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After a decade in which interest rates barely
budged, rising prices are putting central bankers
to work. In response to soaring inflation, interest
rates have jumped on average from 2.5% to 7%
across the 58 rich and emerging economies
around the world. In step with rising rates, debt
has climbed as well and now stands at an
incomprehensible level of roughly $300 trillion or
more than 320% of the combined GDP of these
countries.

The more indebted the world becomes, the more sensitive it is to interest-rates. These top 58 countries
(out of a total of 195 on Earth) represent more than 90% of global GDP and shoulder an interest burden of
approximately $17 trillion -or a little more than that of China, the world’s second largest economy.

As Chart 1 shows however, this number could rise significantly and could top more than 20% of world
GDP, with just a single percentage point increase in rates. The idea that more than one of five dollars of
total planetary output would be consumed in interest payments alone (we’re not including any principal
repayment here) is jaw-dropping to say the least.

 

Yet before the panic button is pressed, it is important to remember that we have been here before and
survived. As recently as the financial crisis of 2007-2009 interest costs in the United States exceeded 20%
of GDP. At more than 10% of the total global debt outstanding, America’s debt to GDP is actually better
now than it was just a decade a half ago.

The ability of governments to create debt by issuing bonds and the willingness of banks to follow in step
by extending credit to businesses, explains why the bond market is more than three times the size of
global equity markets. Another way of looking at this is that taxation-backed and asset-backed
investments attract more investable dollars than securities which only offer a claim on future profits
including dividends -assuming there are any of either. This explains the return premium that investors
require to convince them to purchase stocks over bonds and why as as asset class, stocks on balance
have delivered a 5%-6% return above those of long term government bonds for nearly a century now.

The take-away from this is that investors have plenty to choose from when deciding where to allocate their
investable capital. Our role is help our clients with these decisions, through extensive analysis of
investment options and tailoring these to a client’s given risk-return profile. We are of the view that over
time stocks will continue to deliver a higher return than bonds, but that fixed-income investments have a
role in asset allocation, in terms of risk mitigation and by offering yield to retired clients drawing down on
their savings.

As always, I welcome comments and feedback from any Around-the-World blog posting and thanks for
reading!
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Mutual Funds and some Segregated Funds provided by the Fund Companies are offered by Martin
Weiler, a representative, through Worldsource Financial Management Inc., sponsoring mutual fund dealer.
Other Products and Services are offered through First Capital Financial Corporation.This email and any
attachments are intended only for the recipient(s) named in this email and may contain personal and/or
confidential information. If you have received this email in error, please email the sender immediately, and
delete the original email. Dissemination, distribution, or copying of all or any part of this message by
anyone other than the intended recipient(s) is not authorized.The information provided in this email and/or
attachment/s is solely for general and educational purposes and is based on the perspectives and
opinions of the owners and writers. It is provided with the understanding that it may not be relied upon as,
nor considered to be, the rendering of tax, legal, accounting, or professional advice. Please consult an
appropriate professional regarding your particular circumstances. References to third party goods or
services should not be regarded as an endorsement of those goods or services. All information provided
is believed to be accurate and reliable, however, we cannot guarantee its accuracy. Commissions, trailing
commissions, management fees and expenses all may be associated with mutual fund investments.
Please read the prospectus and/or the fund facts before investing. Mutual funds are not guaranteed, their
values change frequently and past performance may not be repeated.

https://www.facebook.com/fcfcorp.ca
https://www.linkedin.com/company/first-capital-financial
https://www.instagram.com/fcfcorp/
https://app.cyberimpact.com/send-to-a-friend?l=en_ca&ct=IbY9YWsTzYhQE-WB2PhEdUNqp-qrXpuSVUdUrFqv-a6lV4-BpSUCOdPekbLAIY-eVp0f7HnMmwt65KIeg1t0Vg~~
https://app.cyberimpact.com/send-to-a-friend?l=en_ca&ct=IbY9YWsTzYhQE-WB2PhEdUNqp-qrXpuSVUdUrFqv-a6lV4-BpSUCOdPekbLAIY-eVp0f7HnMmwt65KIeg1t0Vg~~
https://fcfcorp.ca/
https://fcfcorp.ca/
https://fcfcorp.ca/around-the-world-blog
https://fcfcorp.ca/around-the-world-blog

