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Dear

	
April	2019	has	been	a	month	where	all	eyes	have	been	on	the	politicians.		The	entire	focus	of	the	local	press	seems	to	be	focused
on	the	various	political	parties	as	each	one	of	them	try	gather	as	many	votes	as	possible.		The	biggest	and	most	sensational	stories
have	been	focussed	on	the	internal	politics	of	the	ruling	party,	 the	African	National	Congress.	 	It	 is	almost	like	nothing	else	has
happened	in	the	world,	but	that	is	obviously	not	the	case…
	
The	strong	start	to	the	year	for	global	equity	markets	continued,	and	despite	a	brief	sell	off	at	the	end	of	the	month,	the	JSE	still
managed	 to	 end	 the	month	 just	under	4%	up.	 	All	 the	major	 stock	markets	have	already	delivered	double	digit	 returns	 for	 the
year	to	date,	despite	us	only	being	a	third	of	the	way	through	the	calendar	year.
	
Currency	markets	were	relatively	stable	during	the	month	as	the	trade	war	between	the	US	and	China	showed	signs	of	reaching	an
agreed	conclusion.		The	only	currency	that	showed	significant	deviation	in	the	month	was	the	British	Pound.		Lawmakers	in	the
UK	agreed	to	a	new	deadline	for	Brexit,	effectively	kicking	the	can	down	the	road	until	later	in	the	year.	 	The	current	fiasco	in
British	politics	makes	the	South	African	political	landscape	look	stable.
	
Inflation	continued	its	steady	uptick	as	a	rising	oil	price	and	a	weak	Rand	continues	to	increase	the	price	of	fuel	and	by	extension
all	other	goods.		The	last	reported	inflation	figure	was	4.5%	year	on	year	however	the	South	African	Reserve	Bank	has	forecast
that	inflation	will	rise	to	5.9%	next	year	before	settling	back	to	current	levels	in	2021.		There	is	no	relief	for	motorists	as	there	is
another	petrol	price	 increase	due	next	week	of	54c	per	 litre.	 	This	means	 that	we	have	had	an	11%	 increase	 in	 the	petrol	price
over	the	last	12	months,	far	outstripping	the	reported	inflation	figures.
	
We	 have	 cautioned	 readers	 about	 noise	 in	 the	media	 that	 would	 occur	 in	 the	 lead	 up	 to	 the	 general	 election.	 	We	 have	 been
pleasantly	surprised	that	 it	wasn’t	as	bad	as	we	initially	feared.	 	This	 is	a	critical	election	as	 the	outcome	will	determine	the	way
forward	 for	 the	 country.	 	We	 do	 hope	 that	 once	 the	 dust	 has	 settled	 the	 prosecutions	 will	 begin	 of	 all	 those	 who	 have	 been
involved	 in	 corruption,	which	has	 done	 incredible	 damage	 to	 our	 economy	growth	 and	 to	 the	 reputation	of	 the	 country	 as	 an
investment	destination.		We	do	encourage	readers	to	cast	their	vote		
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COMPOUNDING	OF	INVESTMENT	RETURNS
	
Einstein	 famously	 wrote	 about	 compound	 interest	 that,	 “Compound	 interest	 is	 the	 eighth	 wonder	 of	 the	 world.	 	 Those	 who
understand	it	earn	it.		Those	who	don’t	pay	it.”
	
At	Magwitch	we	believe	compounding	is	the	biggest	tool	at	the	disposal	of	any	investor.		Compounding	is	what	enables	investors
to	generate	real	wealth,	even	if	 they	can	only	invest	small	amounts	at	a	 time.	 	In	this	month’s	financial	view	we	remind	readers
why	compounding	is	so	important	and	is	such	a	powerful	tool.
	
Compound	interest	is	when	the	interest	earned	is	added	to	the	original	investment	sum,	which	in	turn	earns	interest	in	subsequent
periods.	 	Effectively	 interest	 earned	upon	 interest,	upon	 interest,	upon	 interest.	 	This	concept	applies	 just	 as	well	with	dividend
generated	by	your	investments.
	
One	will	often	hear	that	it	is	all	about	time	in	the	market,	not	timing	the	market.		Time	is	a	big	factor	when	investing	as	the	longer
the	investment	period	the	greater	the	impact	of	compounding.
	
In	order	to	demonstrate	the	power	of	compounding	we	can	use	an	example	of	3	different	individuals.		All	will	retire	in	40	year’s
time.		The	first	(Alpha)	will	start	putting	R500	away	a	month	from	the	first	month.	 	The	second	(Bravo)	will	start	putting	R500
away	a	month	after	10	years	and	the	last	(Charlie)	will	start	putting	R500	away	a	month	after	20	years.		All	will	receive	13%	per
annum	return	on	their	investments	and	will	not	make	any	withdrawals	until	the	end	of	the	40	years.		The	accumulated	growth	will
look	as	follows.
	

Alpha	invested	R240	000	over	the	term	of	the	investment	but	had	a	value	of	R8.2m	after	40	years.		That	would	mean	that	almost
R8m	of	 the	 final	 investment	value	came	from	returns	and	 the	compounding	 thereof.	 	Bravo	 invested	 just	R60	000	 less	and	yet
had	an	outcome	that	was	just	short	of	R6m	worse.		Time	is	definitely	your	friend	when	investing.
	
The	 reason	 compounding	 is	 so	 powerful	 is	 take	Alpha’s	 investment	 balance	 after	 10	 years	when	Bravo	 starts	 investing.	 	Both
investors	 invest	 R6	 000	 in	 the	 eleventh	 year	 (R500	 a	 month)	 yet	 at	 that	 point	 Alpha’s	 balance	 is	 already	 R123	 340.	 	 At	 an
investment	return	of	13%	Alpha	gets	a	return	of	R16	034	in	the	eleventh	year	on	their	opening	balance,	by	far	dwarfing	the	R	6
000t	that	they	each	contribute	to	the	investment	in	year	11.		Similarly,	when	Charlie	starts	after	20	years	Alpha’s	balance	has	now
grown	to	R572	760.		The	return	at	13%	would	be	R74	459,	once	again	really	outweighing	the	R6	000	that	all	of	Alpha,	Bravo
and	Charlie	contributed	in	the	21st	year.
	
There	is	another	way	of	looking	at	the	power	of	compounding	and	that	is	to	look	at	what	you	would	need	to	counter	the	effect	of
it.		Let’s	assume	that	Alpha’s	ultimate	balance	of	R8.2m	is	what	all	three	individuals	need	at	retirement	to	maintain	their	level	of
lifestyle.	
	

As	you	can	 see	 from	 the	 table	Charlie	needs	 to	 invest	14	 times	as	much	per	month	as	Alpha	 to	get	 to	 the	 same	 result.	 	Charlie
would	have	had	to	invest	R1	713	000	compared	to	the	R240	000	that	Alpha	invested	over	the	40	years.
	
A	has	demonstrated	the	optimal	behaviour	for	a	small	investor	looking	to	generate	wealth.		They	have	invested	consistently	and
over	a	long	period	of	time.
	
We	can	maybe	leave	the	final	word	on	compounding	to	Warren	Buffett.		Often	referred	to	as	the	world’s	best	investor.		Despite
having	bought	his	first	share	at	the	age	of	11	he	has	generated	99%	of	his	wealth	since	the	age	of	50.
	

Returns	from	different	asset	classes	may	be	volatile	and	are	not	always	earned	in	a	straight	line	(like	interest).		The	investor	needs
to	 look	at	 the	asset	classes	 that	have	offered	 the	best	 returns	over	 the	 long	 term.	 	Equities	would	carry	a	higher	 risk	but	over	a
long	period	of	time	would	offer	the	best	real	returns.	 	With	a	return	of	13	%	per	annum	an	investor	would	double	the	value	of
their	 investment	 every	 5.5	 years.	 	 The	 doubling	 of	 investment	works	 as	 follows:	 1	 then	 2	 (5.5	 years),	 then	 4	 (11	 years),	 then
8(16.5	years),	then	16	(22	Years),	then	32	(27.5	years)	and	so	on	as	the	growth	is	exponential.			You	need	to	be	invested	in	the
correct	asset	class,	do	 it	consistently	on	a	monthly	basis,	don’t	 switch	your	 investment	 strategy,	have	an	 inflation	adjustment	 to
your	contributions	and	to	stick	with	the	programme	and	let	compounding	do	the	work.
	
At	Magwitch	we	are	very	passionate	about	 investing.	 	We	get	very	excited	when	we	see	young	clients	 (or	parents	 investing	on
behalf	of	their	children)	as	it	allows	for	the	best	investment	outcome	and	real	wealth	when	investors	stick	to	the	plan.		The	earlier
you	start	the	easier	it	becomes	to	achieve	your	goals.
	

	

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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