INVESTMENT INSIGHT

Impact of Inflation
Canadian consumers are well aware of the impact of inflation on their household
budgets. Every year it seems we pay more for utilities, groceries, school fees,
entertainment and transportation. And if our paycheques aren’t going up by at least
as much, then we notice the pinch in our pocketbooks.
It’s much the same when it comes to our investments.
Inflation is defined as a general increase in prices, or a
drop in the purchasing power of a dollar. As the prices
of goods and services rise, the “real return” generated
by an investment portfolio is less – that is, the return is
worth less than it was before.
However, you may not have immediately noticed the
impact on your portfolio. Let’s say you invested in a
balanced portfolio that returned 7% last year. Your
investment statement reflected that gain, so the value of
your investment portfolio went up – and was reflected on
the bottom line. But if inflation was 2% – the average rate
in Canada over the past 20 years1 – the purchasing power
of that portfolio fell by that amount, and therefore the real
return was only 5%. If the portfolio had a negative year,
the loss would then be greater than the nominal amount
as inflation was still 2%.

As you can see, over time, inflation can significantly
erode a portfolio’s returns, especially if markets have
been volatile.
Canadians who have retired or are about to retire may
have even more reason to be concerned about the
impact of inflation on their portfolios. When you are a
retiree, you no longer have a salary that can increase
every year, and you are dependent on the nest egg you
have built. If prices go up, but the return from your
assets doesn’t, then you may find you are unable to
meet your spending needs.

While inflation has been relatively benign in recent years, any Canadian who invested or borrowed money during the 1970s
has a good idea of the dramatic impact a sustained increase in prices can have. Inflation rose to more than 14% in 1973 and
almost 13% in 1979 before tight monetary policies wrestled it down to between 4-6% in the 1980s and then stabilized it at
around 2% annually since 19921. While you may have earned double-digit returns on certain savings vehicles — such as
Guaranteed Investment Certificates — in the late 1970s, your mortgage would have been negotiated at around 12-13%, and
the interest rate on personal loans could have reached more than 18%. So even though inflation was beginning to subside,
you were stuck paying those high rates for years to come.
This period of high inflation was partially sparked by U.S. President Richard Nixon’s decision to abandon the gold standard.
Holders of U.S. dollars were no longer able to trade these currency holdings for a fixed amount of gold. That meant there was no
limit to the amount of U.S. dollars that could be created. This reverberated through the countries, like Canada, with strong ties to
the U.S. dollar. The oil price shocks in that decade and accommodative monetary policies domestically were additional factors.
Some observers are concerned that the huge increase in global money supply over the past few years to counteract the
recessionary impact of the 2008–2009 credit crisis could lead to a potential inflationary shock in the future.

How can Canadian investors protect themselves
against the impact of inflation?
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Add potential inflation hedges to your portfolios
that may include:

››Inflation-linked bonds: The principal and each coupon is indexed to the

inflation rate, to compensate the investor for the loss of purchasing power.

››Real Assets: These include listed infrastructure and real estate investments.
These types of investments generally have stable income streams (from rent
or concessions) that are usually tied to the Consumer Price Index (CPI).

››Gold: The traditional hedge against inflation, gold prices usually go up
when the purchasing power of the U.S. dollar decreases.

Invest in a multi-asset strategy
These strategies generally target CPI + 3-5% return and can invest in a
variety of assets that can include equities, bonds and alternative investments
across a range of styles and geographies. They are highly reliant on a
portfolio manager’s skills but can hold the potential for returns above the rate
of inflation with lower volatility at the total portfolio level.

For more information on how Russell Investments can help you pursue your investment goals,
please ask your advisor or contact us at 1-888-509-1792 or visit us at russellinvestments.com/ca
Bank of Canada website, http://www.bankofcanada.ca/publications/books-and-monographs/why-monetary-policy-matters/2-inflation/
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Important Information
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.
Nothing in this publication is intended to constitute legal, tax, securities or investment advice, nor an opinion regarding the
appropriateness of any investment, nor a solicitation of any type. This information is made available on an “as is” basis. Russell
Investments Canada Limited does not make any warranty or representation regarding the information.
Russell Investments is the operating name of a group of companies under common management, including Russell Investments
Canada Limited. Russell Investments’ ownership is composed of a majority stake held by funds managed by TA Associates with
minority stakes held by funds managed by Reverence Capital Partners and Russell Investments’ management.
Copyright © Russell Investments Canada Limited 2016. All rights reserved.
Frank Russell Company is the owner of the Russell trademarks contained in this material and all trademark rights related to the
Russell trademarks, which the members of the Russell Investments group of companies are permitted to use under license from
Frank Russell Company. The members of the Russell Investments group of companies are not affiliated in any manner with Frank
Russell Company or any entity operating under the “FTSE RUSSELL” brand.
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