
Investor Guideline: The Importance of Saving for Retirement 
 
Why Do We Need to Save for Retirement? 
 
Throughout your working life you direct your efforts towards achieving, securing and maintaining a 
comfortable and financially sound lifestyle for yourself and your family. In doing so, you grow accustomed 
to a certain standard of living, and ensuring that you will be able to sustain this standard once you retire is 
an essential consideration.  
 
To many, the prospect of retirement may still feel a long way off and the associated need to start saving 
seems less urgent. Others, although aware of the vital importance of such retirement savings, often start 
saving too late or underestimate the full amount necessary to retire with complete peace of mind. 
Alarmingly, a growing number of South Africans find themselves unable to provide for a retirement of 
comfort and dignity. 
 
It is important to remember, however, that by saving in the present, you are buying into your future.  
 
What Do We Need to Consider? 
 
To avoid being forced to lower your living standards or working beyond retirement age, your retirement 
savings will have to be sufficient to sustain you and any possible dependants for the remainder of your 
life. 
 
It is therefore critical to remember that, due to advances in medicine and technology, average life spans 
are increasing. According to recently reported on life assurance mortality rates, people are generally 
expected to live to between 84 and 86 years of age, with a further 50% of the South African population 
expected to live even longer. 
 
However, you should not only be prepared to provide for standard living expenses should you live longer 
than anticipated, but also for expenses that are likely to increase at retirement age. One such significant – 
yet often unconsidered – expense will be additional medical outlays and the associated costs of a 
comprehensive medical aid to cover these.  
 
The Benefits of Saving for the Long-Term: The Compounding Effect of Profit and Growth 
 
After watching international markets climb for almost a decade, the world witnessed a stock market crash 
in 2008 and has been wading through a global financial crisis ever since. Although economic recovery 
has since started taking place, the pace of recovery will be slow and investors will have to be realistic 
about lower investment returns than they may have experienced in the past. This means that, in order to 
generate the return that would have been possible a few years ago, you will have to increase your 
savings contributions or save for much longer than expected.  



There is, however, a major benefit to saving as much as possible for as long a period as you can without 
withdrawing your accumulated funds: The compounding effect of profit and growth. What this means is 
that any profit you earn on your savings is reinvested along with the original savings amount. Because 
you have more invested, you are able to generate higher returns and so the positive cycle continues. 
 
It is therefore vital that, if at all possible, you resist withdrawing from any accumulated pension benefits at 
all times. 
 
Let’s consider a practical example. Let’s look at two individuals who have been doing the same job at the 
same company for exactly the same salary over the last ten years. By making identical contributions to 
their company’s retirement fund during this time, they have each managed to save R100,000. 
 
Now let’s assume that they both resign on the same day, but each follows a different course with their 
retirement savings. The first employee decides to reinvest his accumulated savings immediately, 
transferring them at no cost to a preservation fund for safe-keeping and reinvestment until retirement. He 
therefore still has his full R100,000. The second employee, however, decided to withdraw his 
accumulated benefits as cash at a cost of R18,000 in tax. (It is important to remember that retirement 
fund withdrawals can be taxed at between 18% and 36%, depending on how much you have saved.) The 
second employee therefore only has R82,000 left. He further decides to spend some of this money, and 
so ends up with only R60,000 left to reinvest. 
 
If we assume that both employees reinvest their respective amounts at exactly the same time in the same 
hypothetical portfolio that earns an annual return of 6%, we can calculate that Investor A will have a total 
savings amount of R179,085 after the next ten years. Investor B, on the other hand, will only have 
R107,451. By therefore giving in to the temptation to spend a portion of his accumulated retirement 
savings which he could have continued to save, Investor B has lost out on an investment return of over 
R70,000. 
 
Save in the Present So You Can Buy Into Your Future 
 
From the example above it is therefore clear to see that by saving as much as possible from as soon as 
possible – and by leaving accumulated savings untouched – you are contributing towards a comfortable 
and financially secure future. 


