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The special ingredient is

compound 
interest
The recipe for a successful 

retirement includes one 
very special ingredient 

namely compound interest. It 
allows a very average saver to 
become a wealthy individual. 
What’s the secret? The value 
of compound interest is not in 
saving vast amounts – instead, 
it’s all about when you start 
saving! 

It is important to understand 
the basic principle of compound 
interest. 
It effectively is earning interest on interest on 
interest. So, once you have put your savings aside, 
however insignificant it may seem, you do not have 
to do anything, bar watch your money increase. It’s 
the best way for your money to grow over the long 
term. Look at the strength of compound interest 
by taking a saving of just R250 per month. For 
many savers, R250 amounts to a single trip to your 
local store to stock up on groceries. Put another 
way; imagine taking just R8 out of your purse daily, 
and setting it aside!

What is compound interest?

R10 + 9%

Year 1

R10,90 + 9%

Year 2

R11,88 + 9%

Year 3

R12,95 + 9%

Year 4

90c

98c

R1,07

The basic principle of compound interest is earning additional interest on interest.
Once you earn your first interest payment, it is added to the principle.
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It works like this: 

If you put R250 away monthly between ages 24 and 30, and then 
leave those savings in your account, you’ll be worth R479 453 by age 
65. This is based on an interest rate of nine percent (i.e. assuming six 
percent inflationary returns, plus five percent real returns, with two 
percent subtracted for fees). 

How does compound interest work? 
If you save R250 a month between the ages of 24 and 30, you will have 
accumulated more at age 65 than someone who saves the same amount 
monthly from age 35 to 65. In the first example, you have actively put 
away R250 for six years, or 72 months, amounting to R18 000 without 
interest. In the second, you’ve actively saved R250 for 30 years, or 360 
months, worth R90 000. And somehow, in the first example, you will have 
more at age 65! 

R425 528

30 years
Age 35 65

this is based on a rate of 9%

The more 
time you allow 
your savings to 
compound the 

better!

On the flip side, put away R250 between ages 35 and 65, you’ll only 
end up with R425 528. The difference is in the extra amount of time 
that your savings have to earn interest or compound, starting at age 
24 instead of 35. 

6 years
This is where the magic of compound 

interest happens.

R479 453

30 65

this is based on a rate of 9%

Age 24

Saved for only 6 years, 
but still earned more. If 

continued to put R250 away 
monthly it is a staggering  

R1 152 864 at retirement!

Saved R250 monthly for only 
6 years, at 9% interest, to grow 

for the next 35 years.
At age 65 
the money  

is worth 
R479 453

Saved for 30 years, at 
9% interest, and earned 

less, because the savings 
period started about 11 years 

 later.

Saved R250 monthly for 
30 years, at 9% interest. 

At age 65 
the money  

is worth  
R425 528

Compound interest
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Compound interest

In conclusion

There’s no reason or excuse 
not to use the power of 
compound interest to 
benefit your retirement 
savings strategy. It’s 
especially vital when you’re 
young, but even if you’re 
past 50 years of age, you 
can expect to live another 
35 – 40 years. 

Given the effects of inflation, where should 
you put your savings in order to experience 
the full benefits of compound interest? 
An excellent option is for you to set up a direct debit from your bank 
account to a good retirement savings product - which offers an 
inflation-beating investment return - as soon as your salary enters 
your account, to prevent you from spending it first. Speaking to an 
experienced accredited financial adviser or broker to establish the 
best way for you to make the most of compound interest is also 
recommended. Everyone’s situation is different, and an expert could 
help you find the best retirement savings products for you. 

What about inflation? 
There is one element to remain cautious of: inflation, 
otherwise known as the general rise in the price of  
goods and services. Inflation is currently (September 
2012) running at 5.5% year-on-year. That means the 
interest you earn must be more than inflation, for it  
not to eat into the value of the money you’re saving.  
For example: If you invested R100 at the start of a 
year, and at that time a bottle of spices cost R10, your 
R100 would have been enough to purchase 10 bottles 
of spices. If inflation over the year is 6%, spices will 
cost R10.60 per bottle at the end of the year. If your 
investment grew at 5% during the year to R105, it will 
only be enough to purchase 9 bottles of spices, i.e. less 
than you would have been able to purchase a year earlier!
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Beware of inflation!

R10

R10.60

The interest 
you earn must be 

more than inflation, 
for it not to eat into 

the value of the 
money you’re 

saving!

Beginning of the year End of the year

(with R9.60 
change)

R100 Investment grows at 5% R105




