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Inflation, not Rising Rates, Biggest
Bond Threat in the Long Term

As this short piece illustrates,
inflation can be a meaningful
detriment to the real returns
achieved by investors.
For a lower potential return
asset class, such as bonds,
inflation can have a much
greater proportional impact on
your returns.

Since the beginning of 2013 when rates started to rise,
investors have been concerned about a potential
decline in bond performance. In general, bonds tend
to perform poorly in times of rising interest rates, but
by worrying about rates investors may lose sight of an
even bigger long-term threat: inflation.
Over the long term (since 1926) investors have lost
3.2% (the difference between 5.3% nominal and 2.1%
inflation-adjusted) in return every year to inflation.
Compounded over almost 89 years, the difference in
ending wealth values is astounding: A $94 nominal
value becomes only $7 when adjusted for inflation.
Investors may be well advised not to neglect inflation
risk while focusing on interest-rate risk.
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