



 

With the price of nearly everything higher 
-much higher in some cases, the question to 
be be asked is: are concerns about inflation 
inflated? US and Canadian consumer prices 
were up 5.4% for the year ending June 
2021, the largest annual increase since 
August 2008. Naturally, inflation is at the 
centre of attention for investors, and there 
are some sobering facts to consider when 
trying to hedge against inflation through 
alternatives to inflation-indexed securities. 

Exhibit 1 shows average real return (returns 
net of inflation) of different assets classes in 
years with high inflation from 1927 to 
2020. It shows a total of 23 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 to 
year with low inflation, the exhibit shows that all assets except one-month Treasury Bills 
had positive average real returns in all time frames. 

The analysis of this time period is useful because it covers periods with double-digit US 
inflation (which occurred in the 1940s and 1970s) as well as periods with deflation (like 
the Great Depression which ran the full decade of the 1930s. But there are similar results 
over the most recent 30-year period from 1991 to the present, when inflation was relative 
mild and stable. Overall, outpacing inflation over the long term has been the rule rather 
than the exception among all asset classes. 

Despite this reassuring finding, emphasizing growth assets that have historically outpaced 
inflation may not be appropriate for everyone. If you’re highly sensitive to inflation and 
have a lower tolerance for market risk, inflation indexed bonds provide inflation 
protection (unlike REITs and commodities which do not). Through our partnership with 
Dimensional, EdgePoint, Guardian Capital and Mackenzie Investments, we have 
access to best-in-class bond funds which can play an important part of portfolio 
allocation. 



 
Nominal asset prices 
already embed the 
market’s expectation 
of inflation. So in 
inflation concerns are 
r e a l l y a b o u t t h e 
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. 

So what will next month’s inflation reading be? How will it compare to market 
expectations? Is the rise in inflation temporary or long-lived? While no-one has a crystal 
ball, fortunately we don’t need one to address inflation in our portfolios. The data suggest 
that simply staying invested helps outpace inflation over the long term. The protection 
offered by inflation-indexed securities is the most effective way of staying ahead of the 
inflation curve. 

Be safe, be well! 

Martin 
1-519-546-5088


