
 

 
August 2011 
 
 

               
  81    Good Intentions   (By Andró Griessel) 

  
 

Over recent years I’ve noticed an increasing number of parents handing over a large chunk of their 

retirement savings to their children to help them get a foot in the property door.  Whether or not this is a 

wise thing to do has a philosophical as well as a mathematical answer and guess what...In my opinion 

the answer to both is NO.  Before I try to explain, it’s important to clarify that I am referring to a primary 

residence to live in (ie. lifestyle asset) and not a buy to let property (ie investment).  The philosophical 

answer is much more emotionally charged and per definition philosophical and I obviously do not want 

to spend too much time on that.  I do however want to spend some time on the numbers as they 

(hopefully) take most of the emotion out of the discussion, leaving us with just the facts to ponder on. 

 

In the past I have written about the cost of property ownership and why, at current prices (still), I think it 

makes more sense to rent the property you live in than to buy it (see 2Cents Vol. 72 again).  I’ve also 

explained the wonder of compounding and how small incremental differences in returns, when viewed 

over long periods, makes a massive difference in the outcome.  It is the combination of these two 

aspects that leads to my argument that NOT helping your children into their first home might just be the 

best thing you can do for them.  

 

If my understanding is correct, most kids don’t get started with their own lives before the age of 25 

these days (if you as parents are lucky).  Just nod if you are one of those parents who still pays for your 

child’s boarding, cell phone, clothes, puts petrol in their cars or pay the insurance on it long after they 

have already started earning their first salary.  PS....if the person reading this letter is on the receiving 

end of the above transaction, please read some of my previous letters about how tough the retirement 

environment is these days and cut your parents some slack.  Sorry.....I digress.   

 

So let’s assume Peter Jr. wants to buy his own property or Peter Sr. thinks it’s a good idea for Peter Jr. 

to get his foot in the property door.  Peter Jr. is 28 years old.  The fact that Peter Sr. has to or want to 

help Peter Jr. with a deposit on his first home probably means that Peter Jr. does not qualify for a 100% 

bond with the bank or cannot afford the payments on a 100% bond.  By providing this money to Peter 

Jr. the Peter duo are committing their first “offence” in my view.  There is a reason why Peter Jr. 

could not get a 100% bond or could not save up the deposit himself. 
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The bank either had concerns over Peter Jr.’s ability to pay back the loan or in the price level of 

property in general and that they might not be able to recover their exposure to the property should 

something go wrong.  I recently went through this exercise again myself and my perception is that the 

banks are STILL willing to lend you more money than you can comfortably pay back.  So if they 

turn you down for a part of your bond, does it make sense to source it elsewhere?   

 

Now, most people will argue (quite sensibly) that this can be a win win situation for both parties.  Peter 

Sr. can lend his son money at 8% while he is getting only 6% at the bank.  Peter Jr. can borrow money 

at 8% while the bank might only give it to him at 10%.  As long as you replace what the bank is willing 

to lend with such an agreement, fine, but not if this is additional to what the bank is willing to lend 

you.  By lending Peter Jr. the additional funds you are placing him under cash flow pressure from day 1 

due to his monthly obligations being slightly above his repayment abilities.  At the same time you are 

putting him in a social position (better house) he could not afford himself (refer to “the Millionaire 

next door “ by T J Stanley for very interesting reading on this matter).   A New house with old “stuff” 

also doesn’t look right so Peter’s brand new wife Pam has more plans than funds on how she is going 

to brighten up their brand new home.  A new house that isn’t displayed is also like a catholic nun 

wearing Victoria Secret underwear, so there will be a fair share of entertaining and so I can go on.  The 

argument then normally continues something in this line:  “Peter Jr. may not have a sent to save for 

retirement at this moment, but at least he has his foot in the property door and the asset will 

immediately start increasing in value.  If he was renting he would only enrich his landlord” (please refer 

to Vol. 72 again to see the difference between rent and interest on a bond...there is none).  “With his 

next salary increase Peter Jr. will be able to gradually start saving again and that part of his planning 

will then take priority”.  The only problem with this argument is that before Peter Jr. can say “you are 

what?” his wife is expecting their first child and the “vicious cycle” of new expenses starts.  If you are a 

person in your early 30’s to mid 40’s you will probably know exactly what I’m referring to here.  At best 

Peter and Pam will be saving R500 – R1 000pm to make them feel better (or get the insurance 

salesman off their backs).  In my experience middle income earners have very little if ANY 

discressionary funds in this life stage.  And this brings me (at last) to the numbers. 

 

Over the very long term (50yrs +) a passive investment in the JSE (Johannesburg Stock Exchange) 

returned an average (sometimes much more, sometimes much less) of inflation + 7%.  One can 

assume with some margin of safety that funds entrusted to skilled fund managers should at least 

provide you with the same type of return over the next 37 years (when Peter and Pam turns 65).  We 

have no idea what inflation will be in future, but for this exercise I am going to assume an average of 

6%.  This would mean that you could expect a long term return from the stock market of 13% (6% + 

7%). 
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Let’s assume that Peter and Pam buy (with their parents help) their first property for R1.2 million while 

Gavin & Gene rents a similar property and then have a look at the numbers.    

 

Currently rent payments are 50% (or less) than the cost of ownership (100% bond assumption).  This 

means that where you have cost of ownership (bond, rates and taxes etc.) of R12 000 you can 

generally rent the same property for R6 000pm or less. 

 

As the rent increase each year the gap between the cost of ownership and renting the property 

gradually closes until ultimately it will cost more to rent the property than what your cost of ownership 

would have been if you bought the property a couple of years earlier.  The important thing here is to 

note the gap between these two “expenses”.  When the gap is as big as it is currently, it makes 

sense to rent property rather than own it.  When this gap narrows to less than 20% I would be very 

interested to buy.  Please see figures below. 

 
At an average return of 13% (15%) Gavin and Gene’s investment account should be at R1 490 910  

(R1 763 175) by the time they are 40.  If Gavin and Gene than stops saving monthly and rather start 

paying off a bond like Peter and Pam their accumulated funds after a further 25 years (at age 65) 

would’ve grown to R31.6 million (R58.4 million) without them contributing another sent from age 40.  If 

we assume inflation over the period of 6%, the present value (in today’s terms) of above values are 

R3.6million and R6.8million respectively.  Especially R6.8 million is already enough to secure a 

dignified retirement.  Between the age of 40 and 65 Gavin and Gene therefore only have to concentrate 

on getting a paid roof over their head...not a tall order in my opinion. 
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If we assume Peter Jr. and Pam only starts saving at age 40 they will have to start with a monthly 

saving of R14 062 ON TOP OF the monthly property costs to get to R31.6million.  To get to the R58.4 

million they will have to start with R18 005 per month. 

 

Consider that Gavin and Gene only saved for 12 years (between ages 28 and 40) and then 

stopped completely (total payments of R432 000) while Peter and Pam has to save (total 

payments of R1 811 100) for 25 years (between ages 40 and 65) to end up with 40% (50% if 

return = 15%) less in their retirement pot than Gavin and Gene.   

 

So let’s turn to the problem of acquiring a home:  Remember, the idea is not that Gavin and Gene 

remain renters for ever.  This also does not make sense.  If however they follow a disciplined approach 

the should end up in a significant better total financial position than Peter and Pam.   

 

It is also obvious that Gavin and Gene are not going to be able to buy a house at age 40 for 

R1.2million.  It is going to be closer to R3million.  The “gap” between what he pays in terms of rent and 

what the cost of ownership is going to be (if we assume 100% bond) will be a leading indicator to 

whether it makes sense to buy the property or keep on renting.  If the cost of renting is always at 50% 

of ownership, there will be a strong case for renting “for ever”.  In practice this gap should start 

decreasing though as the property market recover from the current slump.  If you think back to 2001 & 

2002 you will remember that the difference between bond payments and rent where getting so small 

that it made logical sense to rather purchase the property than rent it.   

 

Gavin and Gene’s approach will also keep them humble in terms of the type of property he buys later 

as the gap between what he pays on rent and what a fancy house will cost at 40 will just be too big.  

South Africa (and probably America) are unique in the sense that young people live in big houses with 

4 bedrooms and a swimming pool while their retirement planning are heading into a disaster. Maybe it’s 

time for a rethink about your values and what really creates value in your life...is it really your big fancy 

house and what would a brick taste like when you try and eat it at retirement? 

 

If you want to give your child a head start in life, don’t put the ball and chain of a property 

he/she cannot afford around their neck.  In stead of paying R200 000 on transfer duties, attorney 

feeds and estate agent commission, put the money in a well managed equity fund or buy some good 

quality shares and lock them away in the safe.  Let them buy the house that they can afford when they 

are ready to do so.  By helping them into a property they can ill afford you might just be helping them 

into trouble.   
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So how should young people approach their finances? 

 

Start with your net (after tax) salary.  If you are under 30 and you save in decent vehicles (like equity 

funds with respected fund managers), 15% of your net salary should be enough.  Only when you’ve 

put that amount aside should you start worrying about where to stay and what to drive.  The rest 

(apart from food) is really all luxuries (lifestyle).  If you are with an employer who has a compulsory 

pension fund scheme you probably are contributing roughly 15% and you don’t have to worry too much 

about it.  Just remember that both spouses must contribute the 15%.  Where the one belongs to a 

pension fund but the other don’t it’s important to save for the one not contributing.  Also remember that 

if you are already older than 30 the percentage that you must save becomes bigger and 

bigger...another good reason to start early. 

 

VERY IMPORTANT:   If Gavin and Gene in my example above do not save the balance between the 

cost of ownership and rent every month but wastes the money on luxuries, they will end up in a much 

WORSE position than Peter and Pam.  When you follow this route you must have the discipline to 

save the difference between cost of ownership and rent. 

 

My whole hypothesis also rest on a very important assumption and that is that equities will, from current 

levels, yield a better return than residential property.  This is quite an important assumption and if you 

materially disagree with this assumption and you are correct in your argument, it will definitely make 

sense to acquire your residential property as soon as possible.  When however I look at the gap 

between the cost of ownership and rent I have to deduce that the latter scenario is highly unlikely. 

 

THE END 

 

“The Conventional view serves to protect us from the painful job of thinking” – John Kenneth 

Galbraith (1908 – 2006) 

 

 

 

 

 

 

 


