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Colleen Rolph: Hello, and thanks for joining us for Market Sense. I’m Colleen Rolph with Fidelity.
There’s a lot on investors’ plates these days. The brutal war in Ukraine continues, unfortunately,
and it’s affecting the economy and markets. The Fed is raising interest rates—far and fast
enough—in hopes of taming inflation without tipping the US into recession. And that inflation is
the highest it’s been in 40 years, pushing up prices for the goods and services we all buy.
So today, we’re talking about protecting your money from inflation. We’re going to look at
investment strategies you may want to consider—you may want to consider to weather soaring
inflation and what we can learn from past high inflation periods to better protect our portfolios.
To help guide our conversations, we’re back with Jurrien Timmer. He’s here with a big-picture
view of the latest world news, market conditions, and what they mean to us. And Leanna Devinney:
She’s going to cover how she and her team help build and update financial plans for people like
yourselves to weather potential storms like we’re having and to stay on track with your goals. Thank
you both for being here.
Leanna Devinney: Thank you. It’s great to be here.
Jurrien Timmer: Nice to see you both.
COLLEEN: Yeah, great to see you both. It’s been a while. So, Jurrien, I’m going to turn to you first,
so let’s start off. It’s Tuesday, April 19th, and there’s been a lot of talk about whether we’re headed
for a recession, either in the near or the long term. And it feels like the news is evolving rapidly
on this front. So can you bring us up to speed on your latest thinking on: Are we going into a
recession? And what factors are driving your perspective?
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JURRIEN: Yeah. No, it’s obviously an important question, and for a long time so the Fed has
these two mandates, right: full employment, stable inflation. And the full employment stuff is
certainly working. As we all know, the job market is very strong. And the economy, generally
speaking, is still very strong. So we don’t really see a recession on the horizon anytime soon, but
the market has flashed a few warning signals. One is the yield curve, right, the difference between
short term rates and long term rates—very briefly inverted, meaning long rates fell below short
rates. And that historically has been an indicator of recession, although certainly not—one with
various lead and lag times.
But then the other part is the inflation part. And in this chart, I show the 10 year Treasury yield.
That’s the black line. You can see how much that has gone up in recent months. And then the
yellow line is what the market expected the Fed, the Federal Reserve, to do for monetary policy
four months ago before this inflation story became so urgent. And the blue line is what the Fed
is expected to do now, in the coming years, but as a current snapshot. And you can see that the
yellow line and the blue line are totally different shapes, right? So what was the thought a few
months ago was that the Fed would gradually bring policy back to normal, right? So during the
pandemic, the Fed brought rates down to zero. It started doing asset purchases, $120 billion
a month.
And the idea was: Okay, the Fed can take its time to kind of bring policy back to neutral. And
neutral is considered about 2.5% on the Fed funds rate. With inflation becoming a much more
urgent problem—we’re at 8.5% year-over-year inflation—and even though the bottle—the supply
chain bottlenecks seem to be getting better, but now we have the war between Russia and
the Ukraine. That obviously is bringing the price of natural resources up. Now Shanghai is in a
complete lockdown because of COVID. So there are no ships going from Shanghai to anywhere
else at this point. And so this inflation problem is becoming a lot more persistent.
And what the Fed has to do: It has to kind of shock the system into, what I like to call, slaying
the inflation dragon. And in order to shock the system, the Fed needs to raise rates pretty
dramatically. And you can see that right now the Fed is expected to bring rates up to over 3%. That
is a far cry from where we were, you know, three, four, five, six months ago. So that’s what’s—the
state of play right now. And the Fed is trying to slow the economy. The Fed can’t do anything about
oil not leaving Russia or containers not leaving Shanghai, but it can try to do something about
the strong demand in the economy in order to bring inflation down. And that’s basically what it’s
doing, and it’s doing it by raising interest rates, right? You see it in mortgage rates. You see it in
Treasury yields. And through that means, they’re trying to cool the economy down enough so that
the inflation problem hopefully will dissipate. But it’s a story without a known ending at this point.
COLLEEN: Yeah, and as you said, I mean, got to look at what’s in their control. And slaying that
inflation dragon, I like that saying. So, Leanna, speaking of that, right, we’ve already mentioned
highest inflation in 40 years. We’ve already felt the pain at the gas pump with rising oil prices—
ugh. And the USDA says groceries, eating out, will get more expensive. And the price that we’re
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all paying for everyday items, as Jurrien mentioned, it rose 8.5% in March. It’s no small amount.
We all want to be protecting the money we have. So it’s understandable if investors are nervous,
given all of this. So why does inflation matter to our financial plan?
LEANNA: Yes, thank you. And 8.5% end of March—historically high—and we’re feeling and
seeing this everywhere. So it’s one of the key risks that we help our clients plan for, and it’s a critical
component to our analysis that we do. And the reason why is: Inflation impacts our purchasing
power, and it impacts the future value of our money.
So we talk a lot to our clients about protecting the lifestyle they want—and lifestyle in retirement or
the lifestyle that you want for your future retirement, so protecting your ability to spend and spend
on what you want, if it’s ability to travel, dine out, spend at the grocery store, college for children or
grandchildren. Sitting in a client meeting a couple weeks ago, a client shared one of their longerterm goals is to help their grandchildren for college. And when they went to college—they went to
a private university—it was $15,000. Now we know college is upsides of 40, $50,000. So although
we’re in a historically high inflationary period today, inflation is always a risk that we help our clients
navigate.
So there are different ways that we can combat inflation, and I know we’ll get into that later on. But
I’d just say, we may not be able to avoid inflation completely, but there are steps that we can take
to add that protection to your portfolio and start protecting your lifestyle for that future purchasing
power, and it’s just things that we can do to help mitigate some of the impact that can have on
inflation on your goals.
COLLEEN: Yeah. No, and before we get to the how to protect those plans and the steps that
you mentioned, Leanna, Jurrien, I want to turn back to you. Can you give us some historical
perspective on how these different periods of inflation have affected the markets of investors in
the long run?
JURRIEN: Yes, absolutely. So in this chart, I show kind of like the menu of basically most investable
asset classes. And I show what we think about as risk on the horizontal access, which is actually
the annualized volatility—maybe slightly different way to think about risk than what most people
would think about, which is a loss of capital, but volatility is one way to think about this. And on
the vertical axis is the annualized return. And this chart goes back 70 years, so it gives a good
representation of what the risk/return characteristics have been of various asset classes.
And the average inflation rate, historically, is around 3, 3.5%. That is the horizontal line. And, of
course, as investors, we want to be above that line, right? We want the return on our portfolios to
be positive not only in nominal terms, obviously, but also in real terms so that we are maintaining
our purchasing power. And generally speaking, the stock market is well above that line so—the
stock—equities is a good [Indiscernible 0:13:15] of inflation protection because you have growth
and you have the compounding of that growth. Bonds, historically, have been good as well, but of
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course in the last few years, they have not been. The real yield has been negative. It’s getting a lot
less negative now. And actually, the 10-year yield is now at about a zero real yield. So they tend to
be above that line, but in recent history, they have not been.
And then you get into other asset classes like commodities, which are very, very volatile. You can
see them kind of at the bottom right there. So commodities tend to not be an all-weather asset,
but they certainly are good assets during inflationary periods like we see today. So certainly in the
last, you know, couple of years, commodities have done extremely well. So the reason I’m showing
this chart is because a lot of us think in terms of a 60/40 index or model, right? You’ve got 60%
stocks, 40% bonds. And during periods of low inflation, like the last 20 years, the 40 of that 60/40
tends to have a negative correlation to the 60.
So even if bonds don’t give you a lot of yield, which they certainly don’t—although they’re
becoming more competitive almost by the day—at least they give you that insurance that if the
60 goes down, the 40 goes up. But that only tends to work during periods of low inflation. During
periods of above average inflation—and of course, the ‘70s comes to mind. I think we’re not in
the ‘70s, but periods of higher inflation tend to produce a positive correlation between the 60
and the 40.
And so what I’ve done here is I’ve highlighted the 60/40, which you can see is right on that curve,
which is kind of like an efficient frontier, right? So in other words, you’re getting a good amount
of return for an appropriate amount of risk or volatility. But then I just kind of did a back-of-theenvelope exercise. And in that 60/40, I added more value stocks, which tend to be good inflation
hedges, historically. And on the 40 side, I took out some of the bonds and put in TIPS, for instance,
a little cash, some high yield bonds, which tend to have a higher yield than treasuries and a lower
maturity, a lower duration, so that makes them a little bit more, kind of, interest rate proof, if
you will.
And I added some commodities and some gold, and you can see that that kind of inflation,
60/40—which is not portfolio, it’s just a back-of-the-envelope-index that I created—tends to
produce a little bit more volatility, but also more return. So I think when we think about inflationproofing our portfolio, I think part of the task is to just think more creatively about what goes
into 60 and what goes into 40. And obviously, folks like Leanna are very well equipped to do
exactly that.
COLLEEN: Yeah, and on that note, Jurrien, that diversification between the 60/40, Leanna, let’s
turn to you now because we wanted to talk about some of those things that investors should be
thinking about with the higher levels of inflation. And speaking to what Jurrien just said, can you
add to that?
LEANNA: Yeah, thank you. So it comes down to really looking at that investment mix as a whole
and evaluate where you stand. We put this chart up a lot, but left to right it shows the different
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types of asset allocation we have. And this is the foundation of the plans and how we work with
our clients. First, before inflation—that’s a big part of this—but it comes down to building that
portfolio that’s aligned with you, so your risk tolerance, your time horizon, the goals that you have,
your financial picture. And you can see left to right here it goes from a conservative allocation to
aggressive growth.
So we speak to the power of a diversified portfolio, and we speak often of how having that
diversification broken down between the different asset classes—you can see the colors here:
stocks, bonds, and cash. Stocks—I’ll use as an example in a moment—are the blue. But having
the diversification really helps manage and spread out the risk that we can feel, especially in
times of market volatility and the ups and downs that we can feel and see. But also the power of a
diversified portfolios does help with inflation, as Jurrien was just mentioning, combatting that over
time. So the equity component of a diversified portfolio—Jurrien just pointed out—equities will
keep pace with inflation more so than some of the other vehicles.
But we work with clients to first break down: What is most prudent for you to be in based on the
goals that you have in your financial picture? But how could we also potentially reallocate some of
the investments? We’ll say that 60/40, again, as an example. How can we break down the different
types of stocks, the different types of bonds or certain investments that we know may stand up
better than others when it comes to inflation?
Just the last thing I’d say before we break down the how: I think for those that are longer to
retirement or longer to the need to start using their money—so let’s say those are 20, 30-plus
years away from retirement—typically your growth, if it’s 70/30, 60/40, but your diversified
growth portfolio is going to keep up with inflation over time. For retirees or those in more of a
conservative investment mix, they may be exposed today to that higher inflationary risk. So adding
different types of inflationary resistant vehicles to your portfolio can help mitigate that. And then
also those in retire—who are retired today, they also benefit from things like inflationary adjusted
income, such as Social Security or defined benefit pension in addition to what your portfolio has.
But adding inflation resistant investments and diversifying across may help reduce the risk.
COLLEEN: Yeah, so I want to dig into that a little bit, Leanna, in terms of: What kinds of
investments are you actually talking about? And Jurrien had mentioned TIPS, for instance. So let
me ask you to define some of the financial terms we’re hearing—because in the headlines, there’s
a ton of things going on, and it’s a lot to take in—and then would love to hear the impact on those
closer to or in retirement, as you just said.
LEANNA: Yes. So here we bolded out the different types of inflation resistant investments. And
I know Jurrien had just listed them out on his back-of-the-envelope example, and we put these
here just to help define them. So first, there are equity investments to consider, so that could be
commodities, commodity producing equities like energy or material. There are value stocks. So
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those can be our growth stocks that often can pay a dividend. They’re the value companies we
speak on.
There’s US and international stock as well as real estate investment trusts, REITS. Those have
typically fared well in inflationary periods. A REIT—a little bit of a financial term there—but it’s a
company that owns—operates financial income producing properties, so think like apartment
buildings or hotels or retail centers that have an income stream kicking off of it. So there are six
investments. We just mentioned TIPS. TIPS stands for—and that’s a lot in the headlines—Treasury
Inflation Protected Securities. They are bonds whose principal and interest rate payments are
designed to ride along with what inflation is doing. TIPS also is a great way to help protect the
value of other fixed income portions that you may have in your portfolio.
Lastly—we talked about this—gold. So commodity historically has been an effective hedge
against extreme inflation, but we have seen that it doesn’t have the compounding returns and
through different times has been relatively flat. So that’s why I think it’s important to keep in mind,
for those in retirement or close to retirement: The fundamentals of investing go back to that
diversified portfolio and making sure that you have that healthy mix of stocks, bonds, and short
term investments. And then we can make these subtle tweaks to help reallocate the underlying
investments to be more of those inflationary resistant type of investments.
COLLEEN: Yeah, the healthy mix is really important. So, Jurrien, Leanna talked a lot about those
types of investments and a good start on equities. But let’s get to your perspective as well here.
What are you seeing? And what should investors be thinking about, given the latest market
moves?
JURRIEN: Yeah, so the market—the stock market, I think, requires a little bit of patience at this
point. There are times when there are a lot of tailwinds—it’s like being out on a boat—and there
are times when those tailwinds are not as strong or even turn into headwinds. So for instance, last
year, we had 50% earnings growth in the stock market, in part because of the rebound from the
pandemic lockdowns. On top of that, the liquidity environment was very, very ample, right? The
Fed was buying bonds. Interest rates were super low. The 10 year Treasury was at 1%. It’s now at
almost 3%. There were lots of tailwinds and the market went up a lot, right? In the last two years
until this year, the S&P was up about 116% from the lows in March of 2020.
At this point, though, earnings growth is still positive. It’s expected—we’re in earning season
actually right now and so far, so good. Earnings are expected to grow at about 10% this year. So
that’s still good. It’s not 50%, but it’s better than nothing. But the liquidity environment is—you
know, that tide is going back out. So as the cost of capital rises for everyone, it does for the stock
market or for the companies in the stock market as well. That doesn’t mean the market goes
down, but it does mean that you have less of a tailwind from earnings and you no longer have
that tailwind of valuations benefiting from an increase in liquidity. So, to me, it suggests that the
markets are going to be in a holding pattern for a while, which is actually fairly typical during
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periods when the Fed is tightening policy. So I think for investors, some patience is called for here
in the stock market.
COLLEEN: For sure. Patience is key. Well, it looks like 20 minutes has flown by pretty fast with both
of you, so thank you both, as always. And to those in the audience, if you have questions about
making a financial plan or staying on track, Fidelity can help. And you can always call us, go online,
or go to our website, download Fidelity’s app to learn more.
And again, thanks—huge thanks—to both Fidelity’s Jurrien Timmer and Leanna Devinney. Great
to see you both again. And next week, we will take a fresh look at the news, the markets, and
what’s affecting your money. Hope to see you then. And last, speaking of investments, remember
Earth Day is this Friday and the theme is Invest in Our Planet. So have a great rest of your week.
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Additional information for Asset Allocation:
Asset mix performance figures are based on the weighted average of annual return figures for certain benchmarks for each asset class represented.
Historical returns and volatility of the stock, bond, and short-term
asset classes are based on the historical performance data of various indexes from 1926 through the most recent year-end data available from
Morningstar. Domestic stocks represented by S&P 500 1926—1986, Dow Jones U.S. Total Market 1987– most recent year end; foreign stock
represented by S&P 500 1926—1969, MSCI EAFE 1970—2000, MSCI ACWI Ex USA 2001—most recent year end; bonds represented by U.S.
intermediate-term bonds 1926—1975, Barclays U.S. Aggregate Bond 1976—most recent year end; short term represented by 30-day U.S. Treasury
bills 1926—most recent year end. It is not possible to invest directly in an index. Although past performance does not guarantee future results,
it may be useful in comparing alternative investment strategies over the long term. Performance returns for actual investments will generally be
reduced by fees and expenses not reflected in these investments’ hypothetical illustrations. Indexes are unmanaged. Generally, among asset
classes, stocks are more volatile than bonds or short-term instruments and can decline significantly in response to adverse issuer, political,
regulatory, market, or economic developments. Although the bond market is also volatile, lower-quality debt securities, including leveraged loans,
generally offer higher yields compared with investment-grade securities, but also involve greater risk of default or price changes. Foreign markets
can be more volatile than U.S. markets due to increased risks of adverse issuer, political, market, or economic developments, all of which are
magnified in emerging markets.
Information presented herein is for discussion and illustrative purposes only and is not a recommendation or an offer or solicitation to buy or sell
any securities. Views expressed are as of the date indicated, based on the information available at that time, and may change based on market and
other conditions. Unless otherwise noted, the opinions provided are those of the speakers and not necessarily those of Fidelity Investments or its
affiliates. Fidelity does not assume any duty to update any of the information.
To the extent any investment information in this material is deemed to be a recommendation, it is not meant to be impartial investment advice
or advice in a fiduciary capacity and is not intended to be used as a primary basis for you or your clients’ investment decisions. Fidelity and its
representatives may have a conflict of interest in the products or services mentioned in this material because they have a financial interest in
them and receive compensation, directly or indirectly, in connection with the management, distribution, or servicing of these products or services,
including Fidelity funds, certain third-party funds and products, and certain investment services.
Investing involves risk, including risk of loss.
Past performance is no guarantee of future results.
All indexes are unmanaged, and performance of the indexes includes reinvestment of dividends and interest income, unless otherwise
noted. Indexes are not illustrative of any particular investment, and it is not possible to invest directly in an index.
The S&P 500® Index is a market capitalization–weighted index of 500 common stocks chosen for market size, liquidity, and industry group
representation to represent U.S. equity performance. S&P and S&P 500 are registered service marks of Standard & Poor’s Financial Services LLC.
You cannot invest directly in an index.
Diversification and/or asset allocation do not ensure a profit or protect against loss.
Stock markets are volatile and can fluctuate significantly in response to company, industry, political, regulatory, market, or economic developments.
Investing in stock involves risks, including the loss of principal.
Foreign markets can be more volatile than U.S. markets due to increased risks of adverse issuer, political, market, or economic developments, all of
which are magnified in emerging markets. These risks are particularly significant for investments that focus on a single country or region.
In general, the bond market is volatile, and fixed income securities carry interest rate risk. (As interest rates rise, bond prices usually fall, and vice
versa. This effect is usually more pronounced for longer-term securities). Fixed-income securities also carry inflation risk, liquidity risk, call risk, and
credit and default risks for both issuers and counterparties. Lower-quality fixed-income securities involve greater risk of default or price changes due
to potential changes in the credit quality of the issuer. Foreign investments involve greater risks than U.S. investments, and can decline significantly
in response to adverse issuer, political, regulatory, market, and economic risks. Any fixed-income security sold or redeemed prior to maturity may be
subject to loss.
High-yield/non-investment-grade bonds involve greater price volatility and risk of default than investment-grade bonds.
Dollar-cost averaging does not assure a profit or protect against loss in declining markets. For the strategy to be effective, you must continue to
purchase shares in both market ups and downs.
Increases in real interest rates can cause the price of inflation-protected debt securities to decrease.
Changes in real estate values or economic conditions can have a positive or negative effect on issuers in the real estate industry.
Value stocks can perform differently from other types of stocks and can continue to be undervalued by the market for long periods of time.
The gold industry can be significantly affected by international monetary and political developments such as currency devaluations or revaluations,
central bank movements, economic and social conditions within a country, trade imbalances, or trade or currency restrictions between countries.
Fluctuations in the price of gold often dramatically affect the profitability of companies in the gold sector. Changes in the political or economic
climate, especially in gold producing countries such as South Africa and the former Soviet Union, may have a direct impact on the price of gold
worldwide. The gold industry is extremely volatile and investing directly in physical gold may not be appropriate for most investors. Bullion and coin
investments in FBS accounts are not covered by either the SIPC or insurance “in excess of SIPC” coverage of FBS or NFS. The commodities industry
can be significantly affected by commodity prices, world events, import controls, worldwide competition, government regulations, and economic
conditions.
Fidelity Wealth Services provides non-discretionary financial planning and discretionary investment management through one or more Portfolio
Advisory Services accounts for a fee.
Advisory services offered by Fidelity Personal and Workplace Advisors LLC (FPWA), a registered investment adviser. Discretionary portfolio
management services provided by Strategic Advisers LLC (Strategic Advisers), a registered investment adviser. Brokerage services provided by
Fidelity Brokerage Services LLC (FBS), and custodial and related services provided by National Financial Services LLC (NFS), each a member NYSE
and SIPC. FPWA, FBS, and NFS are Fidelity Investments companies.
The CFP® certification is offered by the Certified Financial Planner Board of Standards Inc. (“CFP Board”). To obtain the CFP® certification,
candidates must pass the comprehensive CFP® Certification examination, pass the CFP® Board’s fitness standards for candidates and registrants,
agree to abide by the CFP Board’s Code of Ethics and Professional Responsibility, and have at least three years of qualifying work experience,
among other requirements. The CFP Board owns the certification mark CFP® in the United States.
Fidelity does not provide legal or tax advice. The information herein is general and educational in nature and should not be considered legal or tax
advice. Tax laws and regulations are complex and subject to change, which can materially impact investment results. Fidelity cannot guarantee that
the information herein is accurate, complete, or timely. Fidelity makes no warranties with regard to such information or results obtained by its use
and disclaims any liability arising out of your use of, or any tax position taken in reliance on, such information. Consult an attorney or tax professional
regarding your specific situation.
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Before investing in any mutual fund or exchange-traded fund, you should consider its investment objectives, risks, charges, and expenses.
Contact Fidelity for a prospectus, an offering circular, or, if available, a summary prospectus containing this information. Read it carefully.
Personal and workplace investment products are provided by Fidelity Brokerage Services LLC, Member NYSE, SIPC, 900 Salem Street, Smithfield,
RI 02917
© 2022 FMR LLC. All rights reserved.
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