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KEY INVESTMENT RISKS YOU FACE  
 
As a member of the CPUT Retirement Fund your retirement benefits will depend on two factors: 
 

 How much money you and the employer contribute monthly for your retirement; and 

 Most importantly, the investment returns you earn on these contributions. 
 
Thus you carry the risk of whether the investment returns earned on your retirement saving 
contributions will be sufficient to provide you with a reasonable income at retirement.  
 
On this basis it is crucial that you understand what investment risks impact on you and how best you can 
manage these risks. In this regard you are exposed to two main risks, namely: 
  

 Inflation risk; and 

 Loss of capital. 

 

Inflation risk 

 
This refers to the risk that the money that you and the CPUT set aside monthly as your retirement saving 
does not earn sufficient investment returns to provide reasonable retirement benefits. 
 
For an average employee with a full career, you need your investment returns to be something like 4.5% 
per annum higher than price inflation (after allowing for investment manager fees) to provide for 
reasonable retirement benefits. (As highlighted previously the purpose of the Fund is to provide an 
employee with 35 years service and an average career progression with retirement capital  of some 11 
to 12 times of his/her pensionable salary at retirement, although such a benefit is not guaranteed.) 
 
As a general rule, the further you are from retirement, the more you are exposed to inflation risk. 
 
Some people are concerned that there is a risk of deflation in some economies, and even in the South 
African economy. Deflation happens when the loss of investor confidence is so great that people defer 
buying assets, because they expect that prices will fall even further. The economy will have to slow down 
and asset prices will have to fall low enough until people start to feel confident to invest at the cheaper 
levels. In these circumstances, bonds and cash are the asset classes that will probably give the most 
protection to an investor. 
 

Loss of capital 

 
This is the risk you face when your investment horizon becomes rather short – the key risk is that when 
you receive your benefit the market is at a low point (as is currently). 
 
Your Capital risk generally becomes more acute as you approach retirement. The following examples 
highlight the nature of “Capital risk” and whether this risk applies to you or not: 
 
 You will be retiring shortly. At that time you intend securing a pension annuity. The initial pension 

you will receive will depend critically on the amount of your retirement savings at retirement. In 
this example you face “Capital risk” (and have a short investment horizon) because you do not 
want your retirement savings (and consequently your initial pension) reduced by investment 
losses. 

 You are 20 years’ from retirement and will be resigning soon. You intend preserving your 
resignation benefit for your retirement. In this case you have a long investment horizon and do 
not face Capital risk. 
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 You are 20 years’ from retirement and will be resigning soon. You intend using your resignation 
benefit to pay off your house bond. In this case you face Capital risk because if the market goes 
down sharply you will have less to repay your house bond. 

Since it is expected that most members will elect a pension annuity at retirement, as a general 
rule, the closer you are to your retirement age, the more you are exposed to “Capital risk”. 

 

 
You need to decide which of the above two risks is currently more important to 
you.   If you do not feel you can make this decision, then you can do either or both 
of the following: 
 

(i) Let the Trustees make the investment decision for you. The model that 
the Trustees will follow is explained in the next section of this guide; or 

(ii) Speak to an independent financial adviser who knows your financial 
circumstances. 

 
Please note that the Trustees cannot advise you – they can only provide 
information. 
 

 
 


