive.	 	 As	 a	 consequence	 many
retirement	 calculators	 have	been	more	 conservative	 in	 their	 assumptions,	 the	Allan	Gray	 table	 included.	 	The	Allan	Gray	 table
assumes	 that	 you	 will	 be	 able	 to	 draw	 4.41%	 of	 your	 capital	 as	 your	 initial	 annual	 annuity	 and	 this	 will	 last	 you	 through
retirement	without	risk	of	loss	of	capital.		We	are	of	the	opinion	that	interest	rates	and	stock	market	returns	will,	over	the	longer
term,	revert	back	to	their	mean	rates	and	it	is	likely	that	a	5%	drawdown	rate	will	be	possible.		People	would	even	be	able	to	draw
6%	of	 their	 capital	but	 then	 some	 risk	 is	 introduced	of	 capital	 exhaustion,	 especially	 if	market	 returns	 are	poor	 in	 the	 first	 few
years	of	retirement.
	
To	be	able	 to	draw	6%	and	 live	 the	 same	 lifestyle	 through	 retirement	 (replace	75%	of	your	 final	 salary)	you	would	need	12.5
times	your	 final	 salary.	 	To	achieve	 the	50%	replacement	which	 is	 seen	as	survival	you	would	need	a	 far	 lower	8.3	 times	your
final	salary.		These	numbers	are	far	more	achievable	for	the	average	South	African.		So	if	you	haven’t	made	the	ideal	start	or	a
late	starter	they	still	represent	outcomes	that	will	provide	for	your	retirement.
	
The	reasons	many	people	don’t	get	to	retirement	comfortably	are	well	documented.		Magwitch	refer	to	them	as	our	golden	rules
in	saving	for	retirement:
	
Start	contributing	to	retirement	as	soon	as	you	start	working
	
Many	people	only	start	contributing	towards	retirement	 in	 their	early	30’s.	 	The	biggest	benefit	 to	any	investment	 is	 time.	 	The
longer	 the	 investment	 time	 frame	 the	more	 that	 compounding	works	 in	 your	 favour.	 	 If	 you	 start	 your	 retirement	 savings	 10
years	later	you	reduce	your	final	capital	in	half.
	
Never	withdraw	your	retirement	capital	until	retirement
	
One	 of	 the	 options	 people	 have	 when	 they	 change	 jobs	 is	 to	 withdraw	 their	 accumulated	 pension	 or	 provident	 fund.	 	 The
motivation	that	people	often	have	is	that	the	amounts	aren’t	big	and	thus	will	make	no	difference	to	their	final	value.		They	avoid
the	entire	benefit	of	compounding	as	a	small	amount	can	be	worth	a	huge	amount	over	time.		If	we	look	at	reasonable	long	term
return	on	retirement	savings	of	inflation	plus	6%	it	would	mean	that	values	double	every	6	years.		If	someone	accessed	money	36
years	from	retirement	the	impact	on	their	possible	retirement	capital	would	be	64	times	the	amount	they	withdrew.		Every	R10k
that	 you	 have	 already	 saved	 at	 age	 29	 (assume	 retirement	 65)	would	 be	worth	R640	 000	 at	 retirement	 and	 that	 excludes	 any
further	contributions	and	growth	that	you	make	from	that	point	forward.
	
Make	sure	you	contribute	at	a	decent	level	and	never	take	contribution	holidays.
	
We	feel	that	the	bare	minimum	level	that	anyone	should	contribute	is	10%	of	monthly	salary.		If	you	start	young	enough	this	will
ensure	that	you	get	to	retirement	with	sufficient	capital	to	allow	you	to	live	comfortably	in	retirement.		A	25	year	old	contributing
at	10%	will	end	up	with	11	times	their	final	annual	salary	at	65.
	
Ensure	that	you	are	invested	in	growth	assets
	
We	have	all	experienced	it.	 	You	just	start	working	and	a	smooth	salesperson	contacts	you	from	a	financial	services	firm.		They
then	 convince	you	 that	 you	need	 to	 start	 saving	 for	 retirement	 (tick	 the	box	on	 the	 first	 rule),	 they	 lock	you	 into	 a	 retirement
annuity	with	fixed	contributions	and	increases	(tick	box	on	the	second	and	third	rules)	however	your	investment	never	seems	to
grow.	 	The	reason	for	this	 is	 that	 the	investment	strategy	that	 they	sell	you	is	often	a	very	conservative	one	as	you’ve	indicated
you	don’t	want	 to	 lose	 any	money.	 	There	 is	 a	difference	between	 losing	money	over	 the	 short	 term	and	over	 the	 long	 term.	
Long	 term	 investors	 should	 not	worry	 about	 short	 term	 noise.	 	Growth	 assets	 offer	 the	 highest	 returns	 at	 the	 highest	 risk	 and
losses	 in	 the	 short	 term	are	 commonplace	however	 their	 long	 term	 returns	outperform	 the	 conservative	 asset	 classes	by	quite	 a
margin.	 	 The	 long	 term	 result	 is	 the	 one	 that	 counts	 as	 retirement	 saving	 is	 a	 long	 term	 objective.	 	 Always	 ensure	 that	 your
retirement	 savings	 has	 high	 exposure	 to	 growth	 assets	 (equities,	 property	 and	 offshore)	 and	 make	 sure	 that	 you	 review	 your
portfolio	on	a	regular	basis.	
	
	
Conclusion
	
Your	retirement	savings	is	the	most	important	asset	you	have.		For	most	people	this	is	the	one	thing	that	they	have	to	rely	on	to
provide	for	medical	bills	and	general	expenses	when	they	get	into	their	later	years.		The	term	your	“golden	years”	is	definitely	a
fallacy	about	retirement,	especially	if	you	haven’t	saved	enough.		We	would	suggest	that	a	large	percentage	of	retirees	are	more
concerned	 these	days	about	how	 to	 stretch	 their	 income	a	 little	more.	 	Keeping	an	eye	on	your	 retirement	 savings	balance	and
measuring	it	regularly	will	allow	you	to	reach	retirement	with	more	certainty.		Magwitch	are	able	to	run	forecasts	for	you	to	allow
you	to	see	where	you	might	end	up.
	

	

ABOUT	MAGWITCH

	
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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