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A	vital	detail	is	often	missed	when	we	talk	about	the	coming	decline	of	interest	rates.

For	sure,	rates	will	come	down.	The	aspect	that	needs	more	discussion	is	how	far

they	fall.	Some	of	the	smartest	people	in	money	management	recently	weighed	in	on

this	subject	with	the	ominous	thought	that	we	have	reached	the	end	of	cheap	money.

In	this	case,	cheap	money	refers	to	the	low	interest	rates	we	had	until	last	year.

Your	investing	preferences,	costs	and	results	will	be	affected	if	this	outlook	is	correct,

as	will	homebuying	decisions	and	spending	habits.	Prepare	for	an	impact	on	the

taxes	you	pay,	or	on	the	level	of	government	spending	on	services.	The	end	of	cheap

money	is	good	for	savers	and	safety-first	investors,	but	over	all	it	means	harder	times

in	most	other	areas	of	personal	finance.

Economists	have	raised	the	idea	that	persistent	inflation	will	keep	rates	higher	than

we’re	used	to,	and	now	financial	professionals	are	doing	likewise.	The	end	of	cheap

money	was	recently	highlighted	as	a	key	trend	over	the	next	five	to	10	years	in	a

report	from	the	CFA	Institute	called	Future	State	of	the	Investment	Industry.	The

report	was	based	on	views	expressed	in	a	global	survey	of	more	than	3,000	holders

of	the	chartered	financial	analyst	designation,	which	is	high-level	in	the	world	of

finance.

Interest	rates	were	low	before	the	pandemic	and	then	fell	further	as	central	banks

around	the	world	worked	to	stabilize	the	global	financial	system.	The	CFA	report

says	low	rates	gave	people	incentive	to	take	risks	with	their	finances.
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The	investing	boom	of	2021	was	an	example	of	risk-taking,	and	so	was	the

concurrent	housing	boom.	The	risk	in	homebuying	was	exposed	when	mortgage

rates	jumped.	Monthly	mortgage	costs	have	already	risen	by	hundreds	of	dollars	in

some	cases,	and	people	renewing	a	mortgage	any	time	soon	will	experience	the

same.

Cheap	money	built	the	housing	market	by	keeping	costs	in	the	realm	of	affordability

while	prices	increased.	The	end	of	cheap	money	raises	questions	about	the	capacity

for	the	housing	market	to	live	up	to	past	performance.	Keep	this	in	mind	if	you

expect	endless	price	gains	to	justify	buying	an	expensive	property.

Low	rates	also	drove	a	lot	of	money	into	stocks	in	search	of	better	returns,	and	that

helped	drive	big	gains	for	global	stock	indexes.	The	CFA	report	links	these	gains	to

intense	interest	in	index	investing,	which	in	turn	brought	low	fees	to	more	investors.

Index-tracking	ETFs	are	much	cheaper	to	run	than	funds	where	a	portfolio	manager

actively	makes	buy	and	sell	decisions.

The	CFA	report	sees	investors	adjusting	to	the	new	normal	for	rates	by	continuing	to

favour	money	market	funds	more	than	in	the	low-rate	era.	We’ll	include	investment

savings	accounts	and	high-interest	savings	account	exchange-traded	funds	in	this

category.	All	offer	returns	in	the	4.5-per-cent	to	5.3-per-cent	range	these	days,	with

minimal	risk	at	most.

The	report	sees	more	opportunity	for	active	fund	management	–	the	argument	is

that	managers	should	be	able	to	find	value	in	today’s	high-priced	markets.	Hardcore

indexers	would	counter	that	by	noting	the	fact	that	buying	into	benchmark	stock

indexes	has	consistently	delivered	better	long-term	results.	Regardless,	active

management	costs	more.	Mind	your	fees	if	you	put	more	active	management	into

your	portfolio.

An	end	to	cheap	money	also	affects	governments,	which	until	recently	were	able	to

borrow	at	low	rates	and	almost	painlessly	finance	deficits.	The	CFA	report	suggests	a

future	where	governments	cut	spending	and	raise	taxes	to	improve	their	finances,

which	in	turn	dampens	both	economic	growth	and	investing	returns	over	the	next

five	to	10	years.
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Deficit	reduction	inhibits	efforts	to	address	economic	inequality,	the	report	notes.	“As

fiscal	stimulus	subsides,	the	potential	for	anti-capitalism	backlash	grows,”	it	says.

“Climate	change	and	inflation	disproportionately	affect	less	affluent	households,

accentuating	class	divides.”

The	era	of	cheap	money	began	about	30	years	ago,	after	the	previous	outbreak	of

inflation	was	contained.	A	lot	of	the	financial	high	points	since	then	–	strong

investment	returns,	a	roaring	housing	market	–	were	fed	by	these	low	interest	rates.

So,	too,	was	the	bad	habit	of	piling	on	debt	at	the	household	level.

An	end	to	cheap	money	could	bring	more	subdued	returns,	but	also	a	more	careful

attitude	toward	debt.	We	may	end	up	in	a	better	place	with	that	trade-off.

Are	you	a	young	Canadian	with	money	on	your	mind?	To	set	yourself	up	for	success

and	steer	clear	of	costly	mistakes,	listen	to	our	award-winning	Stress	Test	podcast.

https://www.theglobeandmail.com/investing/article-stress-test-a-personal-finance-podcast/
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How far does $100K go in Quebec
and Atlantic Canada?
The Globe and Mail wants to hear from people in Quebec and Atlantic Canada 
who are making around $100,000 a year. That’s the start of a six-�gure salary, a 
threshold that remains impossibly high or hard to reach for many. But is 
$100,000 a year enough for a comfortable living anymore? If you make that 
much, are you thriving or just surviving? 

We’ve heard from many of you in Central and Western Canada but are still 
seeking voices east of Ontario. If you’re open to being interviewed and sharing 
your name for a feature article, please reach out to Globe reporter Erica Alini 
using the form below.

The information from this survey will only be used for journalistic purposes. We 
regret that we may not be able to answer all submissions. 

leelanstanjek@gmail.com Switch account

Not shared

Are you making around $100,000 a year?

Choose

Do you think $100,000 a year is enough for a comfortable living?

Your answer

Would you be open to being interviewed for a feature article? *Please note
that we will need to use your full name in the piece. 

Choose

https://accounts.google.com/AccountChooser?continue=https://docs.google.com/forms/d/e/1FAIpQLSegYl8zyJkGrs4lLey8DH95siWfO9y92wfxJbDQtGpxyx7Ckw/viewform?embedded%3Dtrue&service=wise
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What's your name and email address?

Your answer

Where do you live? Please include city and province.

Your answer

Is there anything else you want to tell us? The floor is open:

Your answer

Sign up for the Carrick on Money Newsletter. Protect your money with Rob

Carrick’s proven personal finance advice on saving and investing.
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