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Maintaining Your Perspective

Ins d  ...
• Donations & Reducing Taxes 
• Income Splitting: Family Trusts
• Equity Markets During Rising Rates
• Fixed I come & the Interest Rate Cycle

The economic news around the 
world continues to have a pos tiv  tone  
Gross domes ic produc  (GDP) figures 
from Europe indicate that the Eu ozone 
region has emerged from recession and 
the U.S  has had improving GDP and 
unemployment rates  Ma y of these 
e onomic improvements have been 
reflected in the performance of several 
internat onal markets  But here at home, 
the Canadian market continues its slow 
crawl argely due to challenges in the 
resource s ctor  

Although nobod  can predict wh n 
the next upturn will occur  history has 
shown us that it is likely ly a ma ter of 
time before dome ti  markets will begin 
to climb. After all, markets are cyclical by 
nature  Rather than focusing on the short 
term, a look at the bigge  picture may 
help to put things in perspe tive

A recent study uses the iconic Big 
Mac hamburger to compare the time 
it takes a worker to afford a Big Mac 
in different countries, using the local 
minimum wage rate relative to the cost of 
a hamburger in each count y

The highest ranking country is 
Australia, where it takes only 18 m nutes 
to ‘earn’ a Big Mac  Canada also ranks near 
the top of the list, where it takes a worker 
only about 30 minutes. Contrast this with 
Russia, where it akes almost 2 6 hours, 
or Sierra Leone in Af ica, where it takes a 

shocking 136 hours!
Canada’s standard of living remains 

one of the highest in e world  Our 
nation is con ste tly envied by our 
world peers  In fact, in the Economist 
Intell gence Unit’s recent ranking of the 
wor d’s 10 best citi s in whi h to live, 
three Canadia  cities — Vancouver, 
Toronto and Calgary — rank d i  the top 
five  

Canada also allows us the opport nity 
to grow our wealth in a free-market 
environment  As Canad ans  we continue 
to i crease our personal wealth and are 
more finan ially secur , even compared to 
just 10 y rs ago (although debt concerns 
continue to persist) and also compared to 
our neighbours to the outh  

As we have seen in the past, a 
lift in the market  can happen at any 
time  In the meantime  as we enjoy the 
Thanksgiving season, let s give thanks 
for the many gr at things about Canada 
— go d reminders to help maintain 
perspective
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A  the year progresse  and the globa
economic ituation shows signs of
continuing improvement  there are also
signs of renewing confidence in th
financial market . In the fir t qu rter 
the year, the Dow Jo es Ind strial A
surpassed the record high clos ng le  
14,164 3 oin s set back in Octobe
2007  The S&P/TSX Com osite Index h
reco er d to he ev l it reache  pr or to
the collapse of Lehman Brother  t at
precipitated th    

em er 2008  However  it ti l remai
well bel w the all-time highs reac ed
before th  cris s as the re ources sector has
been particularly slow to recover.

Wil  the mark ts continue heir
upwar  t aject ry

at ies ahead can never eas ly b
pred cted, regardless  what the i

 be telling us
Consider th  performance o  the

market  l st year  Despite Cana a s
re atively stable economic si uat on  a
arguably the tronge t of the G8 countr es
and t e envy of man  interna  

 &P TSX Composi e Index
experienc d signifi ant eclin s in the
m ddle f the ear, improving in the third
quarter but post ng only a .0 per ent
gain over t e year

Co trasting this, the ong in
economic struggl s in th  U S  dominated

      
       

 Instead, the S&P 500 Index showe
not ble advancement thr ughout mo  
last year nd finished with an impre
13 4 per en  ga n

This go s to show how diff cu t t is 
predict the future per ormance of the
marke s by extr polation  As invest
llowin  for the unpre ctable can be one

of th      
des maint ining lex bili y in your

in estm nt trategy  As times chang  
may ne d to adapt your inve tment
approach  by embracing new opportuni
or making changes to c rren  hold ng
Equally import nt is i vesting according
to the indiv dua  inves ment plan that has
been designed with your per  

 ne ds n mind, no  by what th
headlines ma  be s ying

Embr c  the ood imes in the
market  nd l t s hop  tha  the  ontin
But ha e con idence knowing that wi h
th  proper investm nt plan in place, 
are better pr    
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U S. situ  assets, wh h includ

S  ea  sta e an  shares i  U S
co pora ions  may be subject t  

.S  es a e tax. Ther  re a va ie  
ways to minimize a poten ial 
estat  tax bil , in luding dispo  
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us ng a Canadian hol n  co
trus  or partners ip to own th  
situ  assets.
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Take a Vacation from the Headli

Inside ...
• U.S. Estat  Tax and You
• Trusts and the 2 -Year R le
• Billionaire Wisdom
• Dividend Sto ks  N t Just I com

    
t on  When i  comes to your 

i vestments  t ng  v catio   th t  
rom th  he dl nes  ma  b  one w   

improve your investing b ha iour
T chno ogy has crea d n w forms 

of medi  th t have improv d ou  
conn cti ity  but t he same time  
l  mp ified th  ‘noi e  N ws tr  

mor  quickly nd r aches or  peop  
th n ever be re  S ing y  it has a so 
increased the potent al for pe p e to 
ov rr act  

Tempor ry   
lted in A ril when a hac ed Twitt  

cc u t of the ssoci t d Press (AP) 
deceptiv ly rep rted that U.S  President 
Oba a had been nj red i  n ex l sio  
t the Whit  Hou e  This ent the Dow 
o es dustri  Avera  (D IA) n o 
 15 point ta sp n within s co ds  

fo lowing strong ains earlier in   
A t r it s re e l d t t th  AP 

cc unt h d be  ompro ise  th  
r cov ry of th  DJIA sh w d th t th  
m rket is a so v ry fficient in correc  
mistakes ike these  A thou h high-
f equency tr ding a gorith    

 th  event emonst ated ho   
inform tion spr a  n  how tily 
fi ncia  markets c  react

Th s s a goo  remind r tha  t may 
be bett r t  ep ba k rom w a  th  
headli es are ng  t is  ncomm  
f r the medi  o arget ur emot ons d 
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i g per ormance o  the U S  markets 
despite the nation’s co t ing ec  
stru gles n  w  before y s gns of 
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the growth and r su ti g returns to 
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Mak  re to keep them work ng or y  
so th t you can t ke  v c tio  from t  
he d i es
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For 2021: Continue to Look Forward
Amidst the ups and what seem like mostly downs of the past year, there is light shining from 
the North. Despite the difficult circumstances we have faced in 2020, there have been bright 
spots to build optimism for the year ahead.

Unlike previous recessions, the economic effects of the pandemic have been uneven and 
concentrated to certain sectors. This has resulted in a relatively weak multiplier effect for 
the overall economy. Sectors that have been able to thrive during the pandemic, such as 
technology, have helped to drive equity markets, as largely seen south of the border. Canadian 
equity markets, generally influenced by the energy and resources sectors, have been hindered 
by lower demand due to the slowdown. In response, many companies have reassessed their 
business models, cut costs and leaned operations.

After the spring shutdowns, Canada’s economy rebounded better than expected as 
restrictions were relaxed. Employment levels grew faster than anticipated, as did consumer 
spending. The housing market continued to perform well. Unlike many developed nations, 
Canada’s household incomes grew at a time when the economy contracted; savings rates also 
increased.1 Many financial institutions that set aside significant amounts for loan loss provisions 
in anticipation of mortgage or credit defaults have recently seen reductions in those reserves.    

These successes were, in part, due to significant stimulus measures. Canada has been 
more generous than most nations with its support and, as a result, will have the largest 
stimulus deficit globally in 2020 (as a percentage of GDP).2 While there are likely to be future 
consequences, the good news is that the current cost of carrying this debt remains low due to 
near-zero interest rates. 

South of the border, the U.S. has chosen a new path forward after a highly contested presidential 
election. Given considerable and continuing unrest, there is hope that change will temper 
tensions and stimulus actions will help to support Americans throughout the winter.

Driving optimism for the end to the pandemic has been the remarkable progress made in the 
race to find a vaccine. This is an exceptional feat, given the typical vaccine time-to-market is 10 
to 15 years. The fastest ever has been the mumps vaccine, which took four years.3 

Progress in combatting a pandemic takes time. Progress in investing may involve greater 
endurance. During 2020, while the many ups and downs of equity markets captured attention, 
they aren’t the ones that matter for most longer-term investors. Assuming you can stay 
the course for long enough, the results can be significant. The Rule of 724 provides a good 
reminder: at an annual rate of return of five percent, an investment will double in around 14 
years. For those who may not think they have the benefit of time, consider that 90 percent of 
renowned investor Warren Buffett’s wealth was made after the age of 65.5

Most notably, despite the many challenges we faced in 2020, we have seen that equity markets 
don’t wait on the sidelines for recovery to happen. They are, after all, forward looking in nature. 
Perhaps this is an admirable quality to uphold as we leave 2020 behind and bring in a new year. 
As we look forward, we would like to thank you for your trust and confidence in our services 
during what has been an unprecedented time.
1. https://nationalpost.com/news/canadas-generous-covid-19-income-supports-vastly-outpaced-other-developed-nations-
oecd-report; 2. https://financialpost.com/opinion/jack-m-mintz-in-government-spending-and-deficits-were-now-no-1-in-the-
world; 3. http://nationalgeographic.com/science/health-and-human-body/human-diseases/coronavirus-vaccine-tracker-how-
they-work-latest-developments-cvd/; 4. Rule of 72: It takes approx. 72÷(rate of return) years for investment to double; 5. Based on 
shares of Berkshire Hathaway (BRK-A). 8/30/95: $25,300; 10/30/20: $302,500.
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RRSP Season is Here Again!
Registered retirement savings plan (RRSP) season is here again. Here 
are some questions to ask as you consider using the RRSP to its 
fullest benefit:

Have you maximized your RRSP contribution? Don’t overlook the 
opportunity to reduce personal tax liabilities or take advantage of 
tax-deferred growth. The last day to make contributions for the 2020 
tax year is March 1, 2021. Contribution limits are 18 percent of your 
previous year’s earned income, to a maximum of $27,230 for the 
2020 tax year, less any pension adjustment or past service pension 
adjustment, plus unused contribution room carried forward.

When was the last time you updated beneficiary designations? 
The start of the year may be a good time to review your 
designations and ensure that they are updated in the plan 
documentation.* Understand that there may be tax consequences 
to your estate depending upon who has been named as 
beneficiary(ies). There may also be considerations to address when 
designating a minor child (depending on provincial/territorial laws), 
an individual with a disability, or non-residents.

Will you benefit from a spousal RRSP? Consider the opportunities 
to split income through the use of a spousal RRSP (or common-law 
partner). A spousal RRSP is a plan to which you contribute and for 
which you receive tax deductions based on your available contribution 
room, similar to a traditional RRSP. However, the difference is that your 
spouse is the annuitant, so any funds withdrawn are considered that 
spouse’s income and must be included in his/her income tax return. 
Thus, withdrawn funds will be taxed at a lower rate should your spouse 
pay tax at a lower rate than you.

Are you turning 71 in 2021? You must convert your RRSP before the 
end of the calendar year in which you turn 71 years of age. The most 
common choice is to open a registered retirement income fund 
(RRIF), but there are other options to consider, including purchasing 
an annuity or distributing funds as income. Please call to discuss.

Do you have (grand)children who may benefit from a RRSP? 
If you have (grand)children who have a part-time job, they may 
benefit by holding an RRSP. Often, when earned income is less 
than the basic personal tax amount, an income tax return is not 
filed. However, by not reporting this income, the opportunity to 
generate RRSP contribution room is foregone. As such, the chance 
to compound savings for additional years on a tax-deferred basis 
or reduce future personal income tax liabilities through annual tax 
deductions is also lost. Even if a child does not contribute in the 
current year, the unused RRSP contribution room carries forward. 

Some of these actions may benefit from the support of a tax 
advisor. Please call for assistance with any RRSP matters.
*Note: in Quebec, this designation must be made in your will.

Interest Rates, Inflation & the Risk of Doing Nothing
For those old enough to remember, the late 1970s and early 
1980s were periods rife with high inflation and interest rates. In 
1981, inflation rates reached over 12 percent and the now defunct 
Canada Savings Bond returned 19.5 percent interest.1 While high 
interest rates meant great returns on low-risk assets like guaranteed 
investment certificates, it also meant unaffordable mortgages!

Since that time, it has been widely recognized that the central banks 
are responsible for keeping inflation in check as part of their policy 
objectives. For many years, the Bank of Canada and U.S. Federal 
Reserve (Fed) have targeted a two percent core inflation rate. Over 
the last decade, inflation has generally hovered close to this target, 
due to monetary policy actions as well as persistently low price and 
wage increases. It should be noted that the measure of core inflation 
doesn’t include some of the more volatile components of our goods 
and services, such as food and gas — everyday costs incurred by 
most individuals. Many Canadians would argue that food costs have 
largely outpaced core inflation rates!

Today’s Realities: Low Interest Rates, Low Inflation

Of course, it is unlikely that we will see the return of the inflation rates 
experienced in the 1970s. However, even moderate inflation can 
have a significant impact over time. The chart shows the erosion of 
purchasing power of $100 with just moderate inflation rates.

Chart: Even Moderate Inflation Can Erode Purchasing Power
Inflation Rate

Year 1% 2% 3%
0 $100 $100 $100
10 $90.53 $82.03 $74.41
20 $81.95 $67.30 $55.37
30 $74.19 $55.21 $41.20

This should also remind us of the value in investing funds for the 
future. With interest rates at near-zero levels, many savings accounts 
yield paltry returns. Add in the subtle effects of inflation and doing 
nothing with your money can have its own risks.

While the effects of the pandemic may have created short-term 
deflationary pressures, there are differing views on the longer-term 
path for inflation. With central banks pledging to keep interest 
rates low for the foreseeable future, there is the potential for rising 
inflation — traditional economics suggests that when rates are low 
and the economy grows, inflation generally increases. As well, in 
2020 the Fed signaled a major shift in its approach to managing 
inflation, now allowing it to run above the previous two percent 
target. This significant change in policy stance was undertaken to 
try and stimulate growth and tackle unemployment as a result of 
the pandemic.
1. Bank of Canada monthly historical CSB rates and CPI. www.bankofcanada.ca



It may be easy to lose sight of the importance of time in building 
wealth. Today, the reasons are many: heightened market volatility, 
an increasing focus on immediacy and the influence of media in 
the digital age. Yet, in investing, having a longer time horizon takes 
advantage of compounding, which can have profound effects 
over time. This involves the difficult task of enduring inevitable and 
unpleasant short-term events like recessions and even an unexpected 
pandemic. The following may help to provide perspective:

Volatility is a Common Market Feature — The chart below shows 
the biggest peak-to-trough drawdowns each year for the S&P/
TSX composite total return index and annual returns since 2000. 
In 12 of the last 20 years, there has been a double-digit, intra-year 
correction. Significant volatility is no stranger to the markets. Yet, in 
half of those years, the index finished in positive territory.

Markets Are Cyclical: Nothing Lasts Forever — Equity and financial 
markets are cyclical. History shows that markets spend more time 
in positive than negative territory. Since 1956, there have been 13 
bull and 13 bear markets. The average bull market has lasted 54 
months, with an average gain of 131 percent, whereas the average 
bear market has lasted only 9 months, with an average loss of -27 
percent.1 Business cycles are also cyclical, typically lasting around 

seven years. While Canada has 
had seven recessions over the 
past 50 years, they have lasted an 
average of only 11 months.

Your Time Horizon May Be 
Longer Than You Think — The 
pandemic has put pressure on 
many incomes, which may require some to make adjustments to 
retirement options or timing. But don’t overlook the opportunity to 
make up for lost time. Just as increasing longevity requires planning, 
it may also allow time for recovery. Consider that an investment 
with a five percent compounded annual return will double in 
approximately 14 years. As such, a 70-year-old may still have the 
potential for investments to double within their lifetime,2 and 
possibly even twice if they become a centenarian.

The Impact of Time in Investing Can Be Significant — Time can 
be one of the investor’s greatest allies. The chart below shows the 
impact of time in generating retirement savings: with a longer time 
horizon, an investor would require a significantly lower monthly 
investment to yield $1,000,000.

Monthly Investment Amount Required to Reach $1M Over Time*
At Average Annual Rate of Return of...

Years 4% 5% 6%
20 $2,726 $2,433 $2,164
30 $1,441 $1,202 $996
40 $846 $655 $502

*Assuming monthly compounding at annual rates of return shown. Effect of taxes, fees or 
inflation ignored.

Stay focused on your own investing time horizon and remember to 
keep time on your side. 
1. S&P/TSX Composite 1/1/56 to 9/30/20; 2. Assumes average life expectancy of 83 years old.
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Reminders for the New Year: Building Wealth Takes Time

In Short: Upcoming Changes That May Affect You
As always, change is imminent! In brief, here are some of the notable 
changes that have occurred in the last quarter or are upcoming:

Tax-Free Savings Account — The tax-free savings account 
(TFSA) dollar amount for 2021 is $6,000. This makes the total 

lifetime TFSA contribution room amount at $75,500 (since 2009, 
for those eligible).  

Income-Splitting Opportunities — The Canada Revenue 
Agency (CRA) prescribed interest rate for spousal loans 

remains at one percent: the lowest possible rate. Making a bona-
fide loan to a spouse for investment purposes is one way to split 
income and lower taxes, by putting family investments in the 
hands of a lower-income spouse. In October, the CRA confirmed 
that refinancing an existing prescribed rate loan at a lower rate 
may be done with part of the proceeds from the original loan 
without triggering the attribution rules.1

Working from Home — The 2020 Fall Economic Statement 
announced that the home office expense deduction will be 

simplified. The CRA will allow employees working from home in 2020 

due to Covid-19 with modest expenses to claim up to $400, without 
the need to track detailed expenses and will not request employees 
to provide a signed employer form.2 

Covid-19 Benefits — New federal government pandemic-
related benefits began in the fall, including for those who 

become ill or miss work to care for a sick family member. A 
withholding tax of 10 percent will be deducted. U.S. citizens in 
Canada who received U.S. Covid-related government assistance will 
not have to include payments on Canadian tax returns. For detailed 
information, see: https://canada.ca/en/services/benefits/ei/cerb-
application/transition.html

Legal Tender — Bid farewell to $1, $2, $25, $500 and $1,000 
bills in circulation. As of January 1, 2021, they no longer have the 

official legal tender status as an approved payment of debt. 

For more information on any of these changes, please call the office. 
1. https://investmentexecutive.com/news/industry-news/cra-offers-flexibility-on-
prescribed-rate-loans/?utm_source=newsletter&#038;utm_medium=nl&#038;utm_
content=investmentexecutive&#038;utm_campaign=INT-EN-All-afternoon; 2. https://
investmentexecutive.com/news/industry-news/feds-to-allow-up-to-400-for-home-office-expenses/

S&P/TSX Composite Total Return Index: Peak-to-Trough 
Drawdowns 2000 to 2019

Largest peak-to-trough drawdown
Annual return
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U.S. Election: The Changing Guard
After a highly contested election complicated by civil unrest and a 
heated campaign, the American people have decided on a change 
in leadership. As a Canadian, you may be wondering what impact 
this change may have on your investments.  

We can observe that regardless of the political party that occupies 
the White House, there is no distinct pattern or outcome for the 
equity markets. In fact, respected author and investor Ben Carlson 
wrote in a recent Fortune magazine article that politicians often have 
less of an impact on equity market performance than most people 
would like to believe. Carlson has shown that the long-term trend 
of the stock market has been up no matter who the president is.1 

It should also be noted that no president in modern history has 
been able to prevent the stock market from experiencing a large 
drawdown, either.

What We Know: Biden’s Policies, In Short

Throughout the campaign process, much focus was given to 
Biden’s pledge to increase taxes for corporations and higher-income 
individuals, reversing some of the tax cuts enacted by the Trump 
administration. These increases have been proposed to help fund 
trillions of dollars in stimulus measures, social services, manufacturing, 
green tech and infrastructure projects. A new fiscal stimulus plan has 
been called “crucial” and was largely stalled by the election. 

Biden has supported a clean energy agenda, which has concerned 
many in the oil and gas sector. He has also supported greater 
regulation of the communications sector, and his proposed tax 
regime would likely affect the banking sector. From a global policy 
perspective, it is expected that the Democrats will deal with trade 
policy more diplomatically, which may help temper escalating 
global trade tensions over the past four years.

However, it should be noted that success in passing new measures 
may be difficult as it is largely dependent on Congress, and the 
Senate continues to be controlled by the Republicans.* This split in 
power is often welcomed by investors. Carlson has shown that when 

a Democrat is president and Republicans control Congress, average 
annual returns of the S&P 500 since 1933 have been 13.0 percent.1 

The Bottom Line

Basing an investment strategy on the outcome of an election is not 
a prudent exercise. Nobody can be certain that campaign promises 
will lead to policy changes or even impact future economic 
outcomes once Biden takes office on January 20, 2021. For 
example, Trump’s 2016 promises of deregulation suggested that 
the energy sector would have fared well during his time in office; 
in hindsight, many other factors negatively impacted the sector. 
Regardless of what lies ahead, the private sector will continue to 
produce jobs, invest in innovation and drive growth over the longer 
term. Often, the winners will be those companies that can best 
position themselves to adapt to changes in the competitive and 
regulatory landscape over time. 

As advisors, we structure portfolios using diversification to prepare 
for inevitable changes and ensure that we are not exposed to any 
single adverse event. We make course adjustments when required 
and are constantly monitoring investments given that operating 
landscapes and competitive conditions are always changing. What 
we shouldn’t lose sight of is that the long-term trend of the stock 
market has been up, regardless of who is in power.

Growth of a Dollar Invested in the S&P 500: Jan. 1926 to Dec. 2019

*At the time of writing. 
1. https://fortune.com/2020/10/10/2020-election-investing-trump-biden-stock-market-predictions/
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