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Rising costs might not be as big a threat to your retirement lifestyle as you fear.
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Key takeaways

While there are no certainties right now, Fidelity professionals do have an outlook on

inflation based on market analysis and historical comparisons that is used to inform

portfolio management.

Having a diversified investment plan—and the appropriate insurance and estate

planning strategies—can help address some of your top concerns regarding rising

prices and your lifestyle and legacy.

Most economists don't foresee an extremely high level of inflation lasting for years to

come, so you don't have to drastically change your allocations if they are already

diversified.

Whatever direction inflation eventually goes, the key is having a plan that can help you

to live the life you want.

Concerns about rising inflation are everywhere.

If you're already retired and living off your investment income, you may be especially

worried, regardless of the size of your nest egg.

Will your retirement plan be able to withstand higher prices? For how long? And how high

will inflation go? Will it add to the volatility in the stock market? Will it prompt the Federal

Reserve to raise interest rates sooner than expected? Perhaps most important, will it impact



your lifestyle?

For now, even experts have more questions than answers about how high inflation will go,

and what it means for the economy—and you. That's because inflation is made up of various

components, some driven by short-term, pandemic-related factors and others that have

been long-standing, like the rise in health care costs.

"Nobody knows exactly what's going to happen because we've never been in this situation

before," says Claus te Wildt, senior vice president of capital markets strategy at Fidelity. "We

have all these factors coming together and no historical comparison. We don't know yet how

this is going to play out."

While there are no certainties right now, Fidelity professionals do have an outlook on inflation

based on market analysis and historical comparisons that is used to inform portfolio

management.

"Market indicators suggest that over the next 20 to 30 years, inflation will be somewhere

between 2% and 3%," says Jake Weinstein, a research analyst with Fidelity's asset

allocation research team. "And while there are more forces that suggest inflation could run

higher than run lower, we don't expect a return to 1970s-like hyperinflation."

Because financial plans work within ranges of possibilities, they are designed to withstand

bumps in the road. Fidelity's target asset mixes for managed portfolios currently assume

2.5% inflation when assessing retirement goals. (For more detail on Fidelity's analysis, see

our quarterly market update.)

Here's how having a diversified investment plan—and the appropriate insurance and estate

planning strategies—can help address some of your top concerns regarding rising prices

and your lifestyle and legacy.

Should I change my mix of investments?

Most retirees already have some inflation-adjusted protection through Social Security, and

some may have inflation-adjusted defined benefit pensions or annuities with cost-of-living

adjustments.

If you assume that inflation will average 2% to 2.5% in the upcoming years, your investment

goal would be to earn a return of at least that much or greater. If you think inflation is going

to go up beyond that—either temporarily or long term—you may want to consider inflation-

resistant investments for your portfolio and diversify across asset classes to help reduce

inflation risk further.

"Because most economists don't foresee an extremely high level of inflation lasting for years



to come, you don't have to drastically change your allocations if they are already diversified,"

says Naveen Malwal, an institutional portfolio manager at Fidelity's Strategic Advisers LLC.

"For example, within our clients' accounts, we currently have modest exposures to

investments that have historically done well when inflation has been rising."

Here are some options included in Fidelity managed account portfolios that individual

investors can consider:

US stocks can grow through inflationary periods, as businesses can pass on higher

prices to their customers.

International stocks can also do well, particularly when inflation is specific to the US

economy.

Real estate stocks or real estate investment trusts (REITs) may do well if higher

inflation causes the price of real assets to increase.

Investments tied to commodity prices have historically benefitted from inflation, as

demand rises for things like aluminum, copper, gas, or corn.

With bonds, you might want to think about Treasury Inflation-Protected Securities

(TIPS), which can perform well as inflation rises.

And if the inflation outlook radically shifts higher because of unforeseen circumstances? The

same strategies would still apply.

"As long as you are diversified, you'll be doing all you can to hedge risks to inflation," says

Weinstein.

Do keep in mind that diversification and asset allocation do not ensure a profit or guarantee

against loss.

Should I have more in cash or less?



Source: Fidelity analysis based on a hypothetical portfolio of $2.5 million with a drawdown of

4% that assumes no growth, taxes, or inflation for simplicity. The hypothetical is not intended

to predict or project the investment performance of any security.

If you think your retirement lifestyle is going to cost more in the future because of inflation,

your instincts might be telling you that you need more cash available for everyday expenses.

For some retirees, that cash allotmentOpens in a new window is just a few months of

spending, or maybe the amount needed yearly as a required minimum distribution from their

IRA or 401(k) accounts. For the more conservative, it could amount to a few years of living

expenses or more, depending on how they feel about the potential for withstanding a market

downturn.

But assuming you have a solid cash plan in place now, you might want to consider doing just

the opposite if you are particularly worried about inflation: Hold less cash and invest for

growth potential.

"Unless our assets are growing at the same rate as inflation or greater, we're going to feel

like we can't afford as much a few years from now," says Malwal. "Adding more to cash

could leave you more exposed if that cash is not keeping up."

Jennifer Wines, a Wealth Management Advisor for Fidelity, has a client who has kept a great

deal of his holdings in cash ever since retiring. The current inflationary environment is

making him rethink his conservative strategy, because even if the cash is not intended to

cover his living expenses, he still wants to preserve his capital with the hope of leaving the

legacy he wants to his heirs and charity.

"Nobody wants to have their purchasing power eroded—not even somebody who has

millions of dollars above and beyond what's needed to live their life comfortably," says

Wines.

How can I insure against the unknown?

Rising costs for a trip to Hawaii are one thing. Rising costs for prescription drugs and

hospital care are on another level. Health care costs have been rising faster than the rate of

inflation for years, and will likely continue to do so. Fidelity estimates that an average retired



couple age 65 in 2021 may need approximately $300,000 saved (after tax) to cover health

care expenses in retirement. And about 70% of those aged 65 and older will require some

type of long-term care services.*

Depending on your needs and your financial situation, you might want to consider long-term

care insurance. "Even if you think you have enough to cover the costs involved, you may

have to lower your standard of living or adjust what you plan to leave to heirs in order to

spend more on health care, especially if that care is going to run higher than the industry

averages," says David Peterson, head of wealth planning at Fidelity.

You might also want to assess your life insurance and disability insurance needs, especially

if you are still working in retirement in some capacity and count on that income to cover your

spending.

Will inflation limit my legacy?

Even if your personal purchasing power isn't really affected by inflation, you may still be

worried about the overall economy. If the stock market falters or the economy snags, it could

affect your overall wealth and limit what you can leave to heirs or charity.

This is the kind of worry that Viktor Misko, a vice president, wealth planner at Fidelity, is

hearing a lot of right now, with inflation worries mixed in with concerns about the markets

and the changing tax and estate planning landscape. The headlines are hard for people to

ignore, and the COVID-19 pandemic has changed people's priorities and made them worry

about all sorts of things.

"Almost every conversation begins and ends with some level of uncertainty. I focus with

clients on what we know and what can impact their own financial plans," Misko says.

Because estate planning is by nature a long-term process, there are multiple factors that

may have an impact on it, including inflation concerns. As a result, an estate plan should be

constructed in a flexible enough way so that the plan can adapt to changes while still

accomplishing a client's goals. A plan that is too restrictive may require more frequent

updating (with the associated legal expenses) or risk not being as successful as originally

intended. 

Inflationary concerns and the potential impact on the overall economic environment may

ultimately prove to be less influential than, for example, a potential change in estate tax law.

"The key is to not make short-term decisions," says Misko. "If you're worried about what lies

ahead, you can be proactive about it, and make changes that might fit a number of potential

scenarios."



Whatever direction inflation eventually goes, the key is having a plan that can enable you to

live the life you want. Working with a professional can help you find the strategy that works

for you. Your attorney and tax professional can help you consider changes consistent with

your unique situation.

* Estimate based on a hypothetical couple retiring in 2021, 65-years-old, with life

expectancies that align with Society of Actuaries RP-2014 Mortality Table Healthy Annuitants

rates projected with Mortality Improvement Scale MP-2020 as of 2021. Actual assets needed

may be more or less depending on actual health status, area of residence, and longevity.

Estimate is net of taxes. The Fidelity Retiree Health Care Cost Estimate assumes individuals

do not have employer-provided retiree health care coverage, but do qualify for the federal

government’s insurance program, Original Medicare. The calculation takes into account cost-

sharing provisions (such as deductibles and coinsurance) associated with Medicare Part A

and Part B (inpatient and outpatient medical insurance). It also considers Medicare Part D

(prescription drug coverage) premiums and out-of-pocket costs, as well as certain services

excluded by Original Medicare. The estimate does not include other health-related

expenses, such as over-the-counter medications, most dental services and long-term care.

This information is intended to be educational and is not tailored to the investment needs of

any specific investor.

Views expressed are as of the date indicated, based on the information available at that

time, and may change based on market or other conditions. Unless otherwise noted, the

opinions provided are those of the speaker or author and not necessarily those of Fidelity

Investments or its affiliates. Fidelity does not assume any duty to update any of the

information.

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.

Changes in real estate values or economic conditions can have a positive or negative effect

on issuers in the real estate industry.

"Fidelity Managed Accounts" or "Fidelity managed accounts" refer to the discretionary

investment management services provided through Fidelity Personal and Workplace

Advisors LLC (FPWA), a registered investment adviser.  These services are provided for a

fee. 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.

Keep in mind that investing involves risk. The value of your investment will fluctuate over



time, and you may gain or lose money.

Diversification and asset allocation do not ensure a profit or guarantee 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.

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.

Past performance is no guarantee of future results.

Fidelity does not provide legal or tax advice. The information herein is general in nature and

should not be considered legal or tax advice. Consult an attorney or tax professional

regarding your specific situation.
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