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Why Are My Mutual Funds Down?
The previous week was tough on mutual funds, with most losing what gain they had made this year. 
This has come as a surprise to most and is certainly frustrating for those who have not been investing 
long. Like anything, there have been many factors contributing to this year’s returns (or lack thereof), 
slowing growth, tariffs, and more. But a big contributor to the two largest drops we have seen this 
year, one in February and this, have been related to interest rates.

 

Interest Rates
We can talk about an endless number of interest rates (savings account, term, etc.). For simplicity, think 
of interest rates in two ways: short-term, one day for example; and long term, 10 years. The short-term 
interest rate is controlled by the Central Bank (CB). When we hear news stories about Canada raising 
interest rates this is the rate they are talking about. 

Long-term interest rates are more by the “Market” than the CB. Specifically, for us to lock our money 
away we need to earn what we feel is a fair interest rate. To entice us to buy something like a 10-year 
bond companies pay a rate we feel is fair, otherwise we would not buy it. Normally, the long-term rate 
will be higher than the short-term, as shown below.

 

Here, Yield is the interest rate and Maturity is how long one would need to lock their money to earn it.
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What Does This Have to Do with My Money?
Your mutual funds hold stocks and/or bonds.  We hold bonds for the interest they pay, and stocks for the long-term growth they 
provide. Mutual funds, or your mutual fund portfolio, holds both in the hopes that when one is down, the other is up. 

 

What is happening today however, is that both stocks and bonds are down. There are a few reasons for this:

1) When interest rates increase the value of a bond decreases

2) When interest rates increase enough, investors sell their stocks to buy bonds, which lowers the value of the stock market.

Interest rates have increased, so the bond portion of your mutual funds has decreased. And they have increased enough that investors 
are selling stocks to buy bonds. So, the value of the stock portion of your mutual funds has also decreased. 
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Opinion 
We tend to think that how things are today is what is “normal”. So, after 10 years of low interest rates we of course become uneasy 
when rates increase. But rates have been abnormally low since the 2008 financial crisis. Below charts the short-term Canadian interest 
rate from 2007 to now.

I do not believe we will see the high interest rates of the 1980’s, 
however they will likely continue increasing. But this should not be 
feared. Your mutual funds will be buying new bonds, paying higher 
interest rates, meaning the interest investors receive will be higher. 
Stocks will correct in the short-term, as they are now. But companies 
will continue growing (do you really think Apple or Netflix will fail 
because rates increased .25% last month?). They will continue to 
grow, just at a slower rate than what was previously expected. The 
ups and downs of our mutual funds is nothing new. And corrections 
like what we are experiencing now do not create a reason to sell and 
hide our savings under our mattress, it creates opportunities for the 
managers of our funds.

Retire comfortably [ ]
“Much success can be attributed 

to inactivity. Most investors 
cannot resist the temptation to 

constantly buy and sell.”
Warren Buffet

The average Canadian doesn’t know how much 
they need to retire. Do you?
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Quote 

“Much success can be attributed to inactivity. Most investors cannot resist the temptation to constantly buy and 
sell.” 
Warren Buffett 

 

Disclosure.  This in an opinion piece and all opinions expressed are mine alone and do not necessarily reflect the 
opinion of Innovation Credit Union, Credential Asset Management Inc., or our other advisors.  The information 
contained in this email was obtained from sources believed to be reliable; however, we cannot guarantee that it is 
accurate or complete.  This email is provided as a general source of information and should not be considered 
personal investment advice or a solicitation to buy or sell any mutual funds. 

Mutual funds are offered through Credential Asset Management Inc. Commissions, trailing commissions, 
management fees and expenses all may be associated with mutual fund investments.  Please read the prospectus 
before investing.  Unless otherwise stated, mutual fund securities and cash balances are not insured nor 
guaranteed, their values change frequently and past performance may not be repeated. 
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