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The you of the future: Old and poor


Thinking about your retirement.

PHILADELPHIA - You're a responsible person. You pay your taxes, feed your children, shower daily, and only break unimportant laws, like the 80km/h speed limit on the M1.

What's more, of course, you save for your retirement. Yes, every month, you put aside a portion of your paycheck, a portion carefully calculated to ensure that when you retire (at 60, or 65, or 90) you will be able to maintain the standard of living you have come to enjoy. You meet regularly with your financial planner to make sure that your retirement plan is on track, and you are confident that your investment choices will ensure your golden years don't end up being silver, bronze or cardboard years.

I certainly hope you're doing all that. After all, the state welfare net in South Africa is not exactly top notch. Only those with limited assets and income qualify for the government's old age grant, and those who do qualify receive the princely sum of R1 010 a month, which may not be quite enough to keep your Coca-Cola, boerewors and DSTV. So if you plan to retire in any kind of comfort, you're definitely going to need to take care of yourself, and if you haven't started saving yet, you better get right on it.

But taking care of yourself is not going to be cheap. According to the Actuarial Society of South Africa (ASSA), if you plan to retire with an income of R15 000 a month, and without eating into your capital, you'll need about R6m in investments and savings. That's a hefty lump sum, but before you start panicking, remember that not everyone needs quite that much.

What you'll need to save is based on what kind of monthly income you want to receive. Remember, you don't need to be bringing in the same monthly income as you earn right now. Once you retire you won't be paying the same amount of tax, and you also won't need to be saving for retirement, so some of your big monthly expenses will vanish. In addition, you'll probably have paid off your bond and, unless you're unlucky, your kids will be out of the house and supporting themselves, which eliminates another set of expenses. So you can safely have a lower monthly income during your retirement without sacrificing your creature comforts.

As a general rule of thumb, says the ASSA, to retire comfortably, you'll need a lump sum equal to about 12 times your annual salary, or 15 plus times if you plan to support your spouse. Based on a real return of about 3% a year, that should provide you with enough income to keep you comfortable, says the ASSA - the table below shows how the numbers would work out for various income brackets.

	Monthly salary
	Annual salary
	Lump sum needed
	Expected income based on a 3% real return

	 
	 
	You
	You and your spouse
	You
	You and your spouse

	R 5,000
	R 60,000
	R 720,000
	R 900,000
	R 1,800
	R 2,250

	R 10,000
	R 120,000
	R 1,440,000
	R 1,800,000
	R 3,600
	R 4,500

	R 15,000
	R 180,000
	R 2,160,000
	R 2,700,000
	R 5,400
	R 6,750

	R 20,000
	R 240,000
	R 2,880,000
	R 3,600,000
	R 7,200
	R 9,000

	R 25,000
	R 300,000
	R 3,600,000
	R 4,500,000
	R 9,000
	R 11,250

	R 30,000
	R 360,000
	R 4,320,000
	R 5,400,000
	R 10,800
	R 13,500

	R 35,000
	R 420,000
	R 5,040,000
	R 6,300,000
	R 12,600
	R 15,750

	R 40,000
	R 480,000
	R 5,760,000
	R 7,200,000
	R 14,400
	R 18,000

	R 45,000
	R 540,000
	R 6,480,000
	R 8,100,000
	R 16,200
	R 20,250

	R 50,000
	R 600,000
	R 7,200,000
	R 9,000,000
	R 18,000
	R 22,500


 

So now you know how much you need to save, more or less, with the caveat that you should discuss this all with a qualified financial planner, to make sure it's all right for you. The next step is to do the actual saving.

This is harder than it appears, because unfortunately, human beings are not a species characterised by smart long-term planning. In fact, as a group, we tend to ignore future problems by a combination of humming loudly, looking at the ceiling, and twiddling our thumbs. This is the fatal flaw in us that makes it so hard to get people to take action now to prevent climate disaster later. It's also the flaw that makes it hard for us to divert income away from dinners out and designer clothes today for tomorrow's retirement.

There are a few tricks, however, that can make this a little easier. The first is to do what the pros call "paying yourself first". This involves arranging for your company or your bank to set aside a portion of your money for your savings account before it hits your current account. In other words, you fool yourself by putting your money into your savings before you can spend it.

Another trick is arranging for someone who you respect - dads are good for this - to call you at the start of every month to check if you put aside money for your retirement. Just knowing that you are going to be accountable to someone can help you overcome your desire for R3 000-worth of Ferragamo loafers.

Finally, remember that human beings are living ever longer lives, and that whatever money you retire with may need to sustain you for up to 30 years. So save as much as you can.

Write to Felicity Duncan: felicity@moneyweb.co.za
*This article first appeared in Discovery Invest
