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What is happening 
with inflation?
The economic slowdown caused by Covid-19 led to aggressive policy intervention, with 
large-scale government and central bank action driving a rapid and robust economic 
recovery. However, many investors have become concerned about the impact that such 
stimulative policy, in addition to global supply chains lagging behind surging consumer 
demand, will have on future inflation. Short-term realized inflation has spiked, with March 
2022 seeing a 8.5% increase in CPI-U (a common inflation measure) the highest year-over-
year reading in over a decade. Forward-looking forecasts are similarly high: the 10-year 
breakeven inflation rate, a market-based measure of expected inflation, reached a record 
high of 3.02% in April 2022.

As vaccine rollouts reach later stages in major economies and consumer activity returns to 
pre-pandemic levels, the Fed has maintained its commitment to let inflation run above its 
traditional 2% target, posing the question: is today’s accelerating inflation reflective of a 
transient increase or a more permanent structural shift? Within LifePath, it may not matter.

Nick Nefouse, CFA, Managing Director, is the Head of Retirement 
Solutions in BlackRock's Multi-Asset Strategies & Solutions (MASS) team 
and Head of LifePath, BlackRock's global target date fund franchise.
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Lifepath’s strategic 
approach to inflation
LifePath target date funds are designed to provide participants with consistent spending 

across a lifetime, regardless of market or inflationary environment. 

The target date in the name of the fund is the approximate date when an investor plans to start withdrawing money.  Target 

date funds are invested mainly in U.S. and global stocks early on, shifting to more conservative investments, such as bonds, as 

investors get closer to retirement. The principal value of a fund is not guaranteed at any time, including at and after the target 

date.

Given the erosive impact that inflation can have on spending, we enhanced LifePath in 2019 to more deliberately account for 

inflation at each point over an individual’s lifetime. While inflation is now making headlines, we completed this research at a 

time when inflation was far from many investors’ minds: in 2019, the average annual increase in CPI-U was 1.8%. 

LifePath allocates to inflation-hedging assets based on varying needs for inflation protection at different points in investors’ 

lifetimes. This was detailed in our 2019 research paper, Inflation and Target Date Funds: Definitive Insights into Inflation 

Hedging, which sought to quantitatively determine whether and when target date funds should explicitly allocate to inflation -

hedging assets. We found that historically, wages have typically outpaced the rate of inflation across most wage levels and time

periods, particularly for younger cohorts. 

While the paper provides a more rigorous analysis across time periods, the below chart illustrates this trend simply: the orange

line (annual average hourly earnings growth) has typically been above the yellow line (annual inflation in %). We can see that 

since 2000, wage growth has been higher than inflation 69% of the time, and wage growth (across multiple metrics) has never 

had a negative 12-month period, reinforcing the observation that wages often outpace inflation. 

Figure 1: US Wage Growth vs Inflation
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In addition to quantifying the link between wage growth 

and inflation, our research showed that most asset 

classes overcome inflation shocks given a sufficiently 

long investment horizon. This suggests that young 

investors, with long time horizons and decades of future 

wage growth, have less need for explicit inflation-

hedging asset classes. Conversely, investors 

approaching retirement have larger balances, less 

inflation sensitivity in their wages, and shorter time 

horizons until retirement. As older investors see a shift in 

wealth from human capital (future wages) to financial 

capital (financial assets), their allocation to inflation-

hedging assets should increase. The importance of 

inflation-hedging assets is highest for retirees who have 

no more wages and will begin spending from their 

savings, which are directly affected by inflation.

As a result of this research, we updated our model in 2019 

to deliberately incorporate an inflation glidepath into our 

lifecycle framework. In the US, LifePath now holds an 

increasing allocation to inflation-hedging assets near 

retirement, accessed through a diversified mix of US 

inflation-linked bonds, global real estate, and 

commodities. 

Together, these asset classes provide protection across a 

range of inflationary drivers and time horizons, as 

illustrated by the chart below, which shows performance 

of these inflation-hedging assets compared to US stocks 

and bonds across the distinct periods when inflation was 

rising in recent decades. 

Source: Bloomberg. Returns shown are cumulative. Asset classes: FTSE/EPRA NAREIT Developed TR USD index, Bloomberg Commodity Index, Bloomberg Barclays US Treasury TIPS 
Index, S&P 500 Index TR, Bloomberg Barclays US Aggregate Bond Index. All “End” dates represented 12/31 of their respective ye ars. 2022 YTD as of 31 March 2022. Past performance 
not indicative of future results. Index data provided for illustrative purposes only.  Indexes are unmanaged and it is not possible to invest directly in an index. 

Figure 2: US Inflation 1998-2022 YTD 
(Consecutive growth years highlighted)

Global Real 
Estate

Commodities TIPS US Equities US Bonds

End 1998 - End 2000 23.9% 63.9% 15.9% 10.0% 10.7%

End 2001 - End 2005 130.2% 106.7% 40.9% 16.6% 22.7%

End 2008 - End 2011 56.8% 20.4% 34.5% 48.6% 21.7%

End 2014 –End 2018 11.5% -24.0% 4.9% 38.3% 6.9%

End 2020 –YTD 2022 16.8% 46.1% 2.5% 18.5% -5.9%
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What if inflation persists?

14 LifePath target date funds and inflation

The weight of LifePath’s inflation-hedging 

asset bucket is based on not only the 

changing need for inflation-hedging 

exposure over a lifetime, but also on the 

odds of persistent high inflation. 

The US has seen low and steady inflation, with rare spikes, 

often resulting in a high opportunity cost for holding 

inflation-hedging assets, despite being valuable in 

inflationary periods such as early 2021. Given this trend, 

our US LifePath strategies hold a modest allocation to 

inflationary assets (approximately 9% at retirement). In 

contrast, as illustrated in the chart below, in Mexico, where 

inflation is higher and more volatile, LifePath holds a 

higher weight to inflationary assets (approximately 17% at 

retirement), as inflation protection is more valuable for 

Mexican investors.

Importantly, we strategically hold inflationary assets in all 

market environments, rather than aiming to predict or quickly 

react to inflation. By the time inflation strikes, it is often too 

late to adjust the strategic allocation, and some inflationary 

spikes can be temporary, so re-allocating after the fact can be 

an exercise in frustration. If inflation persistently rises or falls, 

we have the flexibility to adjust our strategic allocation to 

inflationary assets but would do so only after observing a 

persistent change. This is because inflation is often sticky: 

high inflation in one period increases the odds of inflation in 

the next, so waiting for persistence avoids the problem of 

reacting too fast, over-allocating to inflationary assets, and 

suffering as a transitory inflation spike subsides.

Inflation can be difficult to predict. Given our understanding 

of lifecycle investing and the impact inflation can have on a 

retiree’s ability to spend, we are confident that LifePath is 

designed to deliver strong outcomes by addressing the ever-

present risk of inflation.

Source: Federal Reserve Bank of St. Louis. US inflation represents seasonally adjusted CPI-U. Mexico inflation represents consumer prices for Mexico, not seasonally adjusted.

Figure 3: Average Annual Inflation by Decade

US Mexico

1960s 2.6% 2.7%

1970s 7.5% 14.7%

1980s 5.1% 69.1%

1990s 2.9% 20.4%

2000s 2.5% 5.2%

2010s 1.8% 4.0%
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Please ask your clients to consider the investment objectives, risks, charges and expenses of the funds carefully before investing. The
prospectuses and, if available, the summary prospectuses contain this and other information about the funds and are available, along
with information on other BlackRock funds, by calling 800-882-0052 or at www.blackrock.com. The prospectuses and, if available, the
summary prospectuses should be read carefully before investing. This material is provided for educational purposes only. Moreover, it
neither constitutes an offer to enter into an investment agreement with the recipient of this document nor an invitation to respond to it
by m aking an offer to enter into an investment agreement.

This material is not intended to be relied upon as a forecast, research or investment advice, and is not a recommendation, offer or solicitation to buy or sell any securities or to adopt any
investment strategy. The opinions expressed are as of 07/08/21 and may change as subsequent conditions vary. The information and opinions contained in this material are derived from
proprietary and nonproprietary sources deemed by BlackRock tobe reliable, are not necessarily all-inclusive and are not guaranteed as to accuracy. Reliance upon information in this material
is at the sole discretion of the reader.

Indexes are unmanaged, are used for illustrative purposes only and are not intended to be indicative of any fund’s performance. It is not possible to invest directly in an index. Asset allocation
and diversification strategies do not guarantee profit and may not protect against loss. Past performance is no guarantee of future results.

Investing in target date funds involves risk, including possible loss of principal. The target date in the name of the fund is the approximate date when an investor plans to start withdrawing
money. The blend of investments in each portfolio are determined by an asset allocation process that seeks to maximize assets based on an investor’s investment time horizon and tolerance
for risk. Typically, the strategic asset mix in each portfolio systematically rebalances at varying intervals and becomes more conservative (less equity exposure) overtime as investors move
closer to the target date. The principal value of a fund is not guaranteed at any time, including at and after the target date.

Diversification among investment options and asset classes may help to reduce overall volatility; however, diversification does not guarantee profit or protect against loss of principal.

No part of this material may be reproduced, stored in a retrieval system or transmitted in any form or by any means, electronic, mechanical, recording or otherwise, without the prior written  
consent of BlackRock.

The information contained in this paper may contain commercial or financial information, trade secrets and/or intellectual property of BlackRock. 

FOR INSTITUTIONAL AND FINANCIAL PROFESSIONAL USE ONLY—NOT TO BE SHOWN OR DISTRIBUTED TO THE GENERAL PUBLIC.

© 2022 BlackRock, Inc. All Rights Reserved. BLACKROCK and LIFEPATH are registered trademarks of BlackRock, Inc. or its subsidiaries in the United States and elsewhere. All other  
trademarks are those of their respective owners.

Prepared by BlackRock Investments, LLC, member FINRA.

Not FDIC Insured • May Lose Value • No BankGuarantee
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