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Jim Armstrong: Hello, and welcome to Market Sense. Thanks for joining us today. I’m Jim 
Armstrong with Fidelity. So inflation is officially here from cars to computers, from groceries to gas, 
prices are on the rise. And though we don’t know for sure whether or for how long this surge in 
prices might continue, we do know they can take a toll on your investments, especially for those of 
us with fixed income investments like bonds.

So today’s conversation will address the concerns that we’re hearing from customer across the 
board about rising rates. And we’ll also discuss ways that you might be able to reduce the risk 
that inflation poses to your portfolio. So to have that conversation, we are very happy to welcome 
Jurrien Timmer to the discussion. He’ll be talking about his ongoing work studying the markets 
and the economy at large.

And we’re also really excited to welcome Ashley Tran to the team today. She’ll be with us this 
week and hopefully, for the next few weeks talking about how she and her team of Fidelity 
representatives help their customers navigate complicated topics like inflation. Ashley, Jurrien, 
thanks for being here today.

Ashley Tran: Thanks for having us. 

Jurrien Timmer: Great to see you guys. 

JIM: Yeah. For sure. Let’s start with you, Jurrien. Today’s Tuesday, July 27th. You know, I always 
say, there’s been so much that happened in the past week. And again, that’s true from Tuesday to 
Tuesday. There’s a lot to catch us up on. I thought maybe we could kick off today’s conversation 
looking at it through the lens of earning season, right, when companies report how well they did 
in the last three months. I’ll leave it for you to tell us, Jurrien. But it sounds like a pretty good story, 
overall.  
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JURRIEN: Yes. So we are well into earnings season now—about two weeks in. 151 out of the 500 
S&P companies have reported. And so far, 87% of them are beating estimates by an average 
of about 18 percentage points, so a very, very impressive result. Actually, I’m actually a little bit 
surprised how good the numbers are, not that I wasn’t expecting good numbers. But you know, 
the first quarter earning’s season was completely a blowout season. And I figured analysts would 
be incorporating those positive surprises into their estimates for the second quarter. And I’m sure 
they have. But the second quarter is an equally blowout quarter. The earnings estimate—the 
growth estimate for the second quarter versus a year ago is now at plus 73%. And a lot of this is 
what we call the base effect. The numbers a year ago were imploding because of the lock downs. 
And we see that kind of with the inflation numbers as well. The base effect is a very important 
mathematical thing. 

But nevertheless, the earnings numbers are really strong. This chart here shows the year-over-year 
change in the estimate for the calendar year 2021. And that’s already at 40.5% as compared to 
a year ago where it was minus 22%. So it just shows the reopening, the recovery of the economy 
after the lock down and hopefully we are done for good with those. But we do have the delta 
variant right now so unknown how much that will play a role in the coming months. But so far, 
you know, earnings growth has been very, very strong and that provides obviously a very good 
underpinning for the stock market, which is a little bit wobbly right now. Today the market is down. 
Last week we had kind of a scare where the market was down a couple of percent. It came right 
back. 

But the markets are kind of trying to navigate what the delta variant means and also how eager 
the fed’s going to be to start normalizing policy. So we’re in that typical period in between early 
and midcycle where the fed tries to normalize policy and there’s a lot of back and forth in terms of 
what the markets can handle. And so that’s kind of what’s going on right now. But the fundamental 
underpinning in terms of earnings is rock solid right now.

JIM: Comforting, I think, to hear you refer to it as typical because on a day to day basis, if we 
look at the markets, it can feel a little bit hair raising at the least. So let’s talk more about inflation 
in specific now, Jurrien—the topic of the day—maybe through the lens of all the money in the 
current economy that’s, as we say, uninvested, just kind of sitting out there perhaps in savings 
accounts or checking accounts. Again, it’s quite a big number.

JURRIEN: Yeah, and it’s really interesting to see, actually. In this chart you see assets in money 
market mutual funds right now. That’s the top line there. And you see it’s still four and a half trillion 
dollars. That’s a lot of money. And it’s almost as much as was sitting on the sidelines 16-months 
ago. At the lows in March of 2020, the market is up 101% from that point. And there’s still almost 
the same amount sitting on the sidelines. Even though money has been going into the markets, 
as we would expect, you see in the bottom panel there’s 757 billion flowing into stock, funds and 
ETFs, 621 billion into bond funds and ETFs, but still a local of money on the sideline.
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And I think what we’ll see from this conversation today is the need to have our money work for us, 
to be productive and not sit there. And sitting in cash can be a very productive thing when you’re 
getting paid to do so, right? But right now, interest rates are zero so you’re not getting paid to do 
that. And inflation is running, right now at least, at over 5%. So people sitting in cash are literally 
losing purchasing power. 

So, you know, it’s important to keep our money working. One little caveat that I should mention 
on this chart is that four-and-a-half trillion today has a lot less purchasing power in terms of buying 
stocks with that cash than it did 16 months ago. 16 months ago, the market value of the S&P 500 
was $19 trillion, which means that that four-and-a-half trillion was a quarter of the market’s value, 
and therefore, you could do a lot with that money. Today the market value is almost $40 trillion 
and so that four and a half trillion is barely 10, 11% of the market’s value. So that four-and-a-
half trillion goes a lot less than it did a year ago, but still, it’s still a big pile of cash doing basically 
nothing. 

JIM: Four-and-a-half trillion doesn’t buy what it used to, I guess. 

JURRIEN: Exactly. 

JIM: Ashley, eager to bring you into the conversation now because it just strikes me. Until very 
recently, inflation has almost kind of been a non-issue for a lot of investors, or at least, that’s sort 
of the mindset they’ve had. Inflation was so low I would imagine that folks on your team must 
have had maybe a little bit of trouble reminding people that inflation is even something that they 
should be sort of keeping in mind as they make their investment plans.

ASHLEY: Yeah, absolutely. And thank you again, Jim for having me here, very happy to be here. 
And you’re right. We see a pretty broad spectrum across our customers. Some are concerned 
or even fearful about this period of inflation and how it will impact their investments as they near 
milestones like retirement or big life events. And some customers are just so anxious to get out 
and about again, their only concern is how many more cruises can I book out in the next year. But 
either way, the topic has been coming up with customers everyday for me and my team.

And as you mentioned earlier, especially with those—that hold bonds or fixed income in their 
portfolios. So when we talk to our customers about inflation, it is really important to have them 
understand how rising prices can make the bonds with fixed income payments less valuable. And 
I would second what Jurrien mentioned earlier, that lies in what we call purchasing power. And for 
those of you who are not familiar with purchasing power, let’s say you buy a bond that’s paying you 
3%. If inflation is at 5%, the value of your growth will keep that value of your dollar less. So if your 
dollar is decreasing at a faster rate than your interest, you’re losing. And I keep in mind it might be 
wise to keep enough cash on hand for an emergency fund, let’s call it, 3 to 6 months of expenses. 
But keeping too much in cash means inflation is just eating away at that money. 
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JIM: And so let’s get down to some of the strategies that investors, folks watching right now, can 
think about using if they are concerned about inflation. One of the things you were going to talk 
about is something called TIPS, treasury inflation protected securities. So at super high level, 
what can you tell us about why TIPS, T-I-P-S, might be a good option for somebody who, again, is 
worried about inflation?

ASHLEY: Yeah. Absolutely. And this is the time period where investors try to get a little bit creative 
with, you know, what can buy that can benefit us during this time. So high level, TIPS are intended 
to help reduce the risk that inflation poses to a bond holder. TIPS are simply bonds with interest 
payments that are designed to rise when inflation does. 

So similar to many bonds, they’re available in five year, 10 year, 30 year maturities. They have very 
little default risk as they’re backed by the federal government. You can buy them right from the 
US Government at auction. You can buy them from the Fidelity website or even in the secondary 
market from someone who already owns one and is looking to sell. So this all probably seems very 
good and you may be thinking what’s the catch here? It’s going to help rise with inflation. Well 
that possible inflation protection does come with a price. And they do tend to be a little more 
expensive than conventional treasury bonds. 

JIM: And I do want—that’s a great explanation, and I’d love to ask you how TIPS work. I know that’s 
a question that can get really wonky and really weedy in a hurry. So at a high level, how would you 
explain how this security works? 

ASHLEY: Of course. So to keep it as simple as I can, like I mentioned, TIPS are meant to keep 
pace with inflation thanks to an adjustment in the principal amount. So let’s say, for example, you 
invest $10,000 in TIPS, paying 1% interest. Every six months, that principal is adjusted based on 
inflation. If inflation goes up, your principal amount goes up to match that. You’ll get semi-interest 
payments based on the higher principal. And when the TIPS mature, you’ll get either your original 
$10,000 back or the adjusted principal, whichever is higher. 

Once again, all seems very good. So a few things to know. The adjustments to your principal 
amount can also trigger federal taxes even though you don’t actually get that money as income. 
So if TIPS are something that you are considering or you feel like may benefit your portfolio, always 
wise to check with the tax professional. And they do have interest rate risk just like Treasuries. 
When interest rates rise, the price of bonds themselves are likely to fall. So keep those things in 
mind as well. 

JIM: Got it. Thank you for that. And I know you have a couple of other—several other investment 
ideas for folks who might be worried about inflation. And we’ll get to those in a moment. But first, 
I wanted to back to you, Jurrien, just for a little bit more context about this. I think it’s probably one 
of the biggest questions of the day that people have. How long will today’s inflation last? Is it likely 
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to be more transitory, kind of short lived? Or is it more structural, longer term? How would you 
answer that question? 

JURRIEN: I mean, that is the big existential question right now. I think the market and again, 
actually, as Ashley mentioned, the TIPS market actually has become a very important barometer of 
what people, the collective consciousness of the market believes is going to happen to inflation. 
So when you dissect the TIPS market, you can derive the expected inflation rate from the pricing, 
right, when you subtract the yield on TIPS versus the yield on nominal treasuries. And what’s 
interesting is that the market and the fed seem to agree that inflation’s going to be transitory, right? 
So one—the big narrative from the federal reserve is that, you know, we’re not worried. We’re 
not going to slam on the brakes and start raising rates because even though the CPI is rising at 
5.4% year-over-year right now, we think that is just the result of supply chain bottle necks. Again, 
the same base effect that I mentioned earlier, right? So a year ago, the CPI was very depressed 
because of the lock downs and then any increase really kind of   it almost overstates the amount of 
inflation. 

And so when you look at what’s priced in the TIPS market right now, the TIPS market expects 
inflation to be around 2.2%. So that’s less than half of what the actual CPI is. And I think, you 
know, that’s another way of saying that the market expects that inflation number to come down. 
So inflation in a way, it’s always transitory on a rate of change basis because that is moving up 
and down. But what’s really the big question is structurally underneath that are we building—you 
know, are we sowing the seeds for a more structural inflation? And that’s a really hard question to 
answer, right, because if look at this chart, you look at policy decisions, right? 

The sheer size of the deficits and the amount of debt that’s being created, all the fiscal programs, 
the fed is essentially monetizing those programs by doing all of this quantitative easing, $120 
billion per month including TIPS by the way. And actually, a little trivia, the fed owns about 28% 
of the TIPS market. So that’s kind of how big the central bank is looming here. So as inflationary 
as that is, and you look at rent, we know what’s happened to real estate prices. We see what’s 
happening in the labor market, right? Over 9 million job openings, but they’re not being filled 
even though there are 8 million people unemployed. And so does that create wage inflation? 

So there are a number of reasons to expect maybe some structural inflation to come out of this 
period. But on the other hand, you know, you look at that yellow line running through that panel 
of the bond yield in the chart, that’s the five year growth in the labor force. In other words, that’s 
the demographics of an aging population. And that, in my view, is pretty profoundly deflationary. 
And on top of that, you have technological innovation, globalization. So to me, it is not a foregone 
conclusion that we’re going to have structural inflation. I think there are always pros and cons to it.

And you look at Japan, which in many ways, is many years ahead of us on the demographic, 
you know, trend. They have no inflation there, even though the bank of Japan, its balance sheet 
is 130% of GDP, whereas in the US, the fed is only at 36%. So the Japanese have printed far 
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more money than the US has and they still have no inflation. So it’s a tough question but from 
my perspective, and I think Ashley’s as well, considering TIPS as one of the building blocks in a 
portfolio is perhaps a very good way to have some insurance, just in case inflation does become 
structural. 

JIM: So Ashley, let’s talk about then maybe some other building blocks or strategies, thoughts 
investors might want to have in their minds if in fact, they are, again, concerned about inflation and 
how to build a portfolio that accounts for it. What would you say? 

ASHLEY: Yeah. Absolutely. It’s interesting you say building blocks. And I mentioned earlier, 
investors are getting creative. Many people who are feeling very uncomfortable during this time of 
inflation are people that have a very high cash concentration. So before we get into any specifics, 
I would say, underneath everything, diversification will be key in times like these and really at any 
time. We do believe that having an efficient diversification plan across the three primary asset 
classes: stocks, bonds, cash. That is the best way to lower a portfolio’s risk while maintaining its 
expected return potential. So as investors get creative here, I would encourage those to consider 
the opportunity that stocks could provide to you at times like these. They can serve as an effective 
hedge against inflation, including international stocks. 

International stocks could be an option because they offer opportunities to diversify at reasonable 
prices. Typically, their stock prices are lower relative to those of US stocks. And here’s a fun 
fact for you. Over the past 16 years, stock markets from 12 different countries have taken turns 
claiming the title of best performing market. That divergence of performance really demonstrates 
why exposure to international stocks may nearly always provide diversification to your portfolio. 
And more recently, as many countries have recovered strongly from the unprecedented global 
recession, many companies and industries present great opportunities for growth and value 
investors.

I would also encourage others to think of value stocks. Historically, value stocks have been 
overshadowed by growth stocks. And sometimes, just like the concept of inflation, we need a 
reminder that they can provide potentially better than expected performance, particularly in an 
inflationary environment. 

So we think about the past year. And while government stimulus and welfare spending is helping 
drive consumer demand for goods and services, capital spending is rising to meet that increased 
demand. So to meet demand and comply with new regulations, companies are spending money 
to reconfigure their existing plans, their equipment, their processes. And stocks of these types of 
companies are usually classified in that value category. And history shows they’ve tended to do 
well when inflation ticks higher. So value stocks may offer more opportunity for stronger returns 
than many investors realize and can help you diversify the portfolio. So overall, I would encourage 
everyone to, you know, revisit your asset allocation. Make sure your investments are in line with 
your life and your goals right now. 
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Ask yourself: do I need to rebalance, especially now that our dollars have less spending power? 
And that’s something that you can take time. You can do that alone. You can do that with someone 
here at Fidelity. We have certified financial planners that are happy to help. The big idea is just to 
make sure your investments are working to help you meet your goals, they’re appropriate for your 
age, and sensitive to how much risk you want to take on. And I’ll leave you with one quick story 
that I heard. We have a couple that’s been working with one of our certified financial planners for 
many years now—great couple. They have a son and they love to travel and leave their son Joey at 
home. He’s 26. So Joey’s fine by himself.

JIM: [Laughter]

ASHLEY: But towards the beginning of the pandemic, they realized, hey, maybe we need to sit 
down and reevaluate what our portfolio looks like. So we took a look at the current economic 
environment, their asset allocation. And over the year, their portfolio has had a higher expected 
return than they had estimated by about 3%. So they took that 3%. They threw that cash on their 
personal balance sheet. And now, they’re taking Joey to Spain when they go on their next trip. So 
all in all, always a good time to revisit the asset allocation and make sure you have a good plan in 
place. 

JIM: I think I wouldn’t move out either, Joey. Good for you. If there were free trips to Europe on 
the offhand, I’d say, yes, please. Oh, that’s great. Thank you for that story. Thank you both for 
making time for being with us here today. And again, for our viewers thank you for watching. Just 
a reminder that if you need help with your financial planning or if you have questions on how 
Fidelity can help you, you can visit our website, download our app, and continue to learn more 
about the topics we covered today. And about a lot more, whatever questions you may have, you 
can also explore our planning solutions via those opportunities as well. Again, huge thanks to 
Fidelity’s Jurrien Timmer and Ashley Tran. And hope to see you next week. 



F I D E L I T Y  W E B C A S T  S E R I E S

T R A N S C R I P T  F i d e l i t y  V i e w p o i n t s ® :  M a r k e t  S e n s e  pg 8



F I D E L I T Y  W E B C A S T  S E R I E S

T R A N S C R I P T  F i d e l i t y  V i e w p o i n t s ® :  M a r k e t  S e n s e  pg 9

Information provided in this document is for informational and educational purposes only. 
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.
Indexes are unmanaged. It is not possible to invest directly in an index.
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.
Treasury securities typically pay less interest than other securities in exchange for lower default or credit risk. Treasuries are susceptible to 
fluctuations in interest rates, with the degree of volatility increasing with the amount of time until maturity. As rates rise, prices will typically 
decline. 
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 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.
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.
Changes in real estate values or economic conditions can have a positive or negative effect on issuers in the real estate industry.
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.
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.
© 2021 FMR LLC. All rights reserved.
923295.73.1


