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January 2017
Best wishes for a
happy, healthy and
prosperous
New
Year!

“super-hosts”
on
airBnB.com! We hosted
more than 30 guests
over the course of the
year. I’d estimate that
more than half were
from Europe, with
others from Canada,
Puerto Rico, Mexico
and of course the US. It
has
been
fun
welcoming them to our
home. Our social life
has certainly improved
through chatting with
our visitors over dinner
and breakfast. We must
be doing something
right, as everyone has
given us great reviews and a 5-star rating.

Christmas Morning

We stayed home for
the
Christmas
season, but it was
sociable anyway. We
had a long-term B&B
guest over most of
December.
Along
with 2 short-stay
visitors, we had
company right up
until just before
Christmas Eve. Our
Canadian neighbours
and friends hosted
Christmas dinner, and then for New Years some
friends invited us to stay at their home in Escazu, a
fancy suburb of San Jose that overlooks the city. The
tradition in Costa Rica is for families to get together
on New Years Eve, then let off fireworks at the stroke
of midnight. No government-sanctioned events! It
was quite a show from our vantage point, as the
whole city erupted in bursts of beautiful colours.
Also over the Christmas season, Carmen got invited
to help with the strings program at the local branch
of University College of Limon (CUNLIMON). She
started early this month, teaching the more
advanced violinists a couple of times a week. Carmen
is extremely happy to be doing something that she
loves doing (and is very good at!).
Our little bed-and-breakfast celebrated its 1-year
anniversary a couple of weeks ago. We are now

Why don’t you plan to come down this way? It is a
wonderful part of the world; very different from
Canada! Doing our annual financial review out on the
terrace, with the toucans and parrots looking over
your shoulder, seems like a better idea than facing
the cold and slippery roads of Canada in the winter!
Check out “amapolabnb – your Caribbean retreat”
on Airbnb.com; the pictures will make you want to
hop onto the next plane!

The TFSA contribution limit for 2017 is $5,500
The TFSA cumulative contribution limit is $52,000
The RRSP contribution limit for 2016 is $25,370
RRSP deadline for 2016 contributions is March 1
The RRSP contribution limit for 2017 is $26,010.
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Table 1
2016 Returns - Year to 31 December
31 Dec
YTD
Price
Change
Equities
TSX (CAD)
15287.6
17.5%
S&P500 (USD)
2238.8
9.5%
Commodities
Oil (WTI; USD)
Gold (Comex; USD)
Fixed Income
DEX Universe Bond
Index (CAD)
- Total Return
-Interest Rate
Best 5-yr GIC Rate
Exchange Rates
CAD/USD
CAD/EURO

$53.22
$151.7

45.0%
8.6%

1011.4

1.7%

2.14%
1.91%

0.13%
-0.35%

$1.3435
$1.4134

-$0.039
-$0.088

I’m currently making plans for my winter visit to the
Great White North. The plan is to be in Calgary the
last 2 weeks of February, with a short jaunt to
Kelowna and Vancouver thrown in there. Please let
me know if you’d like to schedule a meeting during
that time frame. I’ll be sending you my appointments
schedule shortly.

Where We Are
Table 1 shows how various asset classes did in 2016.
A big surprise was the huge rally in oil prices. A
stronger Canadian dollar and a strong Canadian stock
market followed in the heels of the oil price. The US
market did essentially nothing until the election of
Donald Trump as the new President. The ensuing
Trump rally changed everything. The stock market
boomed, a rally that has continued into 2017.
Interest rates rebounded sharply, and have moved
up substantially over the past 2 months.

Most client portfolios have a mixture of stocks and
bonds. I use the Globe Canadian Neutral Balanced
Peer Index as my primary performance benchmark.
That benchmark was up 6.83% in 2016.

Where We’re Heading
When preparing this letter, I reviewed what I had
written a year ago. Last year I wrote that I expected
2016 to be a very interesting year. I think I was right
on that score! My prediction is that 2017 will be even
more interesting!
I think I’m pretty safe with that prediction. The whole
concept of President Trump is going to change
everything. We just don’t know what is going to
happen over the next year in the US. I think we can
also safely predict that some government,
somewhere, is going to test him and his
administration, and a minor crisis (hopefully not a
major one!) will ensue.
If you haven’t heard Mr. Trump’s actual inaugural
address, I suggest that you do so. It is available on
CNN, both as a video (it takes just over 17 minutes)
and as a text. The web address is
http://edition.cnn.com/2017/01/20/politics/trumpinaugural-address/
President Trump is a very blunt speaker. The speech
doesn’t have great soaring oratory, but does lay out
in uncertain terms where he hopes to take his
administration. It seems to me that the media and
general public consistently underestimated Mr
Trump as a candidate; they are in danger of
These folks didn’t have a financial advisor!

Over the year, the interest rate on the US 10-year
Treasury bond – the most widely-traded security in
the world – moved from 2.27% at the start of 2016,
down to a low of 1.37% on July 5, and ended the year
at 2.45%. As I write this, the rate on the US 10-year
T-bond is 2.48%.
Pass It On!
Please pass this letter to a friend, colleague or neighbour if you find it interesting.
I rely on referrals to grow my business. Thanks.
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underestimating him now that he has gained power.
I’m one of those who believes that what he says is
what he is likely to do – for better or worse. His
cabinet selections seem to be well-thought out and
capable.

remembered as the day the people became the rulers
of this nation again …. At the center of this movement
is a crucial conviction: that a nation exists to serve its
citizens.

The media keep characterizing Mr Trump as a
Republican president. He isn’t. He is an Independent
who captured control of one of the 2 great US parties
in a hostile takeover, over the objections of the
management of that party. I think you will see that
he advances his agenda through Congress using a
shifting alliance of Republicans and Democrats,
seeking and gaining support from whatever party
most closely matches his thinking on an issue-byissue basis.

Wow! Contrast these words to those that President
Kennedy spoke at his inauguration: “… ask not what
your country can do for you; ask what you can do for
your country.” President Trump has just said the
exact opposite: a nation exists to serve its citizens!
And another potentially positive section:
We will seek friendship and goodwill with the nations
of the world -- but we do so with the understanding
that it is the right of all nations to put their own
interests first. We do not seek to impose our way of
life on anyone, but rather to let it shine as an example
for everyone to follow.

His undoing, if there is to be one, will likely be due to
his combative nature that seems unable to let any
perceived snub glide by. His constant tweets are
likely to overwhelm the nation, and provide a neverending supply of ammunition to his many detractors.

So no more trying to spread democracy around the
world and getting involved in human rights issues
everywhere. However, it needs to be made clear that
when Mr. Trump speaks of “the right of all nations to
put their own interests first” he is talking of the
interests of the United States of America, and
nowhere else!

If, as I think, we should pay close attention to his
words, let’s look at a few quotes from the inaugural
address.
What truly matters is not which party controls our
government, but whether our government is
controlled by the people. January 20th 2017, will be

More troubling:
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Perhaps I Can Help!
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From this moment on, it's going to be America First.
Every decision on trade, on taxes, on immigration, on
foreign affairs, will be made to benefit American
workers and American families…. Protection will lead
to great prosperity and strength.
That way of thinking led to the Smoot-Hawley Tariff
Act in the US, and a world-wide depression.
If President Trump’s words lead (and they should!) to
great nervousness around the world, leaders should
really get heartburn about the proposed Border
Adjustment Tax that is being promoted by
Republicans in the US House of Representatives.
Quoting an article from Marketwatch.com: “The
House Republican plan to adjust taxes at the border,
essentially subsidizing exports and taxing imports….
The tax is meant to create incentives for domestic
production, in part because companies also would no
longer be able to reduce their taxable income by
deducting their overseas expenditures.”

Interest rates remain low by historical standards. See
Charts 1 and 2. The US Federal Reserve raised rates
by ¼% in December, a move that was greeted by
great joy in the markets, and has expressed its desire
to increase rates by up to 1% over 2017. Recent
comments from Fed members seem to indicate that
they have curbed their enthusiasm somewhat. Note:
President Trump will be appointing some new
members to the Fed’s Board of Governors. Fed policy
might change over the next year!
Corporate earnings remain in the doldrums. See
Chart 3. Some of this is due to low energy prices that
have suppressed earnings in that sector. The stock
market is sensitive to corporate earnings. It is being
held up because of lofty expectations that President
Trump’s growth-oriented policy will cause a rebound
in corporate profitability.
Chart 3

While a President might have great power, he is not
a miracle-worker. Let’s look at a few charts to see
what he has inherited.
Chart 1

Chart 2

The US stock market is trading in record territory. See
Chart 4 (bottom of the next page). However, the
actual trading value is only slightly above its longterm trend line, a trend that has been in place for 85
years. This is hardly the look of a chart in bubble
territory! As mentioned in the last paragraph, the
stock market ultimately rises or falls based upon the
profitability of the companies that comprise the
market. Mr. Market does not like falling earnings!
This bears close monitoring.
And finally, let’s look at my often-published
employment charts. Chart 5 shows overall private
sector employment. While there have been steady
increases in employment, the economy has to
generate enough new jobs every month to balance
the numbers of young people entering the workforce
plus immigrants (less retirees and deaths). It has to
generate approximately 250,000 new jobs per
month (3 million per year). Chart 5 shows that the
economy is having a hard time generating that many
Page 4 of 9

new jobs, and certainly not enough to bring those 27
million “missing people” back into the labour
market.

laying off the permanent workforce. Chart 5 shows
that manufacturing overtime remains steady. What
this chart doesn’t show is that 69,000 manufacturing
jobs disappeared in 2016. While a few of those jobs
might have been exported to other countries, most
have been lost due to automation. US manufacturing
output has NOT decreased over the years; the
number of widgets produced per employee has
greatly increased. President Trump has pledged to
bring those lost jobs back. I think he is like King
Canute on that score – he might as well try to hold
back the incoming tide.

Looking forward, I use manufacturing overtime
hours and employment in temporary employment
agencies as indicators of future economic activity.
Manufacturers will respond to changing levels of
sales by adjusting the amount of overtime that they
ask their employees to do, rather than adding or
Chart 5

We are only looking at the beginning trend of
automation. Think of self-driving trucks and taxis as

Chart 4
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just one example of where automation will throw
people out of work. I read today that over 50% of
jobs in the newspaper/magazine industry have
disappeared in the past decade. Companies like Uber
and Airbnb are throwing the models of public
transportation and lodging into disarray, and in the
process giving governments fits as they try to retain
their regulations and cash-cow tax income.
Increasingly web-based retailing is causing old-line
storefront businesses to suffer. Businesses are
having to shift their delivery model from one of
truckload shipments to a single retailer, to delivery
of individual packages to single purchasers.
It is not all bad news. One of my friends makes a
living essentially scanning business news and writing
short summaries (for a fee) that she posts on her
subscribers’ blogs. Another does something, also
web-based, that I don’t even pretend to know what
it is, although it seems to be related in some manner
to on-line gaming. My daughter, who is in the TV
business, seemed to know all about it and said that
it is something that can be quite lucrative. I guess I’m
just too old to understand. Neither of these people
would show up in the US employment data, although
they make a nice living doing what they do. And
there are millions out there doing much the same
thing.
Chart 6 shows the employment at temporary help
agencies. It is holding steady on a year-over-year
basis. Employment grew only 0.8% in 2016 in this
sector.

What About Canada?

Chart 7

to the US) on the basis of overall commodity prices,
of which the chief component is oil.
Chart 7 shows the relationship between WTI oil
prices and the exchange value of the looney. Right
now the looney is trading outside of the expected
range. The oil traders don’t look at the value of the
looney when they are in the trading pit, but the
currency traders certainly look at oil prices when
they are busy in front of their trading screens.
Perhaps they think that $53 oil is too high and is
unsustainable. However, the current consensus is
that President Trump’s policies will strengthen the
US dollar and hurt export-dependent countries like
Canada. This story is depressing the looney.
Chart 8 shows how the Canadian stock market
(measured in US dollars) outperforms the US market
when commodity prices (as measured by the
Commodity Research Bureau (CRB)) are strong, and
under-performs when commodity prices are weak.

I’ve said it before, and I’ll say it again: Canada is
perceived to be a petroleum-based economy. The
looney rises and falls on the strength of oil prices,
and the Canadian stock market rises or falls (relative

Right now, the upwards-sloping blue line indicates
that we are in a Buy Canada! phase. However, the

Chart 6

Chart 8
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red line is flat at present, indicating no
outperformance. This is probably due to the Trump
Effect in the US, which boosted the US stock market
over the past few months.

Table 2
Influence of Exchange Rate on Mutual
Fund Performance

Chart 9 shows how the Toronto stock market has
performed since its inception almost 100 years ago.
It is currently trading at a 20% discount to the longterm trend, which means that there is potential for
above-average returns going forward. The dividend
yield on the TSX is also above 3%, so the Canadian
market is offering a cash return higher than is
available from bonds or GICs. I think that we’ll need
the Trump Effect to wane in the US, and higher
commodity prices in order for investors to begin to
create the buying pressure that will let the Canadian
market rise to its potential.
In an era when currency exchange values are
fluctuating wildly, the mutual fund companies are
increasingly shifting that risk over to their clients
(and indirectly onto their financial advisors). The
fund companies are increasingly making use of
unhedged and “currency-neutral” versions of their
US and global equity and bond offerings. Recall that

2015

2016

Change in Exchange
Rate

17.3%

-2.9%

US Equity Fund
Unhedged
Currency Neutral
Difference

8.7%
-8.1%
16.8%

11.2%
14.7%
-3.5%

Global Bond Fund
Unhedged
Currency Neutral
Difference

6.6%
-10.0%
16.6%

-1.7%
0.5%
-2.2%

2015 was a year in which the exchange value of the
Canadian dollar plummeted, meaning that foreign
assets, when priced in looneys, would have soared.
The reverse occurred in 2016: the Canadian dollar
rose, and detracted performance from foreign
Chart 9
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assets. Table 2 shows how a couple of funds that
have unhedged and hedged versions did in 2015 and
2016. It shows that changes in the CAD/USD
exchange rate can totally overwhelm a fund
manager’s performance ability.

By convention, the Bank assumes that oil prices will
remain near their recent levels. The per-barrel prices
for Brent, West Texas Intermediate and Western
Canada Select in US dollars have recently averaged
about $55, $50 and $35, respectively….

When I started out in the investment business
almost 30 years ago, I was taught that the costs of
hedging currencies exceeded the benefit to be
derived. Looking at Table 2, I’m unsure whether that
is still the case – at least on a relatively short-term
basis. In any event, I am unwilling to assume the risk
of becoming my clients’ foreign exchange expert,
and prefer that my portfolio managers continue to
accept and manage that risk.

Risks to the Bank’s oil price assumption remain tilted
to the upside over 2017–18, since prices are still
below levels likely required to support medium-term
market rebalancing. The scope for sustained higher
prices is limited, however, because technological
advances have contributed to lower production costs
for unconventional oil production, notably shale oil in
the United States….

New Year’s Fireworks Over San Jose

This letter has become overly-long already, so I will
conclude by quoting several passages from the
January 2017 edition of the Bank of Canada’s
Monetary Policy Report:
Overall, global economic growth is projected to
increase from just under 3 per cent in 2016 to about
3 1/2 per cent by 2018.
The outlook, however, is subject to considerable
uncertainty, given the unknowns around policy
actions by the incoming US administration, particularly concerning trade. These potential policy
changes pose important risks to the current
projection, which will be updated in future reports as
additional details become available….
By convention, the Bank does not attempt to forecast
the exchange rate in the base-case projection
therefore, over the projection horizon, the Canadian
dollar is assumed to remain close to its average of 75
cents observed at the time the projection was
conducted….

While the full range of possible policy changes in the
United States has not been incorporated, the outlook
does include an initial benchmark assumption about
fiscal stimulus that boosts demand for Canadian
exports and supports business confidence in Canada.
This positive effect is, however, tempered by a
deterioration in Canadian competitiveness related to
assumed corporate tax cuts in the United States.
While prospective protectionist trade measures in
the United States would have material consequences
for Canadian investment and exports, these
measures have not been included in the base case….
The current high level of uncertainty could be having
a greater restraining effect on business investment
than previously assessed. While firms surveyed by the
Bank continue to cite insufficient domestic demand
as the main reason for holding back investment,
some also cite uncertainty as an obstacle. As well, a
number of exporters have indicated that a challenging competitive environment has encouraged
them to maintain or build a foreign presence to help
meet foreign demand. Future US policies could also
incite firms to invest in the United States rather than
in Canada….
Since the US fiscal stimulus currently being assumed
would include a reduction in personal and corporate
tax rates, the competitiveness of Canadian firms
could be adversely affected….
The Bank estimates real GDP growth of 1.3 per cent
in 2016 before picking up to around 2 per cent in
2017 and 2018.
The most knowledgeable experts in Canada can’t (or
won’t) make any forecast of future oil prices or the
CAD/USD exchange rate. President Trump’s ascent
has created so much uncertainty that the Bank
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doesn’t know what might ensue over the next while,
and to what degree it might impact Canada.
So here is my recommendation: we stick to your
financial plan, with a highly diversified portfolio of
Canadian and global equity and fixed income funds.
We choose only the best fund managers, who will be
expected to be cognizant of the uncertainties
inherent in these times, and will be expected to
manage the currency exchange risk.
My job is to help you achieve your investment
objective, whatever that might be. I sit on your side
of the table. I monitor the performance of the
managers that we have hired, and am ready to fire
them if they are not doing their job.
Hiding, by going to cash or other risky strategies, will
only cause you to lose sight of your ultimate
objective and increase the potential for ultimate
failure. If you are still building up your savings,
continue to make your regular contributions to your
RRSP or TFSA. Delay is not a viable strategy!
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