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Manulife Dividend Income Class Series Adv MMF18445 Morningstar Analyst Rating
—

NAV $ NAV Day Change % Yield TTM % Total Assets $ Status Min. Inv. Load MER Morningstar Rating TM Category Investment Style

15.98 ]0.10 | 0.64 1.57 63 Open $500 Multiple 2.36% QQQQQ Canadian Dividend
and Income Equity

7 Large Growth

Growth of 10,000 03-21-2012 - 06-23-2016

9K

12K

14K

17K

2012 2013 2014 2015 2016

Manulife Dividend Income
Class Series Adv $16,758.00
Canadian Dividend and
Income Equity $13,271.35
S&P/TSX Composite TR
$12,941.40

Investment Strategy

The Fund seeks to provide a combination of income and capital appreciation by investing primarily in a diversified portfolio of
Canadian dividend paying common and preferred equity securities. The Fund may also invest in real estate investment trusts
(REITs) and royalty trusts.

Performance

YTD 1 Mo 1 Yr 3Yr Ann 5Yr Ann 10Yr Ann

* Currency is displayed in CAD

Top Holdings 04-30-2016
Weight % Last Price Day Chg % 52 Week Range

T Manulife Dividend Income Adv 100.06 13.15 CAD 0.64 ] 11.46 - 13.38

% Assets in Top 5 Holdings 100.06

TIncrease YDecrease RNew to Portfolio

Top Sectors 05-31-2016
Fund 3 Yr High 3 Yr Low Cat Avg

p Industrials 21.66 21.66 9.59 8.96

s Consumer Defensive 13.84 19.68 13.84 4.84

y Financial Services 13.41 18.15 13.41 33.72

u Real Estate 11.02 11.63 11.02 6.21

t Consumer Cyclical 10.47 12.60 9.57 5.30

Fund Cat Avg

0 10 20 30 40

Dividend and Capital Gains Distributions
Distribution
Date

Distribution
NAV

Long-Term
Capital Gain

Short-Term
Captial Gain

Return of
Capital

Dividend
Income

Distribution
Total

04-29-2016 15.58 0.0000 0.0000 0.0000 0.1400 0.1400
11-20-2015 15.03 0.0000 0.0000 0.0000 0.1100 0.1100
04-30-2015 15.51 0.0000 0.0000 0.0000 0.1900 0.1900
04-30-2014 13.49 0.0000 0.0000 0.0000 0.0000 0.0000
04-30-2013 11.44 0.0000 0.0000 0.0000 0.0800 0.0800

Morningstar Risk Measures

Risk vs. Category Low

Low Avg High

(385)

Return vs. Category None
(385)

Pillars

Process — —
Performance — —
People — —
Parent — —
Price — —

Rating .

Style Map

Deep
Val

Core
Val

Core Core
Grow

High
Grow

Micro

Small

Medium

Large

Giant Weighted Average
of holdings

75% of fund’s stock
holdings

Asset Allocation 05-31-2016

%
Net

%
Short

%
Long

Cash 15.16 2.21 17.37
Canadian Equity 61.50 0.00 61.50
U.S. Equity 18.08 0.00 18.08
International Equity 0.00 0.00 0.00
Fixed Income 0.14 0.00 0.14
Other 5.13 0.00 5.13

Management
Start Date

Alan Wicks 03-23-2012
Conrad Dabiet 03-23-2012
Jonathan Popper 03-23-2012

Release date 06-24-2016

©2016 Morningstar. All Rights Reserved. Unless otherwise provided in a separate agreement, you may use this report only in the country in which its original distributor is based. Data as originally reported. The
information contained herein is not represented or warranted to be accurate, correct, complete, or timely. This report is for information purposes only, and should not be considered a solicitation to buy or sell any security.
Redistribution is prohibited without written permission. To order reprints, call +1 312-696-6100. To license the research, call +1 312-696-6869. ß
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Manulife Dividend Income Class Series Adv MMF18445

Performance

Growth of 10,000 05-31-2016

5k

10k

15k

20k MMF18445
Category
 Canadian Dividend and Income Equity
Index S&P/TSX Composite TR

_ _ _ _ _ _ _ & & & * Performance Quartile

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 YTD History

— — — — — — — 24.41 18.87 -1.10 8.71 MMF18445
— — — — — — — 12.99 10.55 -8.32 9.46 S&P/TSX Composite TR
— — — — — — — 16.95 8.49 -5.35 7.96 Category (Canadian Dividend and

Income Equity)
— — — — — — — 11.42 8.32 7.21 -0.76 +/- S&P/TSX Composite TR
— — — — — — — 7.46 10.38 4.25 0.75 +/- Category (Canadian Dividend

and Income Equity)
— — — — — — — — — — — Income CAD
— — — — — — — — — — — Capital Gains CAD
— — — — — — — — — — — Net Assets CAD Mil
— — — — — — — 8 4 24 37 % Rank in Category
— — — — — — Canadian

Dividend
and Income

Equity

Canadian
Dividend

and Income
Equity

Canadian
Dividend

and Income
Equity

Canadian
Dividend

and Income
Equity

Canadian
Dividend

and
Income
Equity

Fund Category

Trailing Total Returns

Tax Analysis 05-31-2016

1 Mo 3 Mo 6 Mo YTD 1 Yr 3 Yr 5 Yr 10 Yr 15 Yr Since Incpt.

Pretax Return 1.97 9.23 7.22 8.71 4.41 12.38 — — — 12.94
Tax-adjusted Return 1.97 8.74 6.75 8.22 3.57 11.69 — — — 12.34
% Rank in Category 58 57 17 35 8 4 — — — —
Tax Cost Ratio — — — — 0.80 0.62 — — — —

Release date 06-24-2016

©2016 Morningstar. All Rights Reserved. Unless otherwise provided in a separate agreement, you may use this report only in the country in which its original distributor is based. Data as originally reported. The
information contained herein is not represented or warranted to be accurate, correct, complete, or timely. This report is for information purposes only, and should not be considered a solicitation to buy or sell any security.
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Manulife Dividend Income Class Series Adv MMF18445

Performance

Quarterly Returns

MMF18445 S&P/TSX Composite
TR

Cat (Canadian
Dividend and Income

Equity)

2016 Q1 5.13 4.54 4.21

2015 Q4 1.09 -1.40 0.40
Q3 -2.82 -7.86 -5.77
Q2 -1.95 -1.63 -1.88
Q1 2.67 2.58 1.48

2014 Q4 5.47 -1.47 -0.91
Q3 4.61 -0.59 -0.20
Q2 3.24 6.41 4.95
Q1 4.37 6.06 4.46

2013 Q4 7.09 7.29 7.61
Q3 4.77 6.25 4.47
Q2 1.30 -4.08 -1.60
Q1 9.46 3.34 5.33

2012 Q4 3.67 1.72 2.59
Q3 3.49 7.02 4.10
Q2 -2.10 -5.67 -3.24
Q1 — 4.39 4.49

Release date 06-24-2016

©2016 Morningstar. All Rights Reserved. Unless otherwise provided in a separate agreement, you may use this report only in the country in which its original distributor is based. Data as originally reported. The
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Redistribution is prohibited without written permission. To order reprints, call +1 312-696-6100. To license the research, call +1 312-696-6869. ß

®

Page  3  of  3



 

 

Sell in May and go away - Investing is like soap, the 
more you touch it, the smaller it gets 
 

In general, life is chaotic.  However, within our chaotic lives, 
there are aspects that we can count on regularly which include 
Christmas holiday music starting in early November, fans of the 
Toronto Maple Leafs planning the Stanley Cup parade route in 
September, and in April feeling sick to our stomachs when filing 
our taxes.  In the financial world, in May it can be guaranteed 
that major financial networks will publish “Sell in May and go 
away” articles, and as a result, our group will receive countless 
questions regarding the validity of this seasonal trade.  And so, 
here is ours. 
 
Sell in May and go away, also known as the Halloween indicator is one of the most well 
recognized seasonal trade strategies.  It theorizes the strategy of investors selling their 
equity portfolios on May 1st and allocating the proceeds into cash and then buying back 
those stocks again after Halloween.  While the origins of Sell in May and go away are 
unknown, it is rumored to date back to old England, when the stock brokers would go on summer vacation in May and not 
return until September. The original saying was, "Sell in May and go away, do not return until St. Leger's Day." The final 
horse race of the season happened on St. Leger's Day and the old time stock brokers didn't bother getting back to work 
until the racing season had ended. The market in those days was pretty flat over the summer months. 
 
Advocates for Sell in May and go away state that since 1950 the returns for the May to October period on average are 
lower than the six month period between November and April.  As a result, if investors were able to avoid the May - 
October period, their portfolio returns would be higher than a simple buy and hold strategy.  Sell in May and go away has 
gained credibility among investors given the number of infamous stock market declines that have occurred during the May 
through October period including Black Monday in 1987, the post-Lehman crash of 2008 and the correction in August 
2011 which followed the downgrade of the US government debt rating.     
 
This year, the rally in risk assets in May have believers of Sell in May and go away on edge. International, Canadian and 
US equities (as measured by the MSCI World Index (USD), S&P/TSX Index (CAD), and S&P 500 (USD) respectively) 
were all positive for the month of May. US stocks led the way with a price return of 1.5%, outperforming the historical 
median monthly return for May of 0.8% (see chart below).  

 
With all this in mind, should you have sold in May or continued holding your portfolio?  Our team is always quite skeptical 
with any seasonal trade theories since you can always find outliers.  That being said, we decided to humour ourselves 
and dig deeper.  We analyzed returns for a portfolio that adhered to Sell in May and go away relative to a conventional 
buy and hold strategy.   
 

INVESTMENT 
NOTE 
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This Investment Note 
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Macan Nia, Sr. Investment 

Strategist, Capital Markets & 

Strategy, Manulife 

Investments 
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What we found was as expected, that investors are much better off with a buy and hold strategy over the long run as the 
table below highlights.  Since 1950, the compound annual average gain of the S&P 500 Index (not including dividends) 
was 7.5% in US dollar terms ending 2015.  Whereas the Sell in May strategy yielded a compound annual average return 
of 6.7%.  In certain time periods, Sell in May slightly outperformed but when you incorporate transaction costs and taxes, 
it reduces any advantage.   
 
Buy and Hold vs. Sell in May and go Away Strategy - Compound Annual Growth Rate (CAGR) for Various 
Calendar Year Periods 
 

       

 
  

5 
Years 

10 
Years 

20 
Years 

since 
1950 

 

 

Buy and 
Hold 10.2% 5.1% 6.2% 7.5% 

 

 

Sell in 
May… 10.0% 5.7% 6.4% 6.7% 

 

 
Source: Bloomberg, Manulife Investment Calculations 

   
So there is no validity to Sell in May and go away; however, we did find some interesting factoids in our search.  Since 
1950, to our team’s surprise, October is not one of the worst performing month.  In fact, the chart below highlights that 
October's median return of 1.0% is middle of the pack.  The top three months are November (+1.7%), January (+1.6%), 
and April (+1.3%).  On the flip side, the worst performing month was easily September with a median monthly return of      
-0.4% followed by June (+0.0%) and February (+0.5%).    
 
 
Median Monthly Growth Rate (1950 - 2015) 

 
Source: Bloomberg. Manulife Investment Calculations 

 
 
There is no doubt that the Christmas spirit finds itself embedded into the stock market in December.  Maybe we can 
attribute it to the month long holiday celebrations. Regardless, December proves to be positive more often than any other 
month since 1950.  The months of April and November also received positive vibes from market participants.  However, 
the jovial feelings of sending our children back to school do not correlate with September's monthly returns.  Not only is 
September the worst performing month for equity markets, but the probability of a negative month is highest, with markets 
down approximately 55% of the time.  September is followed by June (down 48% of the time) and July and August (down 
45% of the time). 
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Probability of Positive Median Monthly Return (1950 - 2015) 

 
Source: Bloomberg. Manulife Investment Calculations 

 
Overall, we believe many of the misperceptions regarding Sell in May and go away revolve around behavioral biases.  
The field of Behavioral Finance has shown that investors weigh negative returns far greater than the positive returns and 
are much more likely to remember negative outcomes.  Since 1950, approximately 60% of negative monthly returns 
including corrections of greater than -10% occurred during the May to October period.  We vividly remember the crash of 
1987 (October return of -21.8%) or the downgrade of the United States credit rating (August & September return of -
12.9%).  However, January 1987, August 1984 or October 2011 which had monthly returns of 13.2%, 10.6% and 10.8% 
respectively are rarely mentioned.  The strongest argument against Sell in May and go away is that it assumes that 
investors always act rationally and make prudent and logical decisions that provide them with the greatest benefit.  It is 
impossible for us to imagine a scenario where an investor will act like a robot and buy November 1st and sell on May 1st 
regardless of market outcomes.  In 1974, were you likely to buy in October after a year to date return of -23.0%? In 2008, 
what was the likelihood of an investor buying in November after a year to date return of -34.0%?  The simple answer is 
very very very unlikely.  If we were to follow the Sell In May strategy, in a best case scenario, we remove our emotions 
from investing and we can hope to break even after taxes and transaction costs. However, the much more likely scenario 
is that we act with our emotions and we are guaranteed to underperform a simple buy and hold strategy.  Investing is like 
soap, the more you touch it, the smaller it gets!  
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A rise in interest rates typically causes bond prices to fall. The longer the average maturity of the bonds held by a fund, the more sensitive a fund is 
likely to be to interest-rate changes. The yield earned by a fund will vary with changes in interest rates.  
 
Global events have resulted, and may continue to result, in an unusually high degree of volatility in the financial markets, both domestic and foreign. 
 
Currency risk is the risk that fluctuations in exchange rates may adversely affect the value of a fund’s investments. 
 
This material, intended for the exclusive use by the recipients who are allowable to receive this document under the applicable laws and regulations 
of the relevant jurisdictions, was produced by and the opinions expressed are those of Manulife Investments as of the date of this publication, and 
are subject to change based on market and other conditions. The information and/or analysis contained in this material have been compiled or 
arrived at from sources believed to be reliable but Manulife Investments does not make any representation as to their accuracy, correctness, 
usefulness or completeness and does not accept liability for any loss arising from the use hereof or the information and/or analysis contained herein. 
The information in this document including statements concerning financial market trends, are based on current market conditions, which will 
fluctuate and may be superseded by subsequent market events or for other reasons. Manulife Investments disclaims any responsibility to update 
such information. Neither Manulife Investments or its affiliates, nor any of their directors, officers or employees shall assume any liability or 
responsibility for any direct or indirect loss or damage or any other consequence of any person acting or not acting in reliance on the information 
contained herein. 
 
All overviews and commentary are intended to be general in nature and for current interest. While helpful, these overviews are no substitute for 
professional tax, investment or legal advice. Clients should seek professional advice for their particular situation. Neither Manulife Financial, Manulife 
Investments™, nor any of their affiliates or representatives is providing tax, investment or legal advice. Past performance does not guarantee future 
results. This material was prepared solely for informational purposes, does not constitute an offer or an invitation by or on behalf of Manulife 
Investments to any person to buy or sell any security and is no indication of trading intent in any fund or account managed by Manulife Investments. 
No investment strategy or risk management technique can guarantee returns or eliminate risk in any market environment. Unless otherwise 
specified, all data is sourced from Manulife Investments. 
 
This commentary reflects the views of the sub-advisor(s) of Manulife Investments. These views are subject to change as market and other conditions 
warrant. Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund investments. Please read the 
prospectus before investing. Mutual funds are not guaranteed, their values change frequently and past performance may not be repeated. Manulife 
Funds, Manulife Corporate Classes and Manulife Leaders Portfolios are managed by Manulife Investments, a division of Manulife Investments.  
   
 

Manulife, Manulife Investments, the Block Design, the Four Cube Design, and Strong Reliable Trustworthy Forward-thinking are trademarks of The 
Manufacturers Life Insurance Company and are used by it, and by its affiliates under licence. 



 



DISCLAIMER 
 

 

 

Commissions, trailing commissions, management fees and expenses all may be associated 

with mutual fund investments.  Please read the simplified prospectus before investing.  

Mutual funds are not guaranteed and are not covered by the Canada Deposit Insurance 

Corporation or by any other government deposit insurer.  There can be no assurances that 

the fund will be able to maintain its net asset value per security at a constant amount or 

that the full amount of your investment in the fund will be returned to you.  Fund values 

change frequently and past performance may not be repeated. 

 

Labour Sponsored Investment Funds (“LSIF”) have tax credits that are subject to certain 

conditions and are generally subject to recapture, if shares are redeemed within eight years.  

Please note that Mutual Fund Representatives in Alberta are not permitted to sell LSIF. 

 

An investor proposing to borrow for the purchase of securities should be aware that a 

purchase with borrowed monies involves greater risk than a purchase using cash resources 

only.  The extent of that risk is a determination to be made by each purchaser and will vary 

depending on the circumstances of the purchaser and the securities purchased. 

 

Discuss the risks associated with leveraged mutual fund purchased with an investment 

funds advisor before investing.  Purchases are subject to suitability requirements.  Using 

borrowed money to finance the purchase of securities involves greater risk than a purchase 

using cash resources only.  If you borrow money to purchase securities, your responsibility 

to repay the loan and pay interest as required by its terms remains the same if the value of 

the securities purchased declines. 

 

Investors should educate themselves regarding securities, taxation or exchange control 

legislation, which may affect them personally.  This newsletter is for general information 

only and is not intended to provide specific personalized advice including, without limitation, 

investment, financial, legal, accounting or tax advice.  Please consult an appropriate 

professional regarding your particular circumstances. 

 

All non-mutual fund related business conducted by Kleinburg Private Wealth 

Management is not in the capacity of an employee or agent of FundEX Investments Inc.  

Non-mutual fund related business includes, without limitation, advising in or selling any 

type of insurance product, advising in or selling any type of mortgage service, estate and 

tax planning or tax return preparation.  Accordingly, FundEX is not liable and/or responsible 

for any non-mutual fund related business conducted by Kleinburg Private Wealth 

Management.  Such non-mutual fund related business is the responsibility of Kleinburg 

Private Wealth Management alone. 

 

Mutual funds provided through FundEX Investments Inc. 
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A feature article from our U.S. partners


In today’s hyper-connected world, there are incessant reminders that equities are a volatile asset 
class in the short term. We’re constantly barraged with reports of a company beating or missing 
analyst expectations, the announcement of a new initiative from one of the global central banks, 
or a new corporate acquisition. With each bit of news, we observe equity prices fluctuating, 
occasionally at a rapid pace. Amid the increasingly wide availability of such short-term noise, what 
can be lost in the message is that stocks are a compelling long-term investment.


We present evidence to help make the case that the perception of equities as high risk is 
understandable over the short and medium term, but less so over the long term. Our analysis 
demonstrates the value of using equity positions in a balanced portfolio as a tool for diversifying 
the sources of total return—both income and capital appreciation—under most market and 
economic scenarios.


Longer-term equity volatility: lower than most investors perceive?
Many investors are aware that the volatility of equities (measured by the standard deviation of equity 
total returns) declines sharply as the frame of reference expands.1 In other words, the 30-year stan-
dard deviation is lower than the 10-year standard deviation, which is in turn lower than the five-year 
standard deviation, and so on (see Exhibit 1 left, below). Not only does equity volatility fall over longer 
time horizons, it declines in an asymmetric manner that benefits the long-term holder of stocks (see 
Exhibit 1 right, below). While maximum and minimum cumulative returns (with dividends reinvested)


Equity Total Return:  
Lower Volatility in the Longer Term


May 2013


leadership series | market research


James Morrow, CFA
Portfolio Manager


Naveed Rahman
Institutional Portfolio Manager


Srinivas Vemparala
Quantitative Analyst


key takeaways


•	 Equity volatility has not only 
been lower in the long term 
than in the short term, it has 
also been lower than bond 
volatility over longer horizons.


•	 Corporate profitability, valua-
tion measures, and other fac-
tors that drive equity markets 
can fluctuate significantly 
over shorter time periods, but 
they tend to revert to histori-
cal averages in the long run.


•	 Drivers of fixed income 
markets can trend in one 
direction for many years—for 
example, the secular decline 
in interest rates.


•	 The past several decades 
have been as challenging to 
equity investors as they have 
been kind to bond investors.


•	 When record-low interest 
rates and below-average 
credit default rates revert to 
their historical levels, how-
ever, equity allocations may 
enhance portfolio total return 
with lower volatility in the 
longer term.


Exhibit 1: Equity volatility (measured by standard deviation) declines as the holding period gets 


longer, and in an asymmetric manner that benefits long-term investors.


Trailing standard deviations and total returns based on rolling monthly data from Jan. 1926 through Mar. 2013. U.S. equity 
represented by S&P 500® Index and its predecessor. See endnotes for definitions. Source: Ibbotson, Fidelity Investments.
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converge over longer holding periods, they improve more sharply 
on the downside, leaving equity investors with better expected 
returns, the longer the time horizon. 


Equity volatility lower than bond volatility over longer horizons
That stocks are less volatile over time may be well understood, if 
not always appreciated by investors. Less well understood is that 
equities have enjoyed a long-term volatility advantage over bonds. 
Looking at equities over rolling 30-year windows, we observe 
that the maximum annualized 30-year return from holding U.S. 
equities was a little over 14%, while the minimum was still very 
compelling, at 8% (see Exhibit 2 left, above). That 8% annual-
ized return over 30 years was achieved by investors who bought 
U.S. stocks just prior to the 1929 crash—the worst possible time 
during the past 85 years. The muted difference of six percent-
age points between maximum and minimum annualized 30-year 
returns translates into a standard deviation of long-term equity 
returns of only 1.35, which is lower than the standard deviation of 
both intermediate and long-term U.S. government bonds over the 
same rolling 30-year periods (see Exhibit 2 right, above).


Investors might find it counterintuitive to consider equities less 
risky than bonds over any time period, yet there are a number of 
potential explanations for this phenomenon over a 30-year horizon. 
During shorter time periods, many of the factors that drive equity 
markets—including price-to-earnings (P/E) multiples and profit 
margins of U.S. stocks—can fluctuate meaningfully. Over longer 
time horizons, however, these factors have a mean-reverting nature 
and thus tend to gravitate toward a long-term sustainable average.


Conversely, some of the critical factors driving the fixed income 
markets—such as long-term interest rates—can move in one 


direction for multiple decades, contributing to the one-sided vola-
tility of bond returns. The 30-year secular decline in interest rates 
has led to a generally steady uptrend in long-term bond returns. 
From the perspective of a bondholder with a 30-year horizon, the 
risk may have been mostly on the upside, but it still factors into 
the standard deviation calculation.


Current market conditions set stage for unexpected outcomes
Given the turbulent equity market experience of the past 15 years, 
it’s not surprising that investors have focused more on volatility 
in the short term than either volatility or return potential in the 
long term. Unquestionably, the past several decades have, in the 
aggregate, been as challenging to equity investors as they have 
been kind to bond investors.


With financial markets, however, past is not prologue. In the 
current market backdrop, interest rates on long-term U.S. 
government bonds are near all-time lows, credit default rates are 
below historical averages, and U.S. equity valuations are within 
historical norms. Meanwhile, investor sentiment toward equities 
remains apathetic.


Even though we don’t know with any certainty what will happen 
going forward, we can make a reasonably educated guess: Fac-
tors at the extremes of their historical ranges will likely revert back 
in the direction of their long-term averages. We may not be able 
to predict exactly how long this reversion to the mean will take or 
at what pace, but we can analyze several possible scenarios and 
their impact on different asset classes. 


In our first hypothetical scenario, normalization of real rates, 
nominal U.S. interest rates rise by 150 basis points over two years. 


Exhibit 2: Equity returns have been less volatile than investment-grade bond returns over rolling 30-year periods.


Annualized trailing 30-year total returns and standard deviations of annualized trailing 30-year total returns based on rolling monthly data from Jan. 1926 through 
Mar. 2013. See endnotes for index definitions. Source: Ibbotson, Fidelity Investments.
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The Federal Reserve (Fed) effectively achieves a successful unwind-
ing of its extraordinary monetary policies and gradually increases 
interest rates to a point where real rates, after adjusting for 
inflation, are once again positive. We consider this a highly likely 
scenario, with timing being the key uncertainty.


In our second scenario, which is less likely but still quite pos-
sible, interest rates rise by 500 basis points over five years, and 
inflationary pressure builds at a pace and to a level beyond the 
Fed’s objective. This scenario reflects an unsuccessful unwinding 
of monetary policy. 


There are many other possibilities, including scenarios in which 
rates accelerate even more sharply. We focus on these two 
hypothetical scenarios to limit the scope of our analysis to higher 
probability outcomes.


Impact on investment-grade bonds if interest rates rise
Rising interest rates have the predictable outcome of driving 
down bond prices. Our sensitivity analysis shows that when rate 
increases happen over short or intermediate time periods of two 
to five years, there will be a meaningful impact in the cumulative 
total return that investment-grade bond investors can expect (see 
Exhibit 3, below). A rise of 150 basis points over two years—or 


75 basis points per year—wipes out the benefit of the coupon, 
leaving investors with a annual total return of 0%, while 500 basis 
points over five years—or 100 basis points per year—results in an 
average annual return of 0.1%.2 If we extended the time horizon of 
the 500-basis-point increase to 10 years—or 50 basis points per 
year—we would observe that the compounding of income does 
make up for the price depreciation in investment-grade bonds, 
leaving investors with annual returns over 3%.


Impact on high-yield bonds if interest rates and default rates increase
Our high-yield bond sensitivity analysis relies on three key assump-
tions: (1) the default rate—which is currently around 3%—reverts 
to the historical average of 5%; (2) the historical recovery rate of 
50 cents on the dollar prevails going forward; and (3) the spread 
to U.S. Treasuries tightens modestly by 25 basis points per year 
as interest rates increase.3 With expected average annual returns 
of 3.4% and 3.9% for 150- and 500-basis-point increases over 
two and five years, respectively, investors in high-yield bonds fare 
better than those holding investment-grade bonds. These muted 
nominal returns are a far cry from investors’ more recent experi-
ence with these asset classes—and would be even more tepid in 
a moderately inflationary environment. These returns are the result 
of double-digit price declines in bonds, which are only partially 
offset by gradually increasing coupons (see Exhibit 4, below). 


Exhibit 3: In the intermediate term, the compounding of 


income over longer holding periods is unable to compensate for 


the declines in investment-grade bond prices brought about by 


rising interest rates.


Cumulative return simulations under different scenarios over projected 
periods based on data from Dec. 31, 2012. Investment-grade bonds rep-
resented by Barclays U.S. Aggregate Bond Index. bps = basis points. See 
endnotes for index definition. Source: FactSet, Fidelity Investments.


investment-grade bonds under different scenarios


Exhibit 4: Income compounding helps to offset high-yield 


bond price declines when interest rates rise, default rates 


revert to historical averages, and spreads tighten over longer 


investment horizons.


Cumulative return simulations under different scenarios over projected 
periods based on data from Dec. 31, 2012. High-yield bonds represented 
by Bank of America Merrill Lynch® High Yield Master II. bps = basis points. 
See endnotes for index definitions. Source: FactSet, Fidelity Investments.
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Again, our analysis suggests that spreading the 500-basis-point 
rise over 10 years would allow income compounding to compen-
sate for these price declines, bringing the average annual return of 
high-yield bonds to 5.8%.


Impact on U.S. equities if valuations steady or declining,  
earnings growth at or below historical norms
Market sentiment toward U.S. equities has varied between apathy 
and antipathy, even as valuations remain close to historical aver-
ages, and U.S. corporations have improved operational efficiency 
since the financial crisis of 2008. From 2009 to 2012, the stock 
market as represented by the S&P 500® Index has delivered 
annualized earnings per share (EPS) growth above 10% on a 
nominal basis. Over the past 50 years, U.S. stocks have delivered 
annualized EPS growth of 4% in real terms, after adjusting for the 
rate of inflation.4


To test the sensitivity of equity total returns on a roughly 
comparable basis, we have constructed two scenarios that 
parallel those described above. Based on historical analysis, 
equity valuations don’t change materially, so using a P/E multiple 
of 13 (predicted at year-end 2012) seems reasonable for the 
normalization of real rates scenario.5 Nominal EPS growth of 
7% per year is also achievable, and thus reflects a conservative 
assumption for future growth.


In the inflationary pressure builds scenario, nominal EPS growth 
may be even faster, as inflation provides a strong tailwind to 
nominal earnings power. Looking back at the past 75 years of 
market history, we see that there were at least four distinct periods 
of rapidly rising rates similar to this scenario (see Exhibit 5, below). 
Excluding the 2002–2006 period because of its extraordinary 
starting P/E multiple, earnings grew at an average annual rate of 
about 10% in the other three periods. This historical review also 
suggests that when interest rates are increasing rapidly, equity 
market valuations contract by 2.5% per year from their starting 
points. Again, to be conservative, we assume that earnings grow 
at a lower-than-expected nominal annual rate of 9% and that 
the P/E contracts at 2.5% per year, leaving us with a market P/E 
slightly above 11 at the end of five years.


With valuations held constant, the earnings growth implied in the 
normalization of real rates scenario delivers an average annual 
return of approximately 10% to investors, with a quarter of the total 
return coming from reinvested dividends—the income component.6 
In the inflationary pressure builds scenario, investors may stand 
to benefit from an average annual return of 11%, with a compa-
rable portion of the return coming from reinvested dividends (see 
Exhibit 6, above).


Over the time periods in our simulations, U.S. equities are found to 
represent an attractive value proposition for investors. That’s with 
today’s environment as a starting point—and making less than 
heroic assumptions about the factors that drive equities. It’s worth 
noting, however, that the real world is typically less linear, and 
the short-term volatility highlighted by our analysis is a price that 
equity investors must be willing to bear. 


Three hypothetical portfolios demonstrate sources of return 
We recognize that it’s a complex task to consider each asset class 
in turn, with multiple scenarios over varying time periods. So in 
an effort to distill our analysis to its essence, we examine three 
basic portfolios: all equity, all bond (70% investment grade and 
30% high yield), and balanced (50% equity and 50% bond).7 We 
consider what happens to each portfolio over a five-year period as 
interest rates increase at the moderate rate of 50 basis points per 
year, earnings grow at a below-trend nominal rate of 9% per year, 
and P/Es contract at 2.5% per year. 


Exhibit 5: Inflation provides a tailwind to earnings growth 


during periods of rapidly rising rates.


Source: Robert Shiller, data available at www.irrationalexuberance.com.


Exhibit 6: Based on reasonable and conservative estimates 


of earnings growth, equity investors may benefit from price 


appreciation and dividend income when interest rates rise.


Cumulative return simulations under different scenarios over projected 
periods beginning Dec. 31, 2012. U.S. equities represented by S&P 500 
Index with dividend reinvestment. Source: FactSet, Fidelity Investments.
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In terms of average annual returns after inflation, the all-equity 
portfolio delivers 7%, while the all-bond portfolio gives up –2%. 
Predictably, the 50/50 balanced portfolio lands between the two 
extremes, at 2% (see Exhibit 7, above).


Dividend-paying equities balance income and price return
An investor’s allocation to each major asset class depends on 
a variety of detailed assessments, including risk tolerance, time 
horizon, and investment objective, among others. For an investor 
with a lower tolerance for risk who is particularly concerned about 
income, dividend-paying stocks may be a compelling way to add 
or increase equity allocations. In a previous article, we demon-
strated several benefits of an equity income approach.8


Dividend-paying equities have been able to offer better inflation 
protection than bonds. When inflationary pressures are mounting, 
bond prices may decline as their yields rise to offset the increase 
in inflation expectations. Inflation eats away at both the real value 
of the fixed coupon payments and the fixed value of the bond. 
Broad-based price increases throughout the economy may lead 
to higher corporate revenues, allowing profits—and potentially 
stock prices—to increase on a nominal basis and offset rising 
inflation rates.


Dividend-paying equities have tended to be less volatile. Companies 
that regularly return some of their profits to shareholders in the form 
of stock dividends are predominantly mature businesses with steady 
cash flows, relatively stable profit outlooks, and lower operational 
risk on average than non-dividend-paying firms. These character-
istics have generally led to less volatility in dividend growth rates 
relative to earnings growth rates and to lower share price volatility for 
dividend-paying companies compared to the broader market.


Dividends have been a major component of equity returns. Histori-
cally, dividends have represented from two-fifths to, more recently, 
one-quarter of the broad market’s total return. Dividends can also 
offset stock price declines during down equity markets. Moreover, 
a portfolio tilted toward dividend-paying equities may expect to get 
a greater proportion of total return from income—which depends 
on less volatile dividend growth—than price appreciation—which 
we believe is primarily driven by more volatile earnings growth.


In our hypothetical five-year all-equity portfolio, dividends pro-
vided a quarter of the portfolio’s total return, consistent with his-
torical trends. With a dividend-oriented portfolio, that proportion 
would likely be 30%–40% of total return. Such an equity income 
portfolio may allow an investor to realize much of the equity 
upside, but with the sourcing of return more balanced between 
income and price appreciation.


Investment implications
Our analysis demonstrates that investors in investment-grade and 
high-yield bond portfolios may experience negative total returns 
in nominal and real terms if interest-rate and default-rate mean 
reversion occurs over a two- or five-year horizon, though the 
effect is muted over a 10-year horizon. Balanced portfolios—and 
even more so income-oriented balanced portfolios—may offer 
better prospects than bond-heavy portfolios in the event of factor 
mean reversion over short- and medium-term horizons. This 
analysis highlights the value of using equity allocations as a tool 
for diversifying sources of total return under most market and 
economic scenarios.


Exhibit 7: Sources of total return vary across three 


representative hypothetical portfolios.


Asset allocation methodology is buy and hold, with no rebalancing. 
Source: FactSet, Fidelity Investments.


5-Year Hypothetical Scenario Equity Bond Balanced


Income 13% 32% 22%


Price Return 37% –21% 8%


Total Return 53% 11% 30%


Average Annual Nominal Return 11% 2% 6%


Assumed Inflation 4% per annum


Average Annual Real Return 7%    –2%      2%
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Views expressed are as of the date indicated, based on the information 
available at that time, and may change based on market and other condi-
tions. Unless otherwise noted, the opinions provided are those of the 
authors and not necessarily those of Fidelity Investments or its affiliates. 
Fidelity does not assume any duty to update any of the information.


Past performance and dividend payouts are historical and do not guar-
antee future results. 


It is inherently difficult to make accurate dividend growth forecasts and 
the outcomes from those forecasts are not guaranteed.


Investment decisions should be based on an individual’s own goals, time 
horizon, and tolerance for risk.


Hypothetical backtested data have inherent limitations due to the retro-
active application of a model designed with the benefit of hindsight, and 
may not reflect the effect that any material market or economic factors 
may have had on the use of the model during the time periods shown.  
Thus, hypothetical performance is speculative and of extremely limited 
use to any investor and should not be relied upon in any way.


Hypothetical performance of the model is no guarantee of future results.


Investing involves risk, including risk of loss.


Neither asset allocation nor diversification ensures a profit or guarantees 
against a loss.


Stock markets are volatile and can decline significantly in response to 
adverse issuer, political, regulatory, market, or economic developments.


Although bonds generally present less short-term risk and volatility than 
stocks, bonds do contain interest rate risk (as interest rates rise, bond 
prices usually fall, and vice versa) and the risk of default, or the risk that 
an issuer will be unable to make income or principal payments. Addition-
ally, bonds and short-term investments entail greater inflation risk (or the 
risk that the return of an investment will not keep up with increases in the 
prices of goods and services) than stocks.


All indices are unmanaged and performance of the indices includes rein-
vestment of dividends and interest income and, unless otherwise noted, 
is not illustrative of any particular investment. An investment cannot be 
made in any index. 


Endnotes
1 Standard deviation measures the degree of variation from the average 
(mean or expected value); a low standard deviation indicates that the 
data points tend to be very close to the mean, while a high standard 
deviation indicates that the data points are spread out over a large range 
of values. Total return of an investment includes both the capital ap-
preciation, or price return, and the income received, such as interest and 
dividends.
2 Exhibit 3 shows cumulative total returns ranging from –0.1% over two 
years to 0.3% over five years, which correspond to the average annual 
returns cited in the text.
3 Default rate is the rate at which debt holders default on the amount of 
money they owe. Recovery rate is the percentage of a bond’s face value 
recovered through foreclosure or bankruptcy procedures in the event of 
a default. Spread is the difference in yield between Treasury securities, 
which are backed by the full faith and credit of the U.S. government, 
and lower quality fixed income investments with greater risk of default. 
Source: Moody’s.
4 Shiller, Robert J. Irrational Exuberance. Princeton University Press, 
2005. Data available at www.irrationalexuberance.com.
5 See endnote 4.
6 Exhibit 6 shows cumulative total returns ranging from 19% over two 
years to 53% over five years, which correspond to the average annual 
returns cited in the text.
7 Hypothetical portfolio methodology: “Equity” portfolio results based 
on hypothetical price returns and dividends of S&P 500 Index. “Bond” 


portfolio results based on hypothetical price returns and income of 70% 
Barclays U.S. Aggregate Bond Index and 30% Bank of America Merrill 
Lynch High-Yield Bond Master II Index composite. “Balanced” portfolio 
results based on 50% “equity” and 50% “bond” allocations as defined 
above.
8 Hofschire, Dirk, and James Morrow. “Equity and Non-Bond Income: 
Opportunities and Investment Approach.” Fidelity Leadership Series, 
August 2011.


Index definitions
Standard & Poor’s 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 500® is a reg-
istered service mark of The McGraw-Hill Companies, Inc., and has been 
licensed for use by Fidelity Distributors Corporation and its affiliates.


Prior to March 1957, Standard & Poor’s published a predecessor U.S. 
equity index that was composed of the 90 largest U.S. stocks. 


Barclays U.S. Aggregate Bond Index is an unmanaged, market value–
weighted performance benchmark for investment-grade fixed-rate debt 
issues, including government, corporate, asset-backed, and mortgage-
backed securities with maturities of at least one year.


Barclays Intermediate U.S. Government Bond Index tracks the perfor-
mance of intermediate-term U.S. government securities with remaining 
maturities between three and five years.


Barclays Long U.S. Government Bond Index tracks the performance of 
long-term U.S. government securities with remaining maturities of 10 or 
more years.


Lehman Brothers published benchmark indices from 1973 through 
November 2008. History for intermediate and long-term U.S. government 
bonds before 1973 was calculated by Ibbotson using the CRSP Govern-
ment Bond File. 


Bank of America Merrill Lynch® High-Yield Bond Master II Index is an 
unmanaged index that tracks the performance of below investment grade 
U.S. dollar-denominated corporate bonds publicly issued in the U.S. 
domestic market.


Third-party marks are the property of their respective owners; all other 
marks are the property of FMR LLC.


Important Information
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. 


Index or benchmark performance presented in this document do not reflect 
the deduction of advisory fees, transaction charges, and other expenses, 
which would reduce performance.


Certain data and other information in this research paper were supplied by 
outside sources and are believed to be reliable as of the date presented. 
However, Pyramis has not verified and cannot verify the accuracy of such 
information. The information contained herein is subject to change without 
notice. Pyramis does not provide legal or tax advice, and you are encouraged 
to consult your own lawyer, accountant, or other advisor before making any 
financial decision.


These materials contain statements that are “forward-looking statements,” 
which are based upon certain assumptions of future events. Actual events 
are difficult to predict and may differ from those assumed. There can be 
no assurance that forward-looking statements will materialize or that actual 
returns or results will not be materially different than those presented.


For Canadian Investors
For Canadian prospects only. Offered in each province of Canada by Fidelity 
Investments Canada ULC in accordance with applicable securities laws.
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The second component of this plan must be to overweight their retirement portfolios heavily toward equities. True, focusing on equities may seem like a riskier proposition to relatively inexperienced investors considering the market’s short-term dips and dives and the fact that stocks lost more than 50% of their value during the financial crisis. But stocks have also 

	Text15: by Ryan C. Simone B.A. Hon., M.A.
	Text20: Carte Wealth Management Inc.
	Text21: Carte
	Text23: All non-mutual fund related business conducted by Kleinburg Private Wealth Management is not in the capacity of an employee or agent of Carte Wealth Management Inc. Non-mutual fund related business includes, without limitation, advising in or selling any type of insurance product, advising in or selling any type of mortgage service, estate and tax planning or tax return preparation. Accordingly, Carte Wealth Management Inc. is not liable and/or responsible for any non-mutual fund related business conducted by Kleinburg Private Wealth Management. Such non-mutual fund related business is the responsibility of Kleinburg Private Wealth Management alone.

Mutual funds provided through Carte Wealth Management Inc.
	Text1: BREXIT: BUILDUP TO A REFERENDUM
	Text5: The long-run return on stocks is between 6.5% and 7% per year after inflation. This return has been very stable in the long term. Over time stocks are good hedges against inflation, so they keep up with inflation and purchasing power, but even aside from that their returns are excellent compared to fixed-income assets. They dominate fixed-income assets, and particularly in today's low interest rate environment the margin by which stocks will outperform bonds is even greater than it historically has been.
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	Text29: and don’t have extravagant jobs or lifestyles – they are usually regular people who have good jobs and are exceptional at managing their finances. 

There are a few tactics that seem to be frequently mentioned among those who are in a position to retire early (disclaimer: I am not in this position, not a financial advisor, and not really qualified to give advice – just sharing some interesting observations):
• Discipline. They manage expenses. While examples range from saving money by making coffee at home, to saving money on everything possible (side note: if you haven’t seen Extreme Cheapskates and/or Extreme Couponing, both are worth the half hour!),  many attribute their ability to retire early to their ability to live off every other paycheck.  While an occasional splurge is common, a disciplined approach to managing expenses today can set you up for a successful financial future.

• Consistency. ‘Pay yourself first’ is one of the great takeaways from David Chilton’s The Wealthy Barber that is often referenced in this context (and if you haven’t read it yet – do). The ability to take money straight off your paycheck and/or set up a pre-authorized transfer means that you never have an opportunity to use it for anything else, and chances are good, you won’t even notice it ‘missing’.  Doing this with each paycheck, or even monthly, can add up quickly…especially if you can push yourself beyond Chilton’s recommended 10% savings amount.

• One part risk and one part luck. Real estate and other investments can be a driving force behind the ability to retire.  Finding and maintaining a home in a good or up-and-coming area can deliver great returns, which have a direct impact on your financial situation and ability to retire early.  With the current state of the housing market in the Greater Toronto Area, many seem to be wondering if this is the right time to be buying, however, if you already own a home, chances are good its value has appreciated significantly in the last few years.

Similarly, many reference investing early, and selecting the right investment portfolio that have delivered strong returns over time.  Higher returns may require more risk, but starting early gives the time to wait out any potential dips in the market, and take advantage of the upswings before you need to use the money.

• A plan for the future. I have yet to read an article that mentions someone planning to retire and do absolutely nothing.  Travel, charity work, and pursuing other passions are often mentioned as the motivation behind wanting to retire early….to free up time to devote to more important or interesting pursuits. And successful people not only dream of these activities, they plan for them – by budgeting the annual ‘income’ required to meet all of their goals and what sources of savings they will use (without paying penalties for early pension or RRSP withdrawals). 

• Good communication with their significant other.  In every article I’ve read that profiles a couple positioned to retire early, they are on the same page with respect to their lifestyle and retirement goals. They both commit to disciplined spending, consistent saving and make important decisions together. Other examples of this important lesson can be seen on ‘Til Death Do Us Part (if you haven’t seen it, also a very interesting show, worth the 30 minutes…and another example that I clearly watch too much reality tv)

While it might be hard to start thinking about retirement when you’re young, adopting even a few of the tactics mentioned above (at any age) can only help strengthen your financial situation – and if that gets you to a position where you can retire early – even better!
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	Text49: demonstrated that they’re capable of delivering far higher returns than less-volatile investments over the long run. Despite their volatility, stocks’ likelihood of loftier long-term gains makes them a good fit for young savers who are investing money they won’t tap into until far into the future. Indeed, I’d argue that it’s actually more risky for young investors to favor secure investments like bonds or money-market accounts over stocks, since doing so will likely lead to lower long-term returns and thus require unrealistically high rates of saving to build an adequate nest egg. 

Since 1928 the average spread of equities over Treasury Bills has been approximately 7.25%. Assuming that this spread will continue into the future the following example will show the potential outcome that millennials may be looking at for retirement. 

Investor ONE is 25 years old and prefers a less risky retirement strategy focused on savings accounts and GICs.  This investor puts away $100 per month for the next 40 years into various high interest savings accounts and GICs which basically mimic the interest rates paid out by 91 Day Government of Canada Treasury Bills. Assuming a 2% annual rate of return Investor ONE will accumulate approximately $74,000 at age 65.

Investor TWO is also 25 years old, but she prefers a more aggressive approach given her young age and lengthy time to retirement.  She also puts away $100 per month, but instead of using GICs and savings accounts, she decides to put her money into an equity mutual fund with a long term average return of 7%. Investor TWO will accumulate approximately $264,000 in 40 years.

If we look at this from the perspective that the goal of having $1 million saved by retirement, then it would take Investor ONE a monthly deposit of $1,360 to achieve that goal whereas Investor TWO would have to invest approximately $380 per month to accumulate $1 million over 40 years at an average rate of return of 7% per year.

Before we dig into the hypothetical, lets get some assumptions out of the way.  Normally, we could assume an age goal for retirement.  For example, we could assume a retirement age of 65, which leaves our two hypothetical investors 40 years to build enough wealth to support them for anywhere from 10 to 20 years or more.  But often the case with millennials, we need to view retirement not as an age but as an income goal.  Interestingly, a recent study shows that millennials focus on the amount of money they’ll need in order to retire at any given age versus previous generations who focus on what they will retire with at a specific age.  In other words, millennials see retirement as a monetary goal; whereas, previous generations view retirement as an age goal.  Tangerine reports that 40% of millennials believe they will need $1 million to retire. 
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	Text27: Although some technology giants shed some light, the majority of the large North American and European corporations who flourished over the last 30 years now face competitive pressures from emerging market companies as well as the tech giants who have disrupted the old stalwart business models. It is a New World Order in the world of economics and as a result, returns over the next 20 years or more, are likely to fall far below the returns of the last 20 years. 

Most investors approaching retirement or already in retirement have lived their entire working lives during this golden age of investing and a long period of lower returns would likely require painful adjustments. Investors should seriously consider the impact on their retirement projections if long term returns average 4% - 5% for equities and 0% - 1% for fixed income investments. 

This may be the time to re-evaluate your retirement objectives. If you are still working, you may need to save more for retirement or you may want to consider retiring later. It may be a good idea to sit with your financial advisor and project a retirement budget that may require changes that a reduced standard of living would dictate. Unfortunately the double whammy is that reducing retirement expenditures creates a further slowing down of the economy and still lower investment returns. 

This problem is not just inherent to the older generations as Millennials should also take the time to consider the effect of lower average returns on their retirement. An average 2.0% lower investment return for a 30-year-old could translate into a seven year delay to retirement or a doubling in their savings rate. Those that believe they are set with their corporate or government pension plans need to rethink their situation as well as governments on both a national and local level may face rising demands for social services and income support from poorer retirees at a time when the public purses are already stretched to breaking.
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	Text30: These returns are likely created from an aberration of the times generated by the baby boomer population explosion that was a catalyst to the extremely high interest and inflation rates of the 70s and early 80s. The later 80s and 90s produced an environment of strong global GDP growth, declining inflation and interest rates and lifted by demographics, productivity gains and rapid growth in China. Throw in stronger corporate profit growth, reflecting revenue growth from new markets and declining corporate taxes and advances in technology and you have a sure-fire recipe for extraordinary growth.
Unfortunately, some of these trends have run their course. Inflation and interest rates have bottomed out; GDP growth is sluggish as the labour force dwindles and productivity gains are decaying.
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