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This week marks the return of Around-the-World
(ATW) to our pre-Covid weekly format, giving us
the opportunity to cover topics in greater depth.
We start with addressing the question are
concerns about inflation inflated? US consumer
prices are up 5.4% for the year, the largest
annual increase since 2008. This puts inflation
at the centre of concerns for most investors.

Exhibit 1 shows average real returns (returns
net of inflation) of different asset classes in
years with high inflation, from 1927 to 2020. It
considers a total of 23 US assets that span
bonds, stocks, industries and equity premiums.
Over this period inflation averaged 5.5% per
year in high-inflation years. While average real
returns were mostly lower in years with high
inflation (compared with low inflation), the
exhibit shows that all assets except one-month
T-bills had positive average real returns in high-
inflation years.

The analysis is useful because it covers periods with double-digit US inflation (like the 1940s and 1970s)
as well as periods with deflation (like the depths of the Great Depression, 1929-1932). Overall, outpacing
inflation over the long term has been the rule rather than the exception among the assets studied.

Nominal asset prices already embed the market’s expectation of inflation. So inflation concerns are really
about the negative impact of unexpected inflation on the real value of your invested wealth. An asset is
therefore most useful as an inflation hedge when its nominal returns move closely with unexpected
inflation. Energy and commodity stocks are generally thought to provide such a hedge, though a closer
look at the numbers shows that the returns from this asset class have been around 20 times as volatile as
inflation and more than half their nominal-return variation has been unrelated to inflation (see Exhibit 2). If
the goal is to reduce the variability of future purchasing power, it is questionable that holding something
this volatile will effectively achieve that.

What will inflationary pressures be the rest of the year? How will they compare to market expectations? Is
the rise in inflation temporary or longer-lived? Nobody has a crystal ball. Fortunately, we don’t need one to
address inflation in our portfolios. The data suggests that simply staying invested helps outpace inflation
over the long term. And for those of us who are particularly sensitive to unexpected inflation, the
protection offered by securities -particularly those with a small cap/Value profile- still appear to be the most
effective way of delivering real returns over the long term.

As always, give me a call if you have any questions here 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 registered
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.
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