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Battling inflation: 
Investing perspectives
Asset managers share insights on  
managing inflation risk in retirement 
savings plans
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In June, inflation hit a 40-year high of 9.1%.2 Higher prices 
are forcing Americans to change their spending plans — 
cutting back on dining out, travel, consumer goods and other 
expenses. But inflation’s impact goes beyond spending. As 
consumers and companies confront higher costs and the U.S. 
Federal Reserve raises rates to slow inflation, inflation is driving 
outcomes across investment markets and forcing many savers 
to question their retirement plans. 

Understanding how inflation impacts both asset classes and 
strategies to manage risk can help plan sponsors reevaluate 
their retirement plan menu and help participants make more 
educated investment decisions. 

1 Empower, Empower participant survey, March 2022.

2  Bureau of Labor Statistics, "Consumer prices up 9.1 percent over the year 
ended June 2022," July 18, 2022, bls.gov/opub/ted/2022/consumer-prices-up-
9-1-percent-over-the-year-ended-june-2022-largest-increase-in-40-years.htm. 

A recent survey of Empower retirement 
plan participants found that nine out 
of 10 are concerned inflation will affect 
their finances, more than one-third of 
respondents don’t know how to best 
invest their money and four in 10 wish 
they had received financial advice earlier.1 

With this goal in mind, Empower brought four asset managers 
together to provide insights on investment strategy in an 
inflationary environment. American Funds, State Street Global 
Advisors, Franklin Templeton and Putnam Investments explain 
which investments may offer inflation protection and how to 
construct portfolios in this environment.

While there is crossover when it comes to their strategic 
approaches to managing inflation, the managers also share 
unique portfolio management philosophies, which may differ 
from their peers. These shared and differing perspectives can 
serve as considerations to further explore when evaluating 
manager strategies.
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Is your target date fund  
prepared for inflation?

Helping participants prepare for the effects of inflation is an 
important consideration for any target date fund (TDF) series.  
Capital Group, home of American Funds, offers the American 
Funds Target Date Retirement Series®. The underlying fund 
managers, subject to guidelines, have the flexibility to invest 
in securities that have the potential to be resilient to inflation, 
such as: 

• Dividend-paying stocks, whose earnings and income may 
rise along with prices for goods and services.

• Value stocks, especially in inflation-resistant industries like 
manufacturing and materials.

• Financial and utilities stocks, which may benefit from higher 
interest rates and prices charged for essential services.

• Specialty sectors like real estate investment trusts (REITs).

As prices rise, we seek to uncover companies that can sustain 
pricing power either because of the strength of their brands 
or because they provide essential services. These factors may 
provide a competitive advantage during inflationary periods. 

Of course, building wealth is just one part of the retirement 
equation. Capital preservation and income generation are 
equally important in periods of volatility. This is where the  
fixed-income portion of the glide path comes into play. 

As a potential buffer against inflationary shocks, certain 
underlying funds may use U.S. Treasury Inflation-Protected 
Securities (TIPS), securities that adjust their income levels 
based on inflationary expectations. TIPS may not be a standard 
inflationary hedge in core bond funds because they are 
not included in the Bloomberg U.S. Aggregate Bond Index 
benchmark, but they offer not only inflation protection but 
capital appreciation opportunities when inflation rises. 

Interest rate hikes are the typical policy response to inflation, 
which can stress many fixed income securities, especially higher-
yielding ones. TDFs utilizing fixed-income strategies that don’t 
chase the yield curve in pursuit of higher income may be better 
positioned against inflation risks. Furthermore, the American 
Funds Target Date Retirement Series is not as dependent on 
fixed income because of the inclusion of dividend-paying stocks.

Inflation and the glide path

Managing inflation within a glide path can be challenging.  
There should be enough equity for younger participants to build 
wealth, as well as an appropriate fixed-income allocation for 
older participants who need capital preservation. 

To pursue this goal, Capital Group takes a “glide path within a 
glide path” approach whereby equity and bond holdings evolve 
in both amount and type over time. This approach, along with 
a degree of asset class flexibility, is designed to help manage 
inflation and other investment risks. 

Target date fund  
considerations
Plan participants put a large percentage of their 
contributions into target date funds, which makes it critical 
to understand how investment managers incorporate 
inflation into their lifecycle strategies. Just as target date 
fund managers use different approaches to asset allocation, 
their approaches to managing inflation may vary, too.
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In the long-term, factors like technological advancement and 
aging demographics should keep inflation reasonably anchored 
and consistent with the U.S. Federal Reserve’s inflation 
objective. Still, the current period of heightened uncertainty is 
an important reminder that periods of high inflation are often 
unexpected. A strategic allocation to inflation-sensitive asset 
classes, specifically focused on participants in retirement, is key 
to thoughtfully managing these risks.

Equity returns have reliably outpaced inflation over the long-
term, making for a great inflation hedge for participants with 
longer time horizons. As participants approach retirement, 
priorities shift from wealth accumulation to preservation. This 
naturally leads to an increased allocation to fixed income 
in seeking to manage market volatility. But the erosion of 
purchasing power from inflation can be just as — if not more — 
impactful on the longevity of retirement assets. 

Stocks, and even more-so nominal bonds, have historically 
delivered negative real returns in periods of rising inflation. 
We have observed that the largest underperformance is often 
driven by unexpected inflation shocks — which are by definition 
difficult to predict. Inflation, as measured by the Consumer 
Price Index (CPI), is a lagging indicator. By the time inflation 
readings are high, the drivers of inflation are already rooted in 
markets. Real assets such as commodities are leading indicators 
of inflation and provide potential outperformance when 
inflation is rising due to their ability to quickly reprice to supply 
and demand dynamics and economic conditions. 

Because unexpected inflation can be as, or more, impactful 
than higher inflation, we believe a strategic allocation to a 
diversified mix of inflation sensitive asset classes that perform 

differently at different points in the growth and inflationary 
cycle is warranted. This provides diversification in all market 
environments while structurally addressing inflation risk for the 
participants that need it most. Doing so in a low-cost, index-
based framework provides transparency around objectives.

State Street Global Advisors’ (SSGA) approach

The State Street Target Retirement strategies have historically 
maintained a 26.5% strategic allocation to inflation-sensitive 
assets in retirement. Our use of a diversified mix of asset 
classes — commodities, REITs and TIPS paired with a shorter-
duration fixed-income allocation — plays a key role in 
balancing investment risks for retirees, protecting participant 
purchasing power from inflation, providing growth potential 
and addressing market volatility.

Commodities have consistently offered the highest degree of 
sensitivity to periods of high or unexpected inflation, delivering 
significant protection against inflationary shocks at a modest 
portfolio allocation. Global REITs have historically performed 
well during periods of economic growth, and offer a high 
dividend while demonstrating a strong relationship with 
inflation. We also continue to value TIPS exposure as an anchor 
to our inflation approach, addressing capital preservation 
needs while delivering a strong historical correlation with the 
CPI. Importantly, these asset classes provide diversification 
benefits — potentially improving portfolio efficiency — in 
addition to inflation protection.

The State Street Target Retirement Income Fund, which is 
comprised of 35% growth assets and 65% fixed income, 
delivers significantly higher correlation to CPI and inflation beta 
relative to a comparable mix of traditional equities and nominal 
bonds. The result is a portfolio designed to optimally balance 
key investment risks and brace investors for the challenges 
posed by higher inflation.
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Fixed-income opportunities  
in a rising-rate, inflationary  
environment

Inflation has been higher and more persistent than the U.S. 
Federal Reserve expected, and they now need to show that 
they will not let inflation get out of hand. The market currently 
expects the Fed to raise interest rates by another 100 basis 
points by the end of 2022. Capital markets are increasingly 
worried that rising interest rates will increase the magnitude 
of slowdown of an already weakening economy. Adding to 
the past two quarters of negative GDP growth from the U.S. 
economy, the International Monetary Fund forecasts U.S. gross 
domestic product growth will slow in 2022 and again in 2023.    

The combination of higher inflation expectations, rising  
interest rates and a potential economic slowdown has led to  
higher-than-usual volatility in traditionally safer fixed-income 
sectors, negating their historical role in providing portfolio 
diversification as equity values fall. However, higher yields 
across all maturities, sectors, and asset classes within fixed 
income gives active managers more options to optimize asset 
allocations.

Looking ahead

If inflation remains elevated and central banks respond with 
higher-than-expected rate increases, short-duration instruments 
could mitigate interest rate risks. High-yield bonds and floating 
rate notes are good candidates given their higher nominal yields, 
low duration and stronger relative performance versus other 
fixed-income options during rising interest-rate environments. 
These instruments have better quality and stronger 
fundamentals today than they have in the past, and unless 
economic growth falls dramatically, default rates will likely be low. 

On the other hand, if inflation and rate increases do not 
exceed current market expectations, there is a case for longer-
duration instruments. If inflation slows, rate increases are 
already priced in and the economy does not fall into recession, 
the diversification effect of longer-duration government bonds 
could return.  

What we’re watching

Globally, the interplay between the U.S and China is still 
the most important geopolitical relationship to watch, 
though differing central bank mandates across regions 
create opportunities to allocate between different countries 
to achieve noncorrelated diversification. China sits at 
approximately 2.1% inflation, a figure that has been increasing 
slowly but remains near multi-decade lows. China’s  
zero-COVID-19 policy has impacted Chinese demand and 
muted consumer inflation, and policy makers there have the 
flexibility to maintain accommodative financial conditions. 
China’s economy is also expected to slow in 2022 but then  
reaccelerate in 2023.

Emerging markets in general raised interest rates ahead 
of developed markets, so they may be able to both handle 
inflation and stimulate their economies sooner than some 
developed markets. We see many opportunities for higher yield 
and diversification within fixed income in emerging markets.  

Private commercial real estate exhibits lower volatility relative to 
stocks, higher yields relative to traditional fixed-income assets, 
and lower correlation to returns from equities and bonds. Given 
that real estate leases tend to have contractual rent increases 
that are linked directly to annual inflation rates, the asset class 
has historically acted as a robust hedge against inflation. 

Going forward, achieving a diversified portfolio will include 
discipline in maintaining a strategic long-term allocation despite 
periods of higher volatility. Expanding beyond traditional fixed-
income assets to alternatives may also be beneficial in seeking 
to enhance outcomes.  

Fixed-income perspectives 
Inflation and rising rates pose challenges for fixed-income investments. However, not all bonds respond to inflation in the same way. 
Fund managers weigh the various characteristics of bonds when building a portfolio. 

©2022 Franklin Distributors, LLC. Member FINRA/SIPC.
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Balancing protection and  
risk-adjusted returns

Despite the challenge of hedging inflation risk, future and 
current retirees need not feel discouraged. One key reason is 
that Social Security Administration (SSA) benefits are, for the 
most part, insulated from inflation risk. That’s because SSA 
benefits receive a cost-of-living adjustment (COLA) related 
to increases in the Consumer Price Index for Urban Wage 
Earners and Clerical Workers (CPI-W). Putnam research finds 
that an individual with a lifetime income stream similar to 
that of the median household could expect SSA benefits 
to contribute 35% of their ending salary.2 Assuming a 75% 
income replacement rate, the median participant could 
expect about 47% (35 ÷ 75) of their retirement income to 
adjust with inflation automatically.

Many target date managers attempt to hedge inflation with 
an allocation to assets that are expected to perform well 
in an inflationary environment. The typical assets cited are 
commodities, TIPS and REITs. Unfortunately, all of these 
assets come with additional risks that might make them a 
poor fit for a static allocation.

Commodities, for example, as represented by the S&P GSCI 
Index, have delivered less than half of the Sharpe ratio of 
stocks and bonds since the index’s inception in 1970. Even 
worse, the index has realized a negative excess return since  
it went live in 1991. 

TIPS, which benefit from principal adjustments tied to CPI, 
might seem like a better hedge, but they can still suffer in a 
rising-rate environment. For example, if break-even inflation is 
static but real yields increase, TIPS will likely suffer.  

In fact, interest-rate risk has dominated TIPS since they were 
first issued by the U.S. Treasury in 1997.

Finally, REITs are another potential hedge, but they are 
dominated by equity risk with some additional sensitivity 
to interest-rate risk. For that reason, it is hard to argue that 
they deserve a strategic allocation in a retirement portfolio 
more than any other equity sector. In fact, one could argue 
that energy sector stocks (since they are correlated to 
commodities) or healthcare sector stocks (since they are 
a better fit for retiree spending) would be a better static 
inflation hedge.

Plan participants should want a portfolio that will protect 
them from inflation risk, but they should not suffer the lower 
risk-adjusted returns or hidden risks that often come with 
common strategies for hedging inflation. In our view, the best 
hedge for inflation is a fully invested portfolio. Additionally, 
this is a strong argument in favor of active management. It 
allows for dynamic asset allocation that invests in these asset 
classes only when inflation will pose a significant threat to the 
portfolio, and therefore, should provide better  
risk-adjusted returns.

Alternative investment perspectives  
Investors may look beyond conventional stocks and bonds for inflation protection and return potential. Alternative investments 
may offer potential benefits, but these securities need to be considered in light of their total risk and return as well as their role in a 
diversified portfolio. 

Setting a path
It has been decades since investors faced today’s mix 
of high inflation, rising rates and a potentially slowing 
economy. Plan sponsors can expect participants to 
raise concerns about inflation. Understanding the 
strategies and trade-offs managers use to manage 
inflation is a key step. With everything from investment 
selection to portfolio construction, it is important 
to review plan lineups in light of changing market 
conditions. Providing education to plan participants 
can help them make informed choices, alleviate 
concerns and achieve their financial goals.  

2 Putnam Investments, Goldstein, B., “The glide path less traveled,” March 2018.
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American Funds

Investments are not FDIC-insured, nor are they deposits 
of or guaranteed by a bank or any other entity, so they 
may lose value.

Investors should carefully consider investment 
objectives, risks, charges and expenses. This and 
other important information is contained in the fund 
prospectuses and summary prospectuses, which can be 
obtained from a financial professional and should be 
read carefully before investing.

State Street Global Advisors

SSGA Target Date Funds are designed for investors expecting 
to retire around the year indicated in each fund’s name. When 
choosing a Fund, investors should consider whether they 
anticipate retiring significantly earlier or later than age 65 even 
if such investors retire on or near a fund’s approximate target 
date. There may be other considerations relevant to fund 
selection and investors should select the fund that best meets 
their individual circumstances and investment goals. The funds' 
asset allocation strategy becomes increasingly conservative as 
it approaches the target date and beyond. The investment risks 
of each Fund change over time as its asset allocation changes. 

There are risks associated with investing in Real Assets and the 
Real Assets sector, including real estate, precious metals and 
natural resources. Investments can be significantly affected by 
events relating to these industries. 

Investing in REITs involves certain distinct risks in addition 
to those risks associated with investing in the real estate 
industry in general. Equity REITs may be affected by changes 
in the value of the underlying property owned by the REITs, 
while mortgage REITs may be affected by the quality of credit 
extended. REITs are subject to heavy cash flow dependency, 
default by borrowers and self-liquidation. REITs, especially 
mortgage REITs, are also subject to interest rate risk (i.e., as 
interest rates rise, the value of the REIT may decline). 

Investing in commodities entails significant risk and is not 
appropriate for all investors.

Although the target date portfolios are managed for investors 
on a projected retirement date time frame, the allocation 
strategy does not guarantee that investors' retirement goals 
will be met. Investment professionals manage the portfolio, 
moving it from a more growth-oriented strategy to a more 
income-oriented focus as the target date gets closer. The 
target date is the year that corresponds roughly to the year 
in which an investor is assumed to retire and begin taking 
withdrawals. Investment professionals continue to manage 
each portfolio for approximately 30 years after it reaches its 
target date.

American Funds Distributors, Inc., member FINRA.

Commodities investing entails significant risk as commodity 
prices can be extremely volatile due to wide range of factors. 
A few such factors include overall market movements, real 
or perceived inflationary trends, commodity index volatility, 
international, economic and political changes, change in 
interest and currency exchange rates. 

Increase in real interest rates can cause the price of inflation-
protected debt securities to decrease. Interest payments on 
inflation-protected debt securities can be unpredictable. 

The whole or any part of this work may not be reproduced, 
copied or transmitted or any of its contents disclosed to third 
parties without SSGA's express written consent. 

All material has been obtained from sources believed to be 
reliable. There is no representation or warranty as to the 
current accuracy, reliability or completeness of, nor liability 
for, decisions based on such information and it should not be 
relied on as such. 

Diversification does not ensure a profit or guarantee against 
loss. 

Past performance is not a guarantee of future results. Investing 
involves risk including the risk of loss of principal. 

The views expressed in this material are the views of ICG 
through the period ended 8/19/2022 and are subject to 
change based on market and other conditions. This document 
contains certain statements that may be deemed forward-
looking statements. Please note that any such statements are 
not guarantees of any future performance and actual results or 
developments may differ materially from those projected.

Disclosures
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Putnam Investments 

Investing involves risk, including the loss of principal.

This material is for informational and educational purposes 
only. It is not a recommendation of any specific investment 
product, strategy, or decision, and is not intended to 
suggest taking or refraining from any course of action. It 
is not intended to address  the needs, circumstances, and 

objectives of any specific investor. Putnam, which earns fees 
when clients select its products and  services, is not offering 
impartial advice in a fiduciary capacity in  providing this sales 
and marketing material. This information is not meant as 
tax or legal advice. Investors should consult a professional 
advisor before making investment and financial decisions and 
for more information on tax rules and other laws, which are 
complex and subject to change.

Putnam Retail Management


