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Dear members,

I think it’s safe to say that most of us will be happy to see the end  

of 2020! 

It has truly been an extraordinary year. We’ve all been made painfully 

aware that we do not know what the future holds, and that planning 

for your retirement over the long-term is vital to be able to retire 

comfortably in later years.

In this fifth edition of our newsletter, we assess how long pension monies 

should last, and also explain two simple investment mistakes that often 

prevent people from having the desired amount of retirement savings 

they need.

As always, we include the latest market commentary with Prescient 

Investment Management’s views on both local and international trends.

I wish you a joy-filled festive season with your loved ones.

Kind regards,

Helena



Retirement Funds

Newsletter

2DEC 2020

Dave Crawford CFP®, 

Planning Retirement 

HOW LONG WILL MY PENSION LAST?

This question is often asked on retirement courses, and there’s no simple answer 

to suit everyone.

It all depends on the kind of pension you’ve invested in. There are two types – 

and it’s important to understand how they differ in terms of pension payments 

over a long time:

• A living annuity, which will keep paying a pension until the capital you’ve 

invested runs out. There are no guarantees of any kind with this product,  

but it’s an excellent option if you manage it carefully.

• A conventional guaranteed annuity (pension). Once you’re a pensioner, 

this option will only stop paying your pension when you die. And if you are 

married, it will continue to pay until the last spouse dies. These payments are 

guaranteed.

There isn’t a perfect option, so consider the risks as well as the benefits of both.

Living Annuity

In this case, you manage the product for your pension in retirement. You invest 

your capital and then choose (between 2.5 and 17.5%) how much pension you 

want to withdraw each year. This percentage can be changed once a year, as 

your needs change. You also have to choose the investment portfolio in which 

your money is placed. The trick is to not draw too big a percentage as a pension, 

and to not pay too much in costs.

If you manage it carefully and your capital keeps growing, you can live off it for 

a long time. If there’s any capital left after both you and your spouse have died, 

you can leave that to your children. The problem with this product is that in bad 

investment years, most people don’t want to cut back on their pension, and 

then draw too much out in relation to what the capital can earn.
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Conventional guaranteed annuity

This type of pension is guaranteed to pay until the last of you or your spouse 

dies. It’s also guaranteed never to get less – in fact, every time you’re given an 

increase, that will become your new minimum pension. You can arrange for the 

pension not to change when the first of you or your spouse dies, or you can 

arrange for it to reduce. Because such pensions don’t pay back capital, you can 

also guarantee that the pension will pay for a minimum number of years. If you 

arrange a guarantee for 10 years and both of you die after four, the pension will 

pay to your beneficiaries (with increases if applicable) for the remaining  

six years.

Guaranteed annuities have three options for annual increases. You can choose 

an annual increase option where each annual increase is:

• a percentage chosen by you when you make the investment;

• a percentage based on the Consumer Price Index every year; or,

• a percentage depending on how well the investment portfolio has 

performed. This is called a With-Profits Annuity.

So to conclude: a guaranteed annuity will certainly pay a pension for as long as 

a couple shall live, while a living annuity will pay for as long as the capital lasts. 

A lot of pensioners invest in living annuities to leave money to their children, but 

this isn’t always the case. 

How long your 

pension will last 

depends on the 

kind of pension 

you’ve invested in

“

“
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TWO SIMPLE RETIREMENT MISTAKES –  

AND HOW TO AVOID THEM

It’s never easy to choose the right investment option and as an investor, the 

safety of your money is always your concern. You need to consider the returns 

that you require and have realistic expectations.

The big names in the industry are actively marketing their long track records, 

while smaller managers offer agility. With the arrival of passive investing, you’re 

being told about costs and the impact they can have on your retirement savings. 

But what about risks vs rewards? And smart Beta funds – how good are those? 

Balanced? Global? Reg 28? Tax? And what is a life-stage model?

These are just some of the many questions and decisions investors need to take 

into account before deciding on a suitable option, and ultimately – who to trust 

with their precious retirement savings.

Given the importance of the decision, it’s important that investors take their 

time, consider the various options, and carefully evaluate their circumstances 

and requirements. If necessary, they should also obtain professional advice 

before making a decision. Unfortunately, this rarely happens, with the result that 

crucial mistakes are made unknowingly – which can negatively impact their 

ability to retire comfortably. 

In this article, we’ll highlight two common mistakes investors make in the 

selection and management of their retirement investments – and suggest ways 

to avoid them. 

The two mistakes are:

1. Choosing an inappropriate investment option.

2. Not reviewing the investment option/performance at least once a year.

Mistake 1: Investing in the wrong type of fund for your 

specific circumstances

As mentioned above, choosing the correct investment option is crucial. 

However, it’s not uncommon for investors to base this important decision on 

a consensus within a team of colleagues or circle of friends by asking them 

which funds they’re invested in; or randomly selecting an option to avoid 

embarrassment. 

Stephen Heath,  

Head of Equity 

Trading, Prescient 

Securities



Retirement Funds

Newsletter

5DEC 2020

Given the importance of the decision, methods like these are hardly advisable, 

as you’ll likely end up choosing an investment that’s unsuitable for your specific 

requirements. You may even find that the person whose “investment advice” 

you’ve followed fell into the very same trap when they first selected their 

investment option. 

The long-term consequence of being invested in the wrong option is ending up 

with insufficient retirement savings. The following examples will clarify  

this further:

1. If you’re just starting out in your career and receive advice that leads you to 

investing in the lowest risk cash type fund because “the markets are way 

too hot up here”, you’ll probably be taking on too little risk (too little equity 

exposure), and with that, lose out on the potential upside (higher returns) 

associated with equities in the long term. The likely result is that you’ll have 

insufficient savings when it comes to your retirement age. 

2. On the flipside of the coin, if you’re nearing the end of your career and 

approaching retirement, you’re unlikely to be able to take on as much risk 

as someone at the start of their career. The danger is that, should you invest 

in an option that’s more heavily weighted towards equities (higher risk) and 

the markets decline, you may not have sufficient time before retirement to 

recoup these losses, resulting in insufficient retirement savings.

In both examples, not being invested in the correct option is likely to impact 

your ability to retire comfortably negatively. 

Mistake 2: Not reviewing your investment/fund manager at 

least once a year

Once they’ve invested in an appropriate fund, many investors make the mistake 

to simply leave it “to do its thing”. It’s critical to review your investments annually, 

and part of managing your retirement savings. Not doing so could be just as 

costly in the long term as being invested in the wrong option. By reviewing 

your investment options and their performance, you can monitor whether your 

investments are performing in line with their benchmark. If they’re not, you can 

decide to move your money to another manager, or at the very least, query 

any underperformance and make the necessary changes to avoid long-term 

negative consequences.

The long-term 

consequence of 

being invested in 

the wrong option 

is ending up 

with insufficient 

retirement savings

“
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How do you review your investment?

It’s by no means a simple task to review investment options, so always seek 

the advice of a qualified financial advisor if you’re unsure. However, there are 

two simple metrics you can use to get a high-level measure of your investment 

option’s performance. They are:

Absolute returns: The returns achieved over a certain period. Absolute returns 

don’t consider the risk of the investment or the returns achieved by similar 

investments.1

Relative returns: By measuring relative returns (returns relative to a suitable 

benchmark), investors can determine whether they could have made more 

money in other investments. Measuring relative returns allows them to assess 

their opportunity cost and determine whether their investments are generating 

appropriate returns.2

When analysing your investment option/fund manager, it’s important to look at 

the absolute return in conjunction with the relative return – as illustrated by the 

following example:

If your investment option achieves 12% in a year, is this a good performance? In 

isolation, the answer can be yes and no. In a low interest rate environment, 12% 

could be a fantastic return in absolute terms. But if the benchmark returned 

15%, then you’ve underperformed on a relative basis. At the same time, if your 

investment returned 3% but the benchmark was down -2%, this is a good 

relative performance despite the low absolute return. Using these metrics 

should put your investment’s performance into context and allow you to ask the 

necessary questions of your fund manager.

In addition to reviewing your investment options annually to monitor 

performance, you may need to make changes to your investment option 

entirely. This could be to due changes in personal circumstances or as you 

get closer to retirement. This specific type of review, relating to circumstance, 

doesn’t necessarily need to be done annually, but always be mindful that you 

need to ensure that your investment option is still appropriate for you.

In closing, we’d like to encourage investors to consider the two common 

investment mistakes that we’ve highlighted. Avoiding them gives you a 

better chance to achieve a comfortable retirement one day. We also want to 

encourage members to continually reevaluate their investment options and ask 

questions, where appropriate. Ultimately, this is your investment, your money 

and your retirement. If you’re worried that you might be making either of these 

mistakes, don’t hesitate to seek the services of a professional financial advisor to 

remedy them as soon as possible. 

1 Chapter 19, CFA Text – Performance Evaluation

2 Chapter 19, CFA Text – Performance Evaluation
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GLOBAL MACROECONOMICS –  

PRESCIENT INVESTMENT MANAGEMENT

Chasing the cure

At the time of writing, the first vaccine was being rolled out in the UK and a 

worldwide distribution pipeline for millions of dosages was beginning was 

in the process of being established. Russia and China also started rolling out 

vaccines a few months ago, but South Africa remains behind the curve in terms 

of acquiring vaccine contracts. This could be to our detriment if the current 

coronavirus wave continues to gather steam.

Nevertheless, an end is at least in sight and markets have turned optimistic due 

to a combination of this and a more stable geopolitical environment.

The economic shockwaves will continue well into the future though, with 

debt burdens that have risen both at sovereign and individual levels and 

unemployment remaining stubbornly high. 

It’s interesting to take a closer look at the vaccine, its effectiveness and the 

general life cycle to develop it. The current variation of coronavirus may have 

been solved, but there will be others and if we’ve learnt nothing else, at least we 

will understand the risks better in future. 

To start with, Moderna’s vaccine was developed on 13 January 2020, two 

days after the genome sequencing string had been made public. The vaccine 

was approved for public release after eleven months of clinical trials. This is 

important to note, because it highlights that while people are computationally 

brilliant at finding solutions for virus immunisation, bureaucratic ineptness 

probably delayed the process of rolling it out. 

Bureaucracy no doubt exists for a reason and protects us against potential 

adverse side effects, but it can most certainly be streamlined going forward to 

reduce the lead time.

Should you wish to read this full article click here.

The Prescient Economic Indicator (PEI) is estimated by statistical models that filter the noise 

from a wide range of daily macroeconomic data releases. It thereby extracts one single number 

that reflects the state of the overall economy at any point in time. This allows us to have a daily 

estimate of the current economic environment across the globe. The indicator is constructed 

from roughly 50-100 individual economic variables for each country, including hard numbers 

like retail sales, manufacturing, industrial production, electricity consumption, employment etc.; 

and soft-survey data like PMIs, consumer sentiment, investor sentiment etc. The benefit of this 

approach is that we avoid overreacting to individual data releases, and rather put each data 

release into a broader context which reflects the overall trend of the economy.

Bastian Teichgreeber  

Head of Asset 

Allocation & 

Investment Research & 

Rupert Hare 

Portfolio Manager & 

Analyst  

https://www.prescient.co.za/media/8144/prescient-multi-asset-update_december-2020.pdf

