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As kids, we were told to save — save in our bank account, or in our piggy bank. What we didn’t realise then is that if we had 

invested our money instead, we would have been further on the path to unlocking our financial freedom.   

Most people view saving and investing in the same light due to the similarities between them. One of the most notable 

similarities is that both involve saving towards a future goal. However, the key difference between the two lies in the asset class 

that you invest in. Investing involves putting money into more risk tolerant assets with the potential for higher returns, while 

saving is limited to cash-only assets (more risk averse) with lower returns.  

 

What is the difference between saving and investing? 

Let's look at the below illustration from Prescient Investment Management, showing how different asset classes have the 

potential for higher returns. You can see money in the bank is invested in cash only, and that is the point furthest to the left 

(saving). To make your money work harder, you must move to the right, but this comes with more risk (investing).  

 

 
 

At the end of the day, it comes down to how hard your money is working for you. Your money needs to equal the inflation rate to 

ensure you're not getting poorer and outpace the inflation rate if you want to grow your wealth. Certain asset classes that we will 

discover below, provide a better outcome for long term outperformance of inflation.  
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Below are some practical examples of risk and return for asset classes: 

 
Asset class 12-month return to 

end June 2024 
Inflation Return after 

inflation 

Cash (STEFI) 8.22% 5.2% (May 2024) +3.02% 

SA Interest Bearing Money Market (Mostly cash and 
fixed income) 

8.7% 5.2% (May 2024) +3.5% 

SA Interest Bearing Variable Term 
(Fixed income) 

12.62% 5.2% (May 2024) +7.42% 

Global Equities General (Equities) 12.87% 5.2% (May 2024) +7.67% 

 

In our current higher interest rate environment, we have the unique scenario where money in the bank keeps pace with inflation. 

Over the long run money in the bank struggles or does not keep pace with inflation as inflation is often higher that the returns 

you receive in a normal bank account. The 5 years inflation number is 4.96% and cash rate is 5.64% meaning your money is 

hardly creating wealth for you. As you start taking on more risk and investing in riskier asset classes you will notice your return 

after inflation increases. 

 
Rule of 72 and rule of 114 

 

The risk versus return trade-off can be evaluated using the rule of 72 and rule of 114.The rule of 72 calculates how long it will 

take for your money to double given a rate of return.  

The rule of 114 calculates how long it takes to triple the value of your money by using the same method used for the rule of 72. 

On your journey to financial freedom, it’s important to ensure you’re outpacing inflation by looking at the different asset classes 

and the value that they offer in terms of their long-term outperformance. So, how hard is your money working for you? 

 
 
DISCLAIMER 

• Prescient Investment Management (Pty) Ltd is an authorised Financial Services Provider (FSP 612). 

• Please note there are risks involved in buying or selling a financial product, and past performance of a financial product is 

not necessarily a guide to future performance. The value of financial products can increase as well as decrease over time, 

depending on the value of the underlying securities and market conditions. There is no guarantee in respect of capital or 

returns in a portfolio. No action should be taken on the basis of this information without first seeking independent 

professional advice. Graphs are provided for illustrative purposes only. 

• This document is for information purposes only and does not constitute or form part of any offer to issue or sell or any 

solicitation of any offer to subscribe for or purchase any particular investments. Opinions expressed in this document may 

be changed without notice at any time after publication. We therefore disclaim any liability for any loss, liability, damage 

(whether direct or consequential) or expense of any nature whatsoever which may be suffered as a result of or which may 

be attributable directly or indirectly to the use of or reliance upon the information. For more information visit 

www.prescient.co.za  
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