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Disclaimer 

Certain statements in this document are forward-looking. Forward-looking statements (“FLS”) are statements that 

are predictive in nature, depend upon or refer to future events or conditions, or that include words such as “may,” 

“will,” “should,” “could,” “expect,” “anticipate,” “intend,” “plan,” “believe,” or “estimate,” or other similar expressions. 

Statements that look forward in time or include anything other than historical information are subject to risks and 

uncertainties, and actual results, actions or events could differ materially from those set forth in the FLS. FLS are 

not guarantees of future performance and are by their nature based on numerous assumptions. Although the FLS 

contained herein are based upon what Sentry Investments and the portfolio manager believe to be reasonable 

assumptions, neither Sentry Investments nor the portfolio manager can assure that actual results will be consistent 

with these FLS. The reader is cautioned to consider the FLS carefully and not to place undue reliance on FLS. 

Unless required by applicable law, it is not undertaken, and specifically disclaimed that there is any intention or 

obligation to update or revise FLS, whether as a result of new information, future events or otherwise. 

Sentry, Sentry Investments and the Sentry logo are trademarks of Sentry Select Capital Corp. 
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10-year 5% semi-annual par bond is issued.  

What is it worth in one year’s time?  

That depends on the prevailing discount rate in one year’s time. 

 Discounted at 6%, the bond would be worth $93 and your total return 

would be -2%. 

 Discounted at 4%, the bond would be worth $108 and your total return 

would be 13%. 

 Remember: the bond matures at $100, but differences in the 

reinvestment rates and future purchasing power are constantly 

calculated until maturity.  

Importance of the discount rate 
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For every 1% rise in yields over a one-year time horizon: 

 2-year bond suffers a capital loss of $1.85 

 5-year bond suffers a capital loss of $4.75 

 10-year bond suffers a capital loss of $8.75 

 30-year bond suffers a capital loss of $19.00 

 

Duration risk in dollar terms 
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 Assume an apartment building produces a $100,000 annual net operating 

income (NOI) in perpetuity. 

 Using a cap rate of 5.00% the building would be valued at $2mm. 

 A buyer with a 25% down payment buys the building for $2mm  

($500k down + $1.5mm borrowed). 

 A rise in the cap rate to 6.67% reduces the value of the future annual NOI  

to $1.5mm. 

 The buyer’s equity is wiped out and the bank demands more capital. 

Otherwise, the bank will seize the property. 

 Recognize that the NOI is held constant; it’s the increased cap rate that has 

negatively changed the present value of the asset’s cash flows. 

How leverage can deliver a margin call 
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30-year U.S. government real yields 

Source: Bloomberg L.P., as at March 15, 2013. 
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Equities as an inflation hedge? 

Source: UBS 

Equity return depending on inflation level.  

Equities only provide an inflation hedge if inflation increases to 6.5%.  

Above that, the valuation argument destroys the protection. 
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The secular headwind 

Source: J&E Davy 

U.S. Debt/GDP (government, households and financials) 
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Premature to call a reversal but this is what every central 

banker is following 

Source: BofA Merrill Lynch Global Research 

Global money multiplier (index) 
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Questions 

 


