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WHAT IS YOUR INFLATION HEDGE?
Inflation is a hidden danger in retirement. Considering retirement can last 30-40 years, increasing medical 
costs, food costs, housing costs and transportation costs can leave retirees far poorer if their savings do not 
keep pace with inflation. Many retirees depend upon fixed-income investments such as bonds and bond 
funds during retirement, which are not designed to keep up with inflation as these investments provide fixed 
coupon payments. The Federal Reserve typically combats high inflationary periods by raising the federal 
funds rate to ease an overheated economy. Changes in interest rates are one of the most significant factors 
affecting bond values in the secondary market. A truth of bond and bond fund investing is that when interest 
rates rise, secondary bond market prices fall. 

This chart shows both inflation examples and bond yields since 1950, with rising bond yields – a bear market 
for bonds and falling bond yields – bull market for bonds.

CHART SOURCE: Robert Shiller’s Online Data Set. U.S. Stock Markets 1871-Present and Cape Ratio. Chart shows monthly 
data from January 1950 to April 2022.  
* The cost of the first class postage stamp is effective as of 2022.

1. FINRA, Duration - What an Interest Rate Hike Could Do to Your Bond Portfolio http://bit.ly/1ktg1GX

58¢*
20¢75¢

3¢

2.38%2.32%
14.59%

$7.25
$3.35

10-year
U.S. Treasury

bond yield

Minimum
wage/hour

First class
postage

stamp

10-year
U.S. Treasury

bond yield

Minimum
wage/hour

First class
postage

stamp

10-year
U.S. Treasury
bond yield

Minimum
wage/hour

First class
postage
stamp

Jan 1950 Jan 1982 Apr 2022

BEAR MARKET FOR BONDS // BULL MARKET FOR BONDS
Rising interest rates and falling bond prices Falling interest rates and rising bond prices

2022

1982

1950

If you hold a bond to maturity, you can expect to receive your initial principal, unless the company defaults. 
If you sell a bond before maturity in a rising interest rate environment, the price you will receive is typically 
less than your initial investment.1 FINRA issued an investor alert giving the following example “…a bond 
fund with 10-year duration will decrease in value by 10% interest rates rise by 1%” 

WHY SHOULD YOU INSULATE YOUR FIXED PORTFOLIO?
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PROTECT FROM MARKET DECLINES WHILE 
DELIVERING COMPETITIVE RETURNS.
This graph demonstrates how fixed index 
annuities move with the S&P 500®. In up years, the 
contract’s account value is credited interest, but in 
the down years, it maintains its value. This serves 
as a hedge against market corrections, especially 
when market valuations are high. Assets are 
protected and  what goes up won’t come down.

/ / FIXED INDEX ANNUITIES OUTPACE 
INFLATION

LOCKS IN INTEREST CREDITS 
DURING MARKET DECLINES 

//  DID YOU KNOW? 
Fixed index annuities do not have a memory past one year, 
so interest credits are locked in during market declines. 
This allows the fixed index annuity contract value to remain 
level during declines at the next annual point to point 
interest crediting date.

Bureau of Labor Statistics, “CPI Inflation Calculator” <https://www.bls.gov/cpi/data.htm>.

FIAS PROTECT INVESTORS FROM 
INFLATION IN TWO PRINCIPAL WAYS.
First, interest is credited to the account value of a FIA based on market index gains, and when looking 
back over the last 22 years, the FIA has outpaced the Consumer Price Index by $100,135 in our previous 
example. The performance and protection of an FIA can be an attractive alternative to traditional fixed-
income products, such as CDs or bond funds. This means that an investor can have a principal-protected 
investment, keeping his or her money safe, and outpace inflation. 

Second, FIAs can protect investors from inflation by providing a supplemental guaranteed-for-life income 
stream.  Often, this is a feature of an FIA’s lifetime income rider. These riders typically contain an additional 
fee that is taken from the account value. This income stream is contractually guaranteed for the duration 
of the annuitant’s lifetime, and in the event, there is still money in the account value, it avoids probate and 
is transferred to the beneficiaries.
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• Not FDIC insured • May lose value • No bank or credit union guarantee • Not a deposit • Not insured by any federal government agency or NCUA/NCUSIF

These hypothetical examples are intended to illustrate how index fluctuations might affect your contract values based on 
the selected crediting methods. It is not intended to show past or future results. The hypothetical products were purchased 
on 12/31/1999 and the initial FIA premiums and the hypothetical investment amount in the S&P 500® were each $100,000. 
The depiction assumes no withdrawals, or additional premiums or principal was added during the 22-year period ending 
12/31/2021. Index returns for a given year have been calculated by comparing the adjusted close from the last trade of 
the proceeding year with the adjusted close from the last trade day of the given year. For example, the return for 2003 is 
calculated using the adjusted close of the index on 12/31/2002 and the adjusted close of the index on 12/31/2003.

* S&P 500® returns shown include dividends. Annual returns were modeled using ticker symbol (^SP500TR). 

* The S&P 500® returns shown are net of assumed management fees. 

The S&P 500® returns shown are net of assumed management fees. The annual assumed management fee used within 
the model was 1.12% and is based on a summation of the annual average fee for households with managed assets of $1 
million to $1.5 million in 2019 of 1.05% and the average equity index mutual fund average fee of 0.07%. This fee data was 
gathered from McKinsey & Company and ICI Research, respectively. 

The returns for the participation rate crediting method were calculated using the S&P 500® return for a given year, 
excluding dividends and fees. This was done to mimic how fixed index annuity interest credits are calculated in the real 
world. These returns were modeled using quotes from ticker symbol (^GSPC). All data used was from Yahoo! Finance. 

Consumer Price Index (CPI) Data was obtained from the Bureau of Labor Statistics. Yearly changes were calculated by using 
the monthly December averages year over year. 

When you buy a fixed index annuity, you own an insurance contract. You are not buying shares of any stock or index. This is 
not a comprehensive overview of all the relevant features and benefits of fixed index annuities. Before making a decision to 
purchase a particular product be sure to review all of the material details about the product and discuss the suitability of the 
product for your financial planning purposes with a qualified financial professional. 

The annual reset allows for any interest credited on each contract anniversary to be “locked-in” and it can never be taken 
away due to market decreases. The interest credited is added to the accumulation value of your contract, which then 
becomes the guaranteed Accumulation Value “floor” that will be included in the calculation of the interest that is credited 
going forward, subject to any withdrawals and applicable rider fees. 

The annual reset sets the index starting point each year at the contract anniversary. This reset feature is beneficial when the 
index experiences a severe downturn during any given year because not only do you not lose accumulation value from the 
downturn, but the new starting point for future growth calculations is the lower index value. 

Although an external index may affect your interest credited, the contract does not directly participate in any equity 
investments. You are not buying shares in an index. The index value does not include the dividends paid on the equity 
investments underlying any equity index. These dividends are not reflected in the interest credited to your contract. 

Guarantees are backed by the financial strength and claims-paying ability of the issuing insurance company and do 
not apply to the performance of the index, which will fluctuate with market conditions. Annuities are designed to meet 
long-term needs of retirement income. Annuity contracts typically require money being left in the annuity for a specified 
period of time, usually referred to as the surrender charge period. If you fully surrender your annuity contract at any time, 
guaranteed payments provided for in the contract and/or any rider will typically no longer be in force, and you will receive 
your contract’s cash surrender value. Before purchasing an annuity, read and understand the disclosure document for 
the early withdrawal charge schedule. The purchase of an annuity is an important financial decision. Talk to your financial 
professional to learn more about the risks and benefits of annuities. 
 

KEY TERM
FIXED INDEX ANNUITY (FIA): 

A fixed index annuity (FIA) is a tax-deferred, long-term retirement savings vehicle issued by an insurance company. 
FIAs are designed to meet long-term needs for retirement income. While product and feature availability may vary 
by insurance carrier and state, in general, FIAs provide guarantees of premiums (backed by the financial strength and 
claims-paying ability of the issuing company), credited interest (subject to surrender charges), and a death benefit for 
beneficiaries. Any distributions may be subject to ordinary income taxes and if taken prior to age 591/2, an additional 
10% federal tax. Early withdrawals may result in loss of the premium and credited interest due to surrender charges.
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