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How does inflation affect my
investment portfolio?
The impact of inflation is easily noticed when it hits your wallet, but

rising prices can also hurt retirement savings. How does inflation

impact investment portfolios in the long run?

Inflation has been fairly tame over the last few decades, but it’s now becoming top of

mind for consumers and investors, as it has increased significantly in the recent past.

In 2021, Canadian inflation averaged 3.4%, the highest annual rate since 1991, while

the rate in February of 2022 was even higher, at 5.7%.

https://www.manulifeim.com/retail/ca/en/viewpoints/investor-education/what-is-inflation-and-why-it-matters-to-you
https://www150.statcan.gc.ca/n1/daily-quotidien/220119/dq220119b-eng.htm?indid=9305-1&indgeo=0


Not all price increases are equal 

Price increases in various goods since 2003

Source: Statistics Canada data visualization tool, as of February 2022.

Inflation causes a loss of purchasing power for consumers—as prices rise, a dollar (or

euro, or yen, etc.) can’t buy as much as it did the previous year. For consumers, it’s

easy to see the effects of inflation on wallets, since prices increases are easily noticed

—particularly for items that can change rapidly, such as food and gas.

Rising prices, particularly when they start to rise rapidly, can also be detrimental to

investment portfolios—and therefore, plans for retirement—in the long run. However

the impact of inflation on these portfolios isn’t as easily observed since investors can’t

see the direct effects of inflation like consumers do when they go shopping. So how

exactly can high inflation hurt investment portfolios?

How does inflation affect investment
portfolios?

Inflation can affect investment portfolios in different ways. Here are three of the most

direct ways in which rising prices can hurt financial portfolios.

Less savings to invest

https://www.manulifeim.com/retail/ca/en/viewpoints/asset-allocation/inflations-impact-on-retirement-portfolios-quantifying-the-future-cost-today


One way in which inflation can damage an investment portfolio is by decreasing the

amount that an investor is able to contribute to the portfolio. Every dollar someone

receives in income can either be spent or saved. If prices rise, you’ll be spending more

on goods and services, and therefore, you’ll have less money to contribute to your

investment portfolio. Of course, you can always choose to consume less to save more,

like putting off a planned vacation. But that becomes difficult when the price of

essential goods like food and gas is increasing, since those are hard to substitute.

Rising inflation also often prompts the Bank of Canada to raise interest rates. This

flows through to other interest rates in the economy, such as rates on bank loans,

lines of credit, and mortgages. Anyone who has any debts that are based on those

rates would be paying more to service debt and will have less to save and contribute

to an investment portfolio.

Asset returns may not compensate for inflation 

The goal of any investment portfolio is to generate returns so that the investments

can eventually be cashed out to fulfill a goal, such as paying for retirement or a house.

But even if those returns are strong, they‘re diminished by rising inflation, as it eats

into the real (that is, inflation-adjusted) returns of your portfolio. That is, if inflation is

running at 5%, a 7% return only actually increases your real wealth by 2%.

The effects of inflation are particularly detrimental if they persist over the long run, as

the impact of inflation compounds over time to hurt the real value of your returns. For

example, in a world of 2% inflation, a $500,000 portfolio earning a 7% return per year

for 20 years would have an inflation-adjusted value of about $1.326 million after 20

years. But with inflation at 3% yearly over that timespan, the inflation-adjusted value

decreases to $1.095 million (a 17% difference). And with inflation at 5%, the inflation-

adjusted value of the portfolio is about $743,000 (a 44% difference).

The damaging effects of inflation on a portfolio 

Hypothetical inflation-adjusted value of $500,000 under 3 inflation scenarios

https://www.manulifeim.com/retail/ca/en/viewpoints/investor-education/What-are-interest-rates-and-why-do-they-matter


Source: Manulife Investment Management, as of March 2022. For illustration purposes only. The
calculations assume a 7% yearly rate of return on the portfolio.

Different asset classes respond differently to inflation

Some asset classes perform better than others in inflationary environments, so

depending on what’s in your investment portfolio, inflation may or may not have a

major impact on your portfolio. Though there are no assets that can perfectly hedge

against inflation risks, in general, assets that have underlying revenue streams that

can increase as prices rise will do better in inflationary times than those that can’t.

Real estate, for example, is often considered a partial hedge against inflation since

property owners can demand higher rent and property values often increase in

inflationary times. Real assets such as infrastructure also often have revenue tied to

increases in the Consumer Price Index, while ownership of commodities can provide

some inflation-hedging potential since many of the commodities themselves are the

cause of inflation in the first place.

Cash is usually the worst performer in inflationary times, as it earns little (if any)

interest, so its value erodes over time as prices rise. Fixed rate bonds aren’t good

performers either since the value of their interest payments decreases. Real return

bonds—Canadian government bonds with built-in inflation protection—can be

https://www.manulifeim.com/retail/ca/en/viewpoints/investor-education/what-are-alternatives-how-can-invest
https://www.manulifeim.com/retail/ca/en/viewpoints/capital-markets-strategy/all-that-glitters-is-not-gold-real-return-bonds-may-not-be-as-promised


expected to perform better than plan vanilla bonds but they too don’t always provide a

perfect inflation hedge. 

 

There’s no perfect solution for inflation
When inflation rises, no consumer or investor is immune to its effects. Nevertheless,

keeping a watchful eye on your budget and having a well-diversified portfolio can be

critical tools that can help you manage your finances through times of rising prices.

nvesting involves risks, including the potential loss of principal. Financial markets are

volatile and can fluctuate significantly in response to company, industry, political,

regulatory, market, or economic developments. The information provided does not take

into account the suitability, investment objectives, financial situation, or particular

needs of any specific person.

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 and prospects should seek professional

advice for their particular situation. Neither Manulife Investment Management,

nor any of its affiliates or representatives (collectively “Manulife Investment

Management”) is providing tax, investment or legal advice. 

This material is intended for the exclusive use of recipients in jurisdictions who are

allowed to receive the material under their applicable law. The opinions expressed are

those of the author(s) and are subject to change without notice. Our investment

teams may hold different views and make different investment decisions. These

opinions may not necessarily reflect the views of Manulife Investment Management.

The information and/or analysis contained in this material has been compiled or

arrived at from sources believed to be reliable, but Manulife Investment Management

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 of the

information and/or analysis contained. The information in this material may contain

Important disclosures

https://www.manulifeim.com/retail/ca/en/viewpoints/capital-markets-strategy/all-that-glitters-is-not-gold-real-return-bonds-may-not-be-as-promised


projections or other forward-looking statements regarding future events, targets,

management discipline, or other expectations, and is only current as of the date

indicated. 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 Investment

Management disclaims any responsibility to update such information.

Manulife Investment Management shall not 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 here.  This material was

prepared solely for informational purposes, does not constitute a recommendation,

professional advice, an offer or an invitation by or on behalf of Manulife Investment

Management to any person to buy or sell any security or adopt any investment

approach, and is no indication of trading intent in any fund or account managed by

Manulife Investment Management. No investment strategy or risk management

technique can guarantee returns or eliminate risk in any market environment.

Diversification or asset allocation does not guarantee a profit or protect against the

risk of loss in any market. Unless otherwise specified, all data is sourced from

Manulife Investment Management. Past performance does not guarantee future

results.

A widespread health crisis such as a global pandemic could cause substantial market

volatility, exchange-trading suspensions and closures, and affect portfolio

performance. For example, the novel coronavirus disease (COVID-19) has resulted in

significant disruptions to global business activity. The impact of a health crisis and

other epidemics and pandemics that may arise in the future, could affect the global

economy in ways that cannot necessarily be foreseen at the present time. A health

crisis may exacerbate other pre-existing political, social and economic risks. Any such

impact could adversely affect the portfolio’s performance, resulting in losses to your

investment.

Manulife Investment Management

Manulife Investment Management is the global wealth and asset management

segment of Manulife Financial Corporation (“Manulife”). We draw on more than a

century of financial stewardship to partner with clients across our institutional, retail,



and retirement businesses globally. Our specialist approach to money management

includes the highly differentiated strategies of our fixed-income, specialized equity,

multi-asset solutions, and private markets teams—along with access to specialized,

unaffiliated asset managers from around the world through our multimanager model.

This material has not been reviewed by, is not registered with any securities or other

regulatory authority, and may, where appropriate, be distributed by Manulife

Investment Management and its subsidiaries and affiliates, which includes the John

Hancock Investment Management brand.

Manulife, Manulife Investment Management, Stylized M Design, and Manulife

Investment Management & Stylized M Design are trademarks of The Manufacturers

Life Insurance Company and are used by it, and by its affiliates under license.
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