
1020-360 Albert Street, Ottawa, ON  K1R 7X7
Ottawa (613) 235-3303      Toll Free (800) 563-6126      Fax (613) 235-0956

Graham.Tench@nbf.ca         Denis.L’Heureux@nbf.ca         Chad.Fortier@nbf.ca
Visit our website www.TLFWealthManagement.com

C. Graham Tench
Denis L’Heureux

Investment Advisors

Intelligent Interest
A Tench, L’Heureux & Fortier Wealth Management Team Newsletter    March 2012

The Problem with Low Interest Rates
The world has become a challenging place for Canadian income-oriented investors.  With an ageing 
population, never has the need for investment portfolios to generate revenue been so pronounced.  
This comes at a time when interest rates have rarely been so low.  Similarly, investors' need for 
stability of their capital has never been so great.  This also comes at a time when financial markets 
have rarely been so jittery.

This looks very much like a situation that calls out for a Guaranteed Investment Certificate (GIC) 
ladder.  A GIC ladder is created by investing equal amounts in five GICs maturing at one-year 
intervals and re-investing each maturity for five years.  Over time one ends up earning the moving 
average of the five-year GIC interest rate.  Guess work about the direction of interest rates is 
eliminated.  It is a concept that is brilliant in its simplicity.  Unfortunately, given the current interest 
rate levels and the outlook for interest rates over the next few years, it is also a concept that, for the 
foreseeable future, will not deliver anything approaching adequate returns.  With GIC rates ranging 
from 1.70% for one year to 2.75% for five years, a new GIC ladder would presently produce an 
average yield of 2.24%.  All other things being equal, the average yield would gravitate towards the 
five-year rate over the next four years.  While total stability of capital and an assured rate of return 
look great on paper, there are two serious problems with the GIC ladder approach today – inflation 
and taxation.

Inflation is currently running at about 3% per year – very much in line with the long term average.  
This is higher than the interest rate on even the five-year GIC.  Not only will 3% inflation reduce the 
purchasing power of your capital by 14% over the next five years, but even the income earned on the 
capital at today's GIC rates will be insufficient to offset the inflation-induced erosion of purchasing 
power.  So, this is a losing proposition – guaranteed -- even before taxation is taken into 
consideration.  Taxation will further reduce the amount of income available to spend or reinvest.

An Ontario investor in the top marginal tax bracket (46.41%) would find that the annual after-tax 
income from $100,000 five-year GIC would be only $1473.72.  If that after-tax income was reinvested 
each year, the total tax-paid value of the investment after five years would be $107,589.  After 
allowing for the effects of inflation, that amount would purchase only what $92,390 would have five 
years earlier.  As bad as that is, even that result is achieved only if every cent of after-tax income is 
re-invested.  If the investment is being relied upon to provide income in retirement, the situation is 



much worse.  If a modest 4% of the initial amount invested is withdrawn each year and with those 
withdrawals adjusted upwards for inflation each year, the total amount left in the investment after five 
years is $85,736.  That will purchase only what $73,624 would have five years earlier.  

The erosive effects of inflation and taxation are clearly potentially catastrophic over an 
extended period of time.

We do not discuss specific investments in our newsletters, however our report, “Income Solutions for 
Your Portfolio” provides information on a number of attractive revenue producing investments and is 
available to clients.  Please let us know if you would like us to send you a copy.
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