
 

Guiding you through the Investment Process 
 

The purpose of this document is to introduce you to the world of investing and the three major asset classes: stocks, bonds and cash. We focus 

on the first two, and explain the different potential risks and returns associated with each. Understanding what these instruments are can help 

you make an informed decision about the type of investor you are and how to allocate your assets.  

Using historical data, you will be presented with both facts and opinions about the different asset classes as we go into detail explaining the 

risks associated with investing. Ultimately, the goal of this publication is to inform your discussions with your investment advisor about how to 

begin investing in the markets, with the hopes of generating returns in a way that suits your style. The right asset allocation can minimize 

remorse associated with volatility across the different asset classes, which is the key to structuring a portfolio that is right for you. We provide 

specific considerations relating to the equity and bond portions of your portfolio so you can be more informed about the factors behind your 

asset allocation.  

Please use this handbook with your BMO Nesbitt Burns Investment Advisor to craft an investment strategy that will help you achieve your 

financial goals.  
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Part 1: Understanding the Asset Classes 

A Brief Overview: Bonds versus Stocks 

How Risky is Risk? 

Figure 1: A Spectrum of Risk  
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Figure 2:  Universe Bond Index: Annual Total Returns 
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Figure 3: Historical Returns for Canadian Asset Classes (December 31, 1960 = 

$10,000; Based on Total Returns) 
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Figure 4: Historical Returns for U.S. Asset Classes (December 31, 1960 = 

$10,000; Based on Total Returns) 
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Figure 5: S&P/TSX Composite Index: Annual Total Returns 
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Figure 6: S&P 500 Index: Annual Total Returns (in Canadian Dollars) 
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Investment Risks  



Type of Risk Description 

Interest Rate Risk When interest rates rise, bond  prices fall and, conversely, when interest rates fall, bond prices rise. This is a risk if you need 

to sell a bond before its maturity date and interest rates are up. You may end up selling the bond for less than you paid for 

it, but the interest payments received over the term of the bond may help offset these losses.  

Interest rates affect equity investors as well, as some sectors (i.e. utilities, telecommunications, and some REITs) may 

underperform when interest rates rise. Higher interest rates also result in multiple compression among stocks.  

Inflation Risk The risk of a loss in your purchasing power because the value of your investments does not keep up with inflation. Inflation 

erodes the purchasing power of money over time – the same amount of money will buy fewer goods and services. Inflation 

risk is particularly relevant if you own cash or debt investments like bonds. Shares offer some protection against inflation 

because most companies can increase the prices they charge to their customers. 

Currency Risk The risk of losing money because of a change in the exchange rate. For example, if the U.S. dollar becomes less valuable 

relative to the Canadian dollar, your U.S. stocks will be decrease in value when measured in Canadian dollars. 

Liquidity Risk The risk of being unable to sell your investment when you want to, at a fair price.  

Concentration Risk The risk of loss because your money is concentrated in one type of investment (i.e. in one sector, one stock, one bond etc). 

Diversification is a way to mitigate this risk. 

Credit Risk The risk that the government entity or company invested in will have issues paying their bills. For bonds, the risk is that the 

entity will not be able to pay the interest or repay the principal at maturity. One way to evaluate a bond’s credit risk is 

through its credit rating. For example, typically long-term government bonds (such as those in Canada) have a credit rating 

of AAA, the lowest possible credit risk. 

Another way to assess credit risk is to review the entity’s balance sheet and ensure that the company has enough liquid 

assets to cover its debt obligations.  

Reinvestment Risk The risk of loss from reinvesting money at a lower interest rate. For example, reinvestment risk covers the situation when 

you buy a bond paying 5% interest, and interest rates drop to 4%. Now, you reinvest the regular interest payments at 4%. 

Another situation is if you have to reinvest your principal at a lower interest rate.  

The reverse is true as well, and there is risk that rates go up, and you reinvest in higher rates. This can help offset some of 

the negative effects of interest rate risk.  

Time Horizon Risk The risk that your investment horizon may be shortened because of an unexpected event, such as the loss of your job 

during a market downturn. This may force you to sell investments that you were expecting to hold for the long term too 

early and at a lower price than you had anticipated. 

Can You Handle Risk? 



Figure 7: Volatility Decreases with Time: S&P/TSX Composite Index Annualized Total Returns 
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Part 2: Creating a Diversified Portfolio 

Figure 8: Investor Profiles  
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Figure 9: BMO Nesbitt Burns Investment Strategy Committee’s Recommended Asset Allocation (%)  

Income Balanced Growth Aggressive Growth

Recommended Benchmark Recommended Benchmark Recommended Benchmark Recommended Benchmark

Asset Mix Weights Asset Mix Weights Asset Mix Weights Asset Mix Weights

Cash 5 5 5 5 5 5 0 5

Fixed Income 65 70 35 45 15 25 0 0

Equity 30 25 60 50 80 70 100 95

Canadian Equity 20 15 30 25 40 35 45 40

U.S. Equity 10 5 25 15 25 20 35 30

EAFE Equity* 0 5 0 5 5 10 10 15

Emerging Equity 0 0 5 5 10 5 10 10

 

The Equity Portion of a Portfolio 

Figure 10: Sector Breakdowns  
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The Bond Portion of a Portfolio 



Figure 11: Standard & Poor’s Issuer Credit Ratings 

Rating Description

AAA The issuer has an extremely strong capacity to meet its financial commitments.

AA

A

BBB The issuer has adequate capacity to meet its financial commitments.

BB

B

CCC The issuer is currently vulnerable and dependent upon a number of factors in order to meet its financial obligations.

CC

C

R The issuer is under regulatory review owing to its financial condition.

SD/D Selective default or default: the issuer has failed to make timely payments of interest and/or principal on 

one or more of its debt obligations, or the issuer has filed bankruptcy petition.

Figure 12: FTSE TMX Sector Weights 
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Figure 13: Canadian Yield Curve 
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Getting Invested: The Bottom Line 



Appendix A: Annual Total Returns  

Figure 14: Annual total return data for Asset Classes  

 

Calendar 

Year

Canadian T -

Bills

FTSE Bond 

Universe

S&P/TSX 

Composite

S&P 500 

(C$)

S&P 500 

(US$)

MSCI EAFE 

(C$)

MSCI EAFE 

(US$)

MSCI EM 

(C$)

MSCI EM 

(US$)

1960 3.36% 10.48% 1.78% 5.15% 0.47% 24.66% 19.11%

1961 2.83% 7.73% 32.75% 32.80% 26.84% 29.66% 23.85%

1962 3.98% 2.24% -7.09% -5.80% -8.76% -7.75% -10.65%

1963 3.57% 3.94% 15.60% 23.09% 22.70% 5.70% 5.36%

1964 3.75% 5.10% 25.43% 15.69% 16.42% 25.41% 26.20%

1965 3.92% 1.48% 6.68% 12.50% 12.38% 20.75% 20.61%

1966 4.96% 3.56% -7.07% -9.33% -10.06% -4.93% -5.70%

1967 4.56% 0.75% 18.09% 23.63% 23.98% 11.24% 11.56%

1968 6.24% 2.80% 22.45% 10.23% 11.03% 33.99% 34.96%

1969 7.06% 0.91% -0.81% -8.43% -8.43% 17.79% 17.79%

1970 6.27% 22.65% -3.57% -2.02% 3.94% -15.64% -10.51%

1971 3.67% 9.59% 8.01% 13.27% 14.30% 30.03% 31.21%

1972 3.52% 1.96% 27.38% 18.14% 19.00% 36.61% 37.60%

1973 5.25% 2.42% 0.27% -14.60% -14.69% -14.08% -14.17%

1974 7.76% 7.87% -25.93% -26.87% -26.47% -22.57% -22.15%

1975 7.27% -0.20% 18.48% 40.75% 37.23% 40.62% 37.10%

1976 8.91% 15.31% 11.02% 23.05% 23.93% 3.00% 3.74%

1977 7.41% 5.86% 10.71% 0.68% -7.16% 29.51% 19.42%

1978 8.40% 0.98% 29.72% 15.51% 6.57% 45.57% 34.30%

1979 11.42% 2.50% 44.77% 16.69% 18.61% 4.46% 6.18%

1980 12.51% 6.57% 30.13% 35.59% 32.50% 27.33% 24.43%

1981 17.94% 4.20% -10.25% -5.58% -4.92% -1.72% -1.03%

1982 14.04% 35.36% 5.54% 25.99% 21.55% 2.76% -0.86%

1983 9.32% 11.53% 35.49% 24.11% 22.56% 26.19% 24.61%

1984 11.05% 14.66% -2.39% 12.88% 6.27% 14.56% 7.86%

1985 9.48% 21.23% 25.07% 39.36% 31.73% 65.81% 56.72%

1986 9.05% 14.70% 8.95% 17.15% 18.67% 67.78% 69.94%

1987 8.13% 4.04% 5.88% -0.94% 5.25% 17.58% 24.93%

1988 9.27% 9.79% 11.08% 7.02% 16.61% 18.02% 28.59% 28.88% 40.43%

1989 11.95% 12.81% 21.37% 27.93% 31.69% 7.64% 10.80% 60.26% 64.96%

1990 12.87% 7.54% -14.80% -2.99% -3.10% -23.10% -23.20% -10.44% -10.55%

1991 9.06% 22.13% 12.02% 29.97% 30.47% 12.07% 12.50% 59.30% 59.91%

1992 6.61% 9.84% -1.43% 18.37% 7.62% -3.05% -11.85% 22.53% 11.40%

1993 5.11% 18.14% 32.55% 14.48% 10.08% 38.26% 32.94% 81.83% 74.84%

1994 5.26% -4.31% -0.18% 7.46% 1.32% 14.61% 8.06% -1.70% -7.32%

1995 7.03% 20.67% 14.53% 33.87% 37.58% 8.54% 11.55% -7.76% -5.21%

1996 4.44% 12.26% 28.35% 23.56% 22.96% 6.88% 6.36% 6.54% 6.03%

1997 3.12% 9.63% 14.98% 39.19% 33.36% 6.52% 2.06% -7.72% -11.59%

1998 4.71% 9.18% -1.58% 37.82% 28.58% 28.98% 20.33% -19.97% -25.34%

1999 4.70% -1.14% 31.71% 13.94% 21.04% 19.83% 27.30% 56.64% 66.41%

2000 5.44% 10.25% 7.41% -5.57% -9.10% -10.61% -13.96% -27.91% -30.61%

2001 3.90% 8.08% -12.57% -6.40% -11.89% -16.30% -21.21% 3.70% -2.37%

2002 2.59% 8.73% -12.44% -22.84% -22.10% -16.46% -15.66% -6.90% -6.00%

2003 2.87% 6.69% 26.72% 5.76% 28.68% 14.37% 39.17% 28.43% 56.28%

2004 2.22% 7.15% 14.48% 2.80% 10.88% 11.90% 20.70% 16.77% 25.95%

2005 2.73% 6.46% 24.13% 1.76% 4.91% 10.59% 14.02% 30.50% 34.54%

2006 4.03% 4.06% 17.26% 15.74% 15.79% 26.80% 26.86% 32.49% 32.55%

2007 4.15% 3.69% 9.83% -10.27% 5.49% -5.05% 11.63% 18.93% 39.82%

2008 2.39% 6.41% -33.00% -22.59% -37.00% -30.04% -43.06% -42.48% -53.18%

2009 0.35% 5.41% 35.05% 9.12% 26.46% 14.30% 32.46% 54.48% 79.02%

2010 0.60% 6.74% 17.61% 8.89% 15.06% 2.40% 8.21% 12.80% 19.20%

2011 0.92% 9.68% -8.71% 4.41% 2.11% -9.75% -11.73% -16.33% -18.17%

2012 0.97% 3.60% 7.19% 13.48% 16.00% 15.34% 17.90% 16.05% 18.63%

2013 0.97% -1.19% 12.99% 41.53% 32.39% 31.81% 23.29% 4.48% -2.27%

2014 0.91% 8.79% 10.55% 24.00% 13.69% 4.18% -4.48% 7.09% -1.82%

2015 0.50% 3.52% -8.32% 20.95% 1.38% 18.83% -0.39% 1.88% -14.60%

2016 0.50% 1.66% 21.08% 8.62% 11.96% -1.52% 1.51% 8.27% 11.60%

2017 0.71% 2.52% 9.10% 13.83% 21.83% 17.36% 25.62% 28.70% 37.75%

2018 1.40% 1.41% -8.89% 3.98% -4.38% -5.78% -13.36% -6.74% -14.24%

2019 1.66% 6.87% 22.88% 25.18% 31.49% 16.78% 22.66% 13.18% 18.88%

2020 0.42% 8.68% 5.60% 16.07% 18.40% 6.14% 8.28% 16.35% 18.69%

2021 0.13% -2.54% 25.09% 28.16% 28.71% 11.30% 11.78% -2.64% -2.22%  

General Disclosure 



BMO Nesbitt Burns Inc is a Member-Canadian Investor Protection Fund and a Member of the Investment Industry Regulatory Organization of Canada..  


