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Almost four decades ago Daniel La Russo won a fight he wasn't supposed to, defeating his arch-nemesis
Johnny Lawrence in the final scene of The Karate Kid. Considered an unforgettable ‘David versus Goliath’
narrative for those of the eighties generation, in recent years, 7he Karate Kidfranchise has created its own
comeback story, with the new Netflix series, Cobra Kai.

If you’re wondering what any of this has to do life annuities, it’s this: at Just SA, we see life annuities as the
2020’s Comeback Kid - an underdog story. A comeback is something that repeatedly demonstrates the
ability to overcome downturns, or periods of bad publicity, and rebound to victory or popularity. And this is
exactly what life annuities have done over the last 20 years.

Another reason it’s an underdog story is because of its rivalry with living annuities, vying for a high-stakes
object of desire; namely a long-lasting income in retirement.

But why are life annuities making such a comeback in the 2020s? In our view, there are three main reasons
for this, which we explore below.

Annuities provide certainty during uncertain times

In the last few years, the world has experienced some major market events that will have spooked many
investors. It started off with Covid in early 2020, which triggered generally poor returns in South Africa,
followed by Russia’s invasion of Ukraine, which, unbelievably, is still unfolding a year on.

An additional risk to those who do not hold a life annuity is that these type of events could cause them to
panic and act irrationally in the moment. So, apart from life annuities giving certainty during such uncertain
times, they also manage the behavioural risk of knee-jerk reactions, which could have permanent
repercussions if left unchecked.

Markets have generally been poor; and inflation high

Performance-wise, the last five years in the market have not been good for investors. For example, when
considering the JSE All-Share Index (ALSI) over the period April 2018 to April 2023, figures reveal flat returns
until March 2020, then a massive fall in March 2020, followed by nominal recovery until January 2022, tailed
by another spell of poor returns. All in all, the JSE ALSI experienced a meagre 6% growth p.a. over the five-
year period. And, as we know from the fairly well publicised “sequencing risk”, this can be very problematic
in a living annuity, especially when compared to the stable income generated by a life annuity.

Long-term interest rates are at decade-high levels
The final reason that life annuities are making a comeback, is because of current high annuity rates, which
are largely driven by the fact that long-term bond yields are high, and a material portion of life annuity

assets are invested in bonds.

Using the 10-year bond yield over the last ten years as an example, the chart on the following page shows
that we are generally at the highest levels seen in more than a decade.
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When looking at bond yields, it’s important to note that annuity rates are driven by long-term interest rates,
and not prime or interbank lending rates, which are short-term interest rates. Short-term interest rates
could impact longer term bond yields but only to the extent that future increases in interest rates have not
yet been priced in. In other words, if short-term interest rates rise quicker than expected, it may cause an
increase in longer term yields too, if that impact is expected to persist.

What’s more, bond yields are currently high given the future outlook of prevalent interest rates, which are
at elevated levels. This in turn would be caused by various macro-economic factors, of which expected
inflation levels is a material driving factor.

Against this backdrop, an effective and easier way to manage certain risks in retirement is with a life
annuity, fueling their big comeback in the 2020s, thanks to people’s search for certainty.

The combination of these three factors above has contributed to a higher demand for life annuities,
together with the growing realisation that a third of living annuitants are at risk of running out of money
unnecessarily. So, as Mr Miagi says - to make honey, you need the right stuff.

Authored by Bjorn Ladewig, Head of Distribution & Marketing

Need more information?
Please let us know if you would like to discuss the above in more detail, or to request a quote:

Email: sales@justsa.co.za
Call: 0872382690

A reminder that JustTools allows registered users to request quotes direct to your inbox. If you are not
registered, please email info@justsa.co.za and we will gladly assist you.

Disclaimer: The information contained in this document is for information purposes only and it should not be regarded as advice as defined in the Financial Advisory and Intermediary
Services Act 37 of 2002, or any form of advice in respect of the policy, retirement, tax, legal or other professional service whatsoever. You are encouraged to seek advice from an
authorised financial adviser, or to independently decide that the policy or financial product is appropriate for you based upon your own judgment and understanding of your financial
needs. Just Retirement Life (South Africa) Limited is a registered life insurance company, regulated by the Prudential Authority of the South African Reserve Bank and the Financial
Sector Conduct Authority as an authorised financial services provider (FSP no. 46423). Additional information about Just, our products, including brochures, application forms and
fund fact sheets, can be obtained from Just and from our website: www.justsa.co.zaThis document and the information contained within are the sole property of Just and any
reproduction in part or in whole without the written permission of Just is strictly prohibited.
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