
Our purpose at Atleha-edu is to help ordinary South Africans save and invest for a 
better tomorrow.  

We do this through Financial Sector Code (FSC)-compliant awareness and 
interactive education programmes focused on retirement fund trustee, management 
committee member, and fund member awareness and education initiatives, such as 

this article. 

We would like to thank Just SA for funding this article series.

INFLATION AND HOW IT CAN 
AFFECT YOUR RETIREMENT

When you retire, you want to be able to protect yourself from rising inflation and reduced 
purchasing power. To learn more about Atleha-edu NPC and our CFE funders and partners, please download our info brochure here.

Do you have a question that you would like us to address in a subsequent article? 
If so, please send your questions or suggestions for article topics by email to:  

info@atleha-edu.org
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What is Inflation and why is everyone talking about it right now? 

Inflation put very simply is rising costs of 
goods and services. Inflation is nothing 

more than broad-based price increases 
throughout the economy. Inflation is 
typically measured by the Consumer 
Price Index (or CPI) which relates to 
a basket of goods that an average 
person will buy. To measure inflation, 
statistical agencies collect data on 

current prices for different goods and 
services and compare them to prices 

for the same things in the past.
But in retirement it is important to recognise 

that a pensioner may also experience different types of inflation, like 
medical or lifestyle inflation (the rising medical or lifestyle costs 
associated with ageing), which can be greater than CPI. 
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How does inflation affect pensioners income?

Inflation doesn’t affect a pensioner’s income; what it does affect is 
what you can buy with your pension (i.e., your purchasing power). 

At retirement, whether you’re retiring from a pension fund, a 
provident fund or a retirement annuity, you’re required to purchase an 
annuity with at least two thirds of your retirement savings to provide 
a regular income in retirement (like a salary). There are a number of 
different life annuity solutions available that provide different levels of 
income and behave differently in terms of annual increases. 

It is vital that you understand the different options available to you 
when you retire so that you can protect yourself from rising inflation 
and reduced purchasing power, and most importantly increase your 
future ability to cover your future essential expenses.   

How important is inflation when considering a guaranteed (or 
life) annuity?  

Guaranteed life annuities use the latest daily market rates when 
priced, which means the best estimate of future inflation is accounted 
for in your starting income. When an annuity is purchased, you can 
lock in the guaranteed increases with a non-profit annuity or one that 
targets (and could outperform) inflation, known as a with-profit annuity.

How do different annuities protect against inflation? 

a) Level annuities 
A level annuity pays a pre-determined monthly income paid from 
the start of your retirement until you die. Many people choose level 
annuities due to affordability issues, as they normally offer the best 
starting income. However, you should avoid looking at starting income 
in isolation when weighing up your options, as it can skew your 
perception of a product’s long-term value. 

This is demonstrated by the table below, which provides a 
level annuity’s real value after one, five and 10 consecutive years, 
assuming 5% inflation.  It is clear to see that level annuities do not 
protect you against rising inflation; and that already within one year, 
your purchasing power is negatively impacted. 

Starting 
income per 

month

Real value 
per month 

after  
1 year

Real value 
per month 

after  
5 years

Real value 
per month 

after  
10 years

R10,000 R9,524 R7,835 R6,139
R5,000 R4,762 R3,918 R3,070
R1,000 R952 R784 R614

Source: Just SA

b) Fixed escalation annuities 
When opting for a fixed escalation annuity, you have the power to 
choose your own escalation level between 1 and 10%. Experience 
shows that people tend to use the most recent inflation percentage 
as a benchmark at the time of purchasing a fixed escalation annuity. 
However, this means you may gain in years where inflation is low but 
lose out when inflation is high. 

c) Inflation-linked annuities  
An inflation-linked annuity does exactly as its name implies - annual 
increases are in line with CPI. This protects you against official annual 
inflation increases. However, given the difference between CPI-index 
inflation and inflation as experienced by a pensioner, an inflation-
linked annuity will not necessarily provide enough purchasing power 
to protect you from medical or lifestyle inflation, which means that you 
could suffer a real loss year on year. 

d) With-profit annuities 
A with-profit annuity increases your chances of beating inflation 
over the long term. This is because increases are linked to the 
performance of a balanced investment portfolio, which typically tries 
to beat inflation by between 2-4%.  Pensioners can choose their 
annuity increases to target a percentage of inflation, which could be 
more or could be less than annual CPI. While this does not mean it 
will beat it every year, over 5 years it has been shown to outperform 
inflation by 0,4% per annum and over the past 10 years 0,5% - 1% 
per annum.
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