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SPECIAL FEATURE BROUGHT TO YOU BY 

Time is 
on your 
side when 
you invest 
early

Singapore has one of the highest 
savings rates in the world. According 
to the World Bank, the city state re-
corded a gross savings rate of 49% 
of GDP in 2014, a high level that 

was bettered only by several states blessed 
with natural resources or with very small 
populations.

But the irony for Singaporeans is that a high 
level of national savings does not mean they 
are protected entirely from the vagaries of life 
upon retiring from employment. How well 
they support themselves in their later years 
is an individual responsibility with the abili-
ty to finance a comfortable lifestyle depend-
ent on the amount set aside for retirement. 

A Schroders study on retirement security 
sheds light on the stark choices facing Sin-
gaporeans if they hope to enjoy a stable and 
secure retirement during their golden years. 
The figures make for interesting reading. For 
example, a worker with a monthly salary of 
$5,000 receives a gross amount of $1,850 into 
his CPF accounts each month from contribu-
tions paid by his employer and himself. But de-
ductions for housing down payments, mort-
gages and other purposes means the typical 
worker faces an average outflow of $1,525 to 
finance those obligations every month. 

The net result is that only $325, or 6.5%, 
of a $5,000 salary is left over each month for 
the median Singapore worker to build a future 
nest egg for retirement. The fact that only an 
estimated 50% of active CPF members are cur-
rently able to transfer a CPF Retirement Sum 
of $161,000 into their retirement account at 
age 55 means these workers must put other 
plans in place to secure their future retirement.

Build other sources of long-term wealth
Individuals therefore need to diversify and 
build other sources of long-term wealth to 
assure a viable future. The plan should be 
to put savings and investment schemes into 
place as soon as possible, while time is on 
their side, says Albert Tse, Schroders’ head of 
Intermediary Business (Southeast Asia) and 
Private Banks (Asia).

“Younger savers need to realise that de-
cisions made early in their working life can 
have a bigger impact on building their re-
tirement nest egg than later,” advises Tse. “As 
life expectancy in Singapore continues to 
increase, individuals will need to prepare for 
their retired life and it is also likely that they 
will have to support their parents financially 
for a longer time. All of these will add further 
strain to the financial resources that individ-
uals build up over time.”

What should Singaporeans do to amass 
sufficient assets and wealth to see them 
through the challenges? Their first priority 
should be to establish investment accounts 
to optimise all contributions from their dis-
posable income. The key is to begin contri-
butions as early and as regularly as possible, 
even if initial amounts are small. Consisten-
cy and discipline are the keys to building a 
long-term nest egg to face the future with 
confidence.

Tse emphasises that Singaporeans need 
to understand the importance of early ac-
tion. Starting early can mitigate a host of oth-
er challenges to bring the advantage of time 
to the investing equation. Otherwise, they will 
be increasingly hard-pressed to acquire suffi-
cient assets to meet their retirement needs. A 
simple case study illustrates the importance 
of early action.

For example, saving from the age of 25 
instead of 40 could yield a person up to 50% 
more in retirement savings. The main reason 
for this is the benefit of compound interest 
over a longer period of time. Simply put, com-
pound interest is the computation of interest 
applied to both the principal and to the earli-
er interest earned. As time goes by, the abil-

ity to compound the principal sum with ac-
cumulating interest helps accelerate overall 
returns for the investor.

Expressed in a different way, if someone 
who is 40 wants to achieve the same ac-
count size at 65 as someone who starts sav-
ing at age 25, he would have to contribute 
twice the amount of the 25-year-old. That is 
a powerful motivator alone for the benefits 
of starting early. 

Take controlled risks to beat infl ation
Another point Tse makes is the necessity of 
controlled exposure to a degree of investment 
risk in order to grow long-term wealth. Indi-
viduals should also aim to grow their wealth 
above the rate of infl ation, which acts like a 
form of tax that eats away at the value of their 
investments. “Look at the CPF, which provides 
a nominal return rate of around 4.5%, and it is 
worth noting that an infl ation rate of 2% will 

almost halve the real return achieved,” he adds. 
The ability to achieve higher returns af-

ter inflation means investment risks must be 
managed and reduced prudently. The answer 
lies in diversification and regular rebalancing 
to help find the right balance between port-
folio risk and return. 

“Diversification offers investors a risk-con-
trolled way to achieve their desired outcomes 
despite a low-growth environment,” stress-
es Tse. “For example, young investors will go 
through fluctuations in market cycles for a 
longer span than their older counterparts. So, 
it is important for them to maximise risk-ad-
justed income by investing flexibly across a 
diversified portfolio, which is vital to protect 
savings against volatility.”

A hassle-free way to build diversified port-
folios that are managed dynamically through 
different phases of the economic cycle is to 
invest in multi-asset funds. These funds blend 
different asset classes such as bonds, cash, 
commodities, equities and property into a 
single portfolio that is managed on a contin-
uous basis according to the fund manager’s 
views of the markets.

Some of these funds incorporate a strate-
gy known as dynamic asset allocation, which 
fine-tunes investment exposure in response to 
new market information. “This is vital in pro-
tecting savings from fluctuations in market cy-
cles,” says Tse, who adds that both young and 
middle-aged workers can invest in multi-asset 
funds for diversification benefits. The key is not 
to delay but to invest early while time is on 
your side. Start small if you wish, but start soon!

Visit schroders.com.sg/RetireSmart for 
more information
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Tse: Younger savers need to realise that decisions made early in their working life can have a bigger impact on building their retirement nest egg than later


