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A Important Note: Inflation 
and Rising Interest Rates 
Inflation reflects a general increase in prices 
which equates to a fall in  the purchasing 
power of money.  While inflation has declined 
from 13.3% in 1979 to 1.4% in 2020, in 2021 
it has increased to 2.5% and has become a 
topic of many conversation. 

But how does this afect you?  Does this call 
for a change in strategy? 

It is important to produce a return above the 
rate of inflation.  If I could by to buy an item 
for $100 in 2011, after ten years of 2% inflation 
the same item would cost $122 today, and 
after ten years of 5% inflation that same 
item would cost $163 today.  Therefore, if we 
do not earn more than inflation, the dollar 
amount in an account may increase, but 
the value (purchasing power) of the account 
actually falls.  For example, if we did not buy 
the above item in 2011 but instead invested 
the $100, then our investment must at least 
grow to $122 (after-tax, importantly) in order 
to be able to buy the same item in 2021.  In 
fact, if the investment did not grow to more 
than $122, we would be no better of, no richer. 
And if one earns only 2% when inflation is 4%, 
then the value of the portfolio will steadily 
decline. 

Higher inflation therefore requires higher 
returns.  Fortunately, two forces assist us in 
protecting the value of our portfolios. 

First, with an increase in inflation one usually 
sees an increase in interest rates.  The 
government fights inflation by rising interest 
rates in an attempt to cool the economy.  As 
such an increase in inflation may be ofset 
by the accompanying increase in the rate of 
interest earned on a bond portfolio.  While 

helpful, understand that there is a lag between 
when inflation rises, to when interest rates 
rise, to when one benefits from an increase 
in rates.  If one purchases a bond for say 10 
years, then the interest rate is fixed for that 
period of time and one cannot benefit from 
an increase in rates until that bond matures 
in 10 years. 

In anticipation of the possibility of 
higher interest rates our bond managers 
predominantly own short term and floating 
rate (reset periodically to capture any increase 
in rates) bonds. 

Second, stocks, real estate and other assets 
usually increase in value with inflation.  There 
are of a number of good reasons for this, most 
tied to the dynamic nature of corporations 
where they can adjust prices, operations and 
strategy.  This is best shown through some 
historical examples. 
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• From 1954-1960 inflation rose from 0% to 
1.4%, interest rates rose from 2.3% to 4.7% 
while the stock market (S&P500) rose 
207% or 17.4% annualized 

• From 1971-1981 inflation rose from 3.3% to 
12.5%, interest rates rose from 6.2% to 13.7% 
while the stock market (S&P500) rose 113% 
or 7.1% annualized 

• From 1993-1994 inflation was steady, 
interest rates rose from 6.6% to 8.8% while 
the stock market (S&P500) rose 12% 

• From 2003-2007 inflation rose from 1.9% 
to 4.1%, interest rates rose from 3.3% to 
5.1% while the stock market (S&P500) rose 
83% or 12.8% annualized 

• From 2012-2018 inflation rose from 1.8% to 
1.9%, interest rates rose from 1.5% to 3.0% 
while the stock market (S&P500) rose 131% 
or 3.9% annualized 

(Macrotrends.net May 2021) 

Inflation therefore should not be a fear of a 
stock owner over the long term. 

Conclusion 

It is very possible that the upswing in inflation 
will be short lived as the recent increase may 
only be a result of the post-pandemic pent up 
demand. Once the demand wanes over the 
coming year inflation will return lower. 

However, even if inflation is here to stay, I am 
comfortable that our investments (stocks and 
bonds) are well positioned, and that there is 
no need to change our strategy. 

Market Update – May 2021 
May was a mixed month with most asset 
classes only rising a little. 

In general, the markets posted positive news 
and results. The current market and economic 
environment are excellent. Earnings and 
sales momentum are accelerating, not 
decelerating. The economic recovery is 

robust (the Atlanta Fed now anticipating 11% 
average annual GDP growth in the second 
quarter). Governments appear committed to 
keeping key interest rates low through 2023. 
Consumers appear to be increasing their 
spending, and job growth is strong. 

At this moment most statistics are strong and 
things look great. 

But always remember that the stock market 
is a forward-looking mechanism. As such, 
this current wonderful time is the reason the 
markets rose so much over the past 6 months. 
Conditions may remain wonderful for a period 
of time but the market will move depending 
on how it believes the next 6 months to a year 
will look. 

My conclusion remains that same as always: 
focus on the longer-term. Strong environments 
come and go and there is no telling how long 
this one lasts. Instead, remember that your 
portfolio is positioned to return what you need 
to meet your long-term goals. That is the only 
objective that truly matters. 

We are cautiously positive in the short term, 
and positive in the medium and long term. 
We continue to hold our positions and invest 
cautiously. 

For the Month, the bond market was up 0.6%, 
the Canadian market up 3.3%, the US market 
was down 1.6%, International markets were 
up 0.1%, the Emerging markets were up 0.7%, 
the Real Estate market was up 0.36% and 
the preferred market was up 2.9%. (Reuters 
5/31/21) (1) 

Year-to-date, the bond market was down 4.5%, 
the Canadian market up 15.3%, the US market 
was up 7.2%, International markets were up 
11.3%, the Emerging markets were up 3.3%, 
the Real Estate market was up 16.9% and 
the preferred market was up 14.2%. (Reuters 
5/31/21) (1) 

Have a great month and let us know if there is 
anything we can do for you, 

- Meir 

https://Macrotrends.net
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1. Indexes shown 
Bonds FTSE Canada Universe Bond Index 
Canadian Equity - S&P/TSX 60 Index 
US Equity – S&P 500 
International – MSCI EAFE Index. 
Emerging Markets - MSCI Emerging Markets Index 
Real Estate -  Dow Jones® Global Real Estate Index 
S&P/TSX Preferred Share Index 
The information contained herein has been provided by Meir J. Rotenberg, Vice President and Investment Advisor and is for information purposes only. The information has been drawn 
from sources believed to be reliable. The information does not provide financial, legal, tax or investment advice. Particular investment, tax, or trading strategies should be evaluated 
relative to each individual’s objectives and risk tolerance. 
Certain statements in this document may contain forward-looking statements (“FLS”) that are predictive in nature and may include words such as “expects”, “anticipates”, “intends”, 
“believes”, “estimates” and similar forward- looking expressions or negative versions thereof. FLS are based on current expectations and projections about future general economic, 
political and relevant market factors, such as interest and foreign exchange rates, equity and capital markets, the general business environment, assuming no changes to tax or other laws 
or government regulation or catastrophic events. Expectations and projections about future events are inherently subject to risks and uncertainties, which may be unforeseeable. Such 
expectations and projections may be incorrect in the future. FLS are not guarantees of future performance. Actual events could difer materially from those expressed or implied in any FLS. 
A number of important factors including those factors set out above can contribute to these digressions. You should avoid placing any reliance on FLS. 
Index returns are shown for comparative purposes only. Indexes are unmanaged and their returns do not include any sales charges or fees as such costs would lower performance. It is 
not possible to invest directly in an index. 
Commissions, management fees and expenses all may be associated with investments in exchange-traded funds (ETFs). Please read the prospectus or summary document(s) before 
investing. ETFs are not guaranteed, their values change frequently and past performance may not be repeated. ETF units are bought and sold at market price on a stock exchange and 
brokerage commissions will reduce returns. ETFs do not seek to return any predetermined amount at maturity. Index returns do not represent ETF returns. The indicated rates of return are 
the historical total returns for the periods including changes in unit value and reinvestment of all distributions and do not take into account redemption, commission charges or income 
taxes payable by any unitholder that would have reduced returns. Past performance may not be repeated. 
Links to other websites from this document are for convenience only. No endorsement of any third party products, services or information is expressed or implied by any information, 
material or content referred to or included on, or linked from or to this Website. 
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