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Inflation has always been a critical consideration in personal finance, affecting everything
from daily living expenses to long-term wealth preservation. However, in recent years, with
inflation higher than we've seen in decades, its impact on estate planning has become even

more evident.

For individuals and families looking to protect their investments, inflation presents both
obstacles and opportunities. In this article, we will explore how inflation affects estate
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planning and offer strategies to mitigate its impact, ensuring that your financial future
remains secure.

Inflation’s Impact on Estate Planning

Inflation refers to the rate at which prices increase over time. Inflation is often defined as a
broad measure, such as an increase in total prices or the cost of living in a country. In estate
planning, this means that assets intended to support beneficiaries in the future may not hold
the same value when the time comes for the transfer of wealth. For example, cash-based
assets such as savings accounts may lose significant real value as inflation rises, jeopardizing
the financial security of heirs.

Inflation can cause a rise in the cost of living, healthcare, and long-term care, increasing the
likelihood that an estate’s value will diminish during the lifetime of the grantor. Therefore, it
becomes important to protect an estate from the impact of inflation and this requires careful
asset allocation, tax-efficient strategies, and regular reviews to ensure that the estate plan
remains relevant over time.

Key Areas Where Inflation Impacts Estate Planning
1. Asset Valuation

Inflation causes the nominal value of assets to increase, but their real purchasing power may
decline. For assets like real estate, which tend to appreciate over time, inflation can boost
nominal values, potentially triggering estate or inheritance taxes if the increase pushes the
estate above tax thresholds. In contrast, fixed-income securities such as bonds may lose real
value as inflation rises, particularly if they are not inflation-protected.

2. Estate and Gift Tax Exemptions

Inflation affects estate and gift tax exemptions that are tied to inflation and modified
annually. While this provides some buffer against inflationary pressures, significant increases
in inflation could erode the effectiveness of these exemptions. A rapid rise in inflation could
shrink the real value of this exemption, exposing larger portions of estates to taxation.

It's important to consider that estate tax laws may change, and future inflation may not be
matched by increases in exemption limits. Staying updated on legislative changes and
adjusting estate plans accordingly can help ensure that heirs are not burdened by
unexpected tax liabilities.

3. Trusts and Fixed Payouts

Inflation can diminish the effectiveness of trusts, especially those offering fixed income
distributions. Trusts that provide beneficiaries with fixed annual payments may lose value
over time as inflation erodes the purchasing power of those payments, potentially leaving
beneficiaries in a weaker financial position than initially intended.

To counter this, individuals may opt for trusts with variable payouts linked to inflation or tied
to the performance of specific investments. This approach ensures that beneficiaries receive
payments that adjust with the rising cost of living, maintaining their financial security.
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4. Retirement and Long-Term Care Planning

Long-term care costs, medical expenses, and general retirement expenses are all vulnerable
to inflationary pressures. For those incorporating provisions for their future care in their
estate plans, rising costs pose the risk of depleting assets faster than anticipated, potentially
leaving less for beneficiaries. This is especially worrisome during periods of high inflation,
when healthcare expenses can increase at an even faster rate than overall inflation.

Incorporating inflation-adjusted projections into retirement and healthcare planning is
crucial to ensure adequate resources for the grantor's needs without undermining the
estate's capacity to support beneficiaries.

Strategic Approaches to Counter Inflation in Estate Planning

Given the risks inflation poses, it is essential to employ strategic measures to safeguard
wealth and ensure the efficient transfer of assets to the next generation. Here are some key
strategies:

1. Diversified Investment Portfolio

To hedge against inflation, it is important to diversify an estate’s assets across a mix of asset
classes. Real estate, equities, commodities, and inflation-protected securities are generally
more resistant to inflation than fixed-income investments. By balancing the portfolio with
inflation-sensitive investments, individuals can better protect the real value of their estate
over time.

2. Utilize Inflation-Protected Trusts

When establishing trusts, especially for long-term beneficiaries, it's important to structure
them with inflation protection in mind. Trusts that offer variable payments, such as unitrusts,
which base distributions on a percentage of the trust’s value rather than fixed amounts, can
help preserve purchasing power as inflation increases.

Additionally, incorporating a clause that adjusts payouts in line with inflation can further
safeguard beneficiaries from a declining income stream over time.

3. Review and Update the Estate Plan Regularly

An estate plan is not static; it should be reviewed and updated regularly, especially during
periods of economic volatility. Inflation, interest rates, and tax laws change over time, and
failing to adjust the estate plan accordingly can leave heirs vulnerable to financial hardship.

Annual or biannual reviews of an estate plan can ensure that tax exemptions, trust structures,
and investment strategies are aligned with current inflation rates and future projections.

4. Consider Gifting Strategies

Gifting during one’s lifetime, particularly when asset values are appreciating rapidly, can be
an effective strategy to reduce the size of an estate and avoid potential future tax liabilities.
As inflation drives up the value of assets, using the annual gift tax exclusion or leveraging

Ist Fiduciary 3| www.firstfiduciary.ng



lifetime exemption limits can help transfer wealth to heirs before further appreciation or
inflation takes hold.

Additionally, gifting appreciated assets allows heirs to benefit from long-term growth while
also reducing the potential for larger estate tax burdens later.

5. Incorporate Life Insurance

Life insurance policies can play a vital role in estate planning, particularly as a hedge against
inflation. Policies with benefits that increase with inflation or those structured to cover estate
tax liabilities can protect beneficiaries from the financial impact of inflation. Life insurance
can also provide liquidity to cover taxes or expenses, ensuring that other estate assets are
not depleted by unanticipated costs.

Conclusion

Inflation poses a significant challenge to estate planning, but with the right strategies, its
impact can be mitigated. By diversifying investments, using inflation-sensitive financial
instruments, and regularly reviewing estate plans, individuals can preserve the value of their
estates and ensure that wealth is transferred efficiently to the next generation. In an
inflationary environment, a proactive and flexible approach to estate planning is essential for
long-term success.
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Nigeria, others face severe digital skills shortage — World Bank

Nigeria and other Sub-Saharan African countries are facing a critical shortage of digital skills,
jeopardizing their ability to meet the rapidly growing demand for digital competencies expected to
surge by 2030.

READ MORE
Korean firm, Ericsson to invest $119m in Nigeria’s tech hubs, MSMEs

South Korean digital wallet service, Gluwa, and Swedish Telecoms giant, Ericsson, are among several
investors who pledged investments and partnerships worth at least $119m in Nigeria's digital
economy, health and other critical sectors.

READ MORE
Africa gets its chance to lead the Commonwealth

Africa takes the reins for the first time in 20 years, but will the new secretary-general adopt a more
assertive stance?
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