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I was recently preparing a 
presentation to a specific group of 
retirees. I have not met this group as 
yet but received a brief somewhere 
along this line – they are concerned 
about income, want the safest, 
highest return, and want to know 
where they can get the best interest 
rate. This is always a difficult 
mandate because as an individual 
with 30 years in an industry that 
partners with retirees to produce 

increasing income I shudder at the risk these people are 
inadvertently taking, but I am getting ahead of myself.

Our typical conversation with potential clients often starts 
with them giving us an indication of their available capital 
and then asking how much income we can generate. Our 
stock answer usually illicits the response that they can get 
double at the local bank. Let’s use numbers to illustrate this 
more clearly.

Assume you require an income of R21,000 per month or 
R252,000 per year. Our advice would be that you need to 
invest around R6.3 million to enjoy a secure, escalating 
income that would allow you 
to live to whatever ripe old age 
genetics or medical science 
allows. At a push, we may 
suggest you could get away 
with R5 million. Eyes often 
bulge at this point.

3-month interest rates from the 
banks remain below 4% but are 
rising quickly and a 5-year fixed 

deposit is being offered at 9.9% from at least one institution. 
(Be very careful not to confuse nominal and effective 

interest rates. The former is 
the rate if you withdraw the 
income to live on, while the 
latter assumes you compound 
the interest. In our example, the 
9.9% nominal rate will deliver 
a 12.7% effective return over 
the five year period.) 

So to return to our income-
capital query, a client wanting 
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Investors don’t always understand the risk

SPEED READ
 � Banks are offering 9.9% on 5-year fixed 

deposits, while the SA equity market is down 
more than 12% year-to-date, although some 
shares yield an income of more than 5%.

 � When faced with the capital required to 
provide a sustainable, growing income stream 
the apparent comparative starting capital 
required from a bank investment appears 
considerably lower.

 � While retired investors perceive the market risk 
to be their greatest enemy it is actually the duo 
of inflation and longevity that offer the greatest 
threat.

 � Comparing apples with apples instead of grapes 
and kiwis makes for a far better long-term 
decision and one that is very difficult to reverse 
later without significant consequences

Most of the general public have a hard time understanding the mechanics of an equity investment. Buying 
a share in a company and understanding dividend payments from profits, price-earning ratios, and 
volatility eventually just makes them throw their hands in the air. Sadly many of these folks’ perspectives 
are jaded by some misadventure into getting rich quickly as a younger self, with a lingering memory of 
loss and a vowing not to go there again. The world of a bank-domiciled, interest-earning investment with 
no perceived capital risk is far more comfortable. Many of them will tell you that a bank will offer a far 
better income than those pesky equity instruments anyway. Especially if they are retirees finding the need 
for more income with less capital than they ideally should have.

Robin
Gibson

“While retired investors perceive 
the market risk to be their 

greatest enemy, it is actually 
the combination of inflation and 
longevity that offer the greatest 

threat.”
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an income of R21,000pm only needs to invest R2.5 million 
with that institution, a full 50% less than what we suggested 
they might need. However as the saying goes, the devil is in 
the detail. The bank is offering a fixed income, while we are 
offering an escalating income.

Let’s assume the client only has R2.5 million and chooses 
to go with the bank. Remember that the client cannot 
draw capital from a 5-year fixed deposit, but let’s assume 
he could act in this way to demonstrate the long-term 
implication. Very few retirees are prepared to cut their 
income requirements to protect their capital. Let’s further 
favour the retiree by suggesting that although inflation is 
projected to be 6% per annum going forward, he only needs 
an escalation in his income of 3% per annum as a result 
of aspects of his life becoming more staid (less travel, less 
clothing, less food etc.).

The accompanying graph projects the escalating income, 
the declining capital (as a result of repeated draws to offset 
the effects of inflation) and the resulting decline in interest 
as the capital reduces (completing the vicious circle of both 
capital and income destruction).

Generally, when we point this out the individual responds 
by saying that they don’t expect to live long enough to take 
the risk of a more growth-oriented approach. We would 
suggest that the risk of not investing in case you are wrong 

is far more dangerous. 

If overdrawing income on a high fixed yield is this 
destructive, now imagine how bad it can be with a volatile 
portfolio. Yet somehow investors are convinced the asset 
management industry has failed them rather than a risk they 
failed to consider at the outset.

INCOME PROFILE: FIXED DEPOSIT VS EQUITY PORTFOLIO
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This chart highlights the projected capital decline of investing at 
a high fixed starting yield but with no income escalation while 

drawing an escalating income (inflation minus 3%) and topping 
up by drawing down on capital.

At first glance, Vincent van Gogh’s two Sunflowers paintings look the same. In fact, these pictures are different. So, too, in financial 
services, a similar deal may not in fact be the same and it pays to look closely at each offer very carefully.



The world and financial markets have lurched from one 
crisis to the next over the past few years. 

Will 2023 be any different?

 Join us as we look ahead to what the new year may hold.
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For more information on the range of products and services 
offered by Harvard House Investment Management and its 
associated companies (including Harvard House, Chartered 
Accountants), or for any financial advice, please contact the 
Company at:

HARVARD HOUSE GROUP
G 3 Harvard Street, Howick, 3290, South Africa

+ P.O. Box 235, Howick, 3290, South Africa

( +27 (0) 33 330 2164

7 +27 (0) 33 330 2617

@ admin@hhgroup.co.za

W www.hhgroup.co.za

CONTACT DETAILS:

Topic: The World in 2023

Natal Midlands
Date: 24th of November 2022
Venue: Oasis Conference Centre,

72 Main Road, Howick
Morning Time: 10am for 10.30am
Evening Time: 5.30pm for 6pm

Johannesburg
Date: 6th of December 2022
Venue: Rosebank Union Church, Cnr 

William Nichol and St Andrews 
Road, Hurlingham

Time: 7am for 7.30am

Harvard House is on Facebook

Harvard House is on YouTube

https://www.facebook.com/HarvardHouseSouthAfrica
https://www.youtube.com/channel/UCMmM_c5RjK5P-IdRN3JOh7A
https://www.facebook.com/HarvardHouseSouthAfrica
https://www.youtube.com/channel/UCMmM_c5RjK5P-IdRN3JOh7A

