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TINA is an acronym currently doing its rounds in financial 
media: THERE IS NO ALTERNATIVE. With global interest 
rates at all-time lows and inflation ticking upwards, investors 
exposed to specific interest-bearing instruments run the risk 
of losing purchasing power – the cost of living increases at 
a faster pace than the returns on these types of 
investments. TINA implies that investors are essentially 
forced to take more exposure to asset classes traditionally 
considered more “risky”.  
 

Perhaps we should look at an appropriate definition of risk, 
since it is often attributed (and blindly so) to market volatility, 
or the mere up and down cycles that we experience. 
However, losing your purchasing power is another type of 
real risk. During March 2020 we experienced severe market 
volatility only for portfolio values to recover at a staggering 
rate shortly thereafter. In the past markets tended to 
normalise only over a 3-year period. The COVID recovery 
was massive and rapid.  
 

Central banks globally are currently debating inflation rates. 
Economists expect interest rates to move upward during 
2022 and 2023. Theoretically one would argue that financial 
markets should not react positively towards the interest rate 
increases. Depending on the magnitude, individuals and 
highly leveraged business would come under strain.  
However, if we study empirical data from the past, the 
S&P500 (a global equity benchmark) showed a steady 
increase in returns even up to 18 and 24 months after the 
initial interest hikes. The fears expressed in popular media 
may not be valid. We always need to keep in mind that 
financial markets are forward looking machines! 
Who pays the tax in South Africa?  
Apart from relative higher inflation, taxation could be a 
significant cost to our wealth. It is a well-known fact that a 
sliver of individuals (less than 1 million) in South African 
carry roughly 80% of the personal income tax bill. In contrast 
to for example Denmark, wealthy South Africans do not get 
much for their tax money. There is also an implied security 
tax or expense. Hence, it is important to explore ways to 
enhance any portfolio’s after-tax returns.  
Marginal tax rates and retirement funds 
Your marginal tax rate is the tax rate you pay on the last 
R100 you earn. For example, when your taxable 
compensation exceeds R782,200 per year, the marginal tax 
rate goes up to 41% (and to 45% if you earn above 
R1.656m. In the past employees were members of large 
pension funds, but we find that more individuals are on their 
own when it comes to saving for retirement. The temptation 
is always to spend on lifestyle and seldom is a dedicated 
savings plan a priority (how much is a question for another 
day).  
 

Contributions to registered retirement funds count as a full 
deduction against your taxable income (refer to the ITA34 
from SARS). Sadly, retirement funds have been shunned, 
or frowned upon. The reasons are and remain obvious: 
• Lack of transparency, regular feedback and reviews; 
• Due to the nature of these products, often 

contributions were inflexible and attracted 
unnecessary penalties. Today similar contracts have 
only been given a face-lift accompanied by attractive 
marketing brochures; 

• Poor performance at least partly due to extremely 
high fees. 

Fortunately, there are now far better alternatives. We do 
encounter situations where traditional policy contracts 
are still being flogged at high commission rates. 

However, amongst more affluent clients and informed 
investors, these RA-contracts appear to be the 
exception. 

 
Taxability, savings and returns 
Further investigation reveals that the retirement fund 
withdrawal tables (at, or after age 55) are more 
favourable compared to the normal SARS income tax 
tables – you pay less tax. Also, the majority of individuals 
should have a much lower marginal and average tax rate 
when they eventually leave employment. Saving 
regularly and enough towards a registered retirement 
fund could materially enhance and diversify any 
retirement plan.  
 

When you consider high marginal tax rates above 
35%, it is unlikely that an after-tax investment will 
outperform a retirement fund within a period of 15 years, 
even if your real return (after the effect of inflation) is 
double that of a retirement fund. The simple reason is 
that you start with a shortfall. A calculation works like this: 
• A contribution towards a retirement fund of R100 

should compound at a real rate of 4% per annum. 
After 15 years you could have R180; 

• An after-tax investment starts with an investment of 
R65 (minus the 35% tax). If we achieve a compound 
rate of 6% per annum, you only end up at R155 after 
15 years – a shortfall of R25 without factoring in any 
capital gains tax (CGT) on the capital growth portion. 

Also, keep the following in mind: 
• Retirement funds grow without a tax burden. Yes, 

zero dividend tax (DWT), capital gains tax (CGT) or 
any tax on income (INC) inside the fund; 

• They do not form part of an estate; i.e. no estate duty 
and the distributions to heirs are not subjected to 
executor fees; 

• Creditors may not institute any claim against a 
retirement fund (useful if you operate a high-risk 
business). 

 

What action should be taken? 
We support a sensible approach and consider retirement 
contributions part of a good financial planning strategy. 
Any saver needs a healthy discretionary investment 
(over which you have full discretion) as well as a 
retirement fund where you may harvest annual tax 
benefits that SARS offer you. 
 

Since 2017 there has been speculation around pension 
fund legislation being altered. Prescribed assets and all 
sorts of hearsay stories floated around the mainstream 
media. Here we are at the beginning of 2022 without 
major adverse changes to pension fund legislation. 


