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I’m writing this letter on
what in Canada is known
as the Victoria Day
holiday weekend. For my
non-Canadian readers,
Monday
marks
the
“official”
Queen’s
birthday, which is not to
be confused with the
monarch’s actual birth
date.

Carmen and Eshan at Grandparents Day

While growing up in
Eastern Ontario, Victoria
Day marked the day
when we’d have our first
swim in the nearby lake.
A chilly experience!
Here in Costa Rica, we
are into the hottest part
of the year. Carmen and I
typically get up with the
sun, at around 5am, then
do our chores until 10 or
11am. The day is too hot
to work after that, so we’ll go to the pool for a quick
dip, then lunch and read in the shade by the pool.
The days frequently cloud over in the afternoon, and
we’ll often get a thunder shower. This pattern of sun
in the morning and rain in the afternoon will intensify
over the next couple of months as we shift into the
mid-year rainy season.
We are a little isolated here on the Caribbean side of
Costa Rica, so it was a special event last weekend
when we went into San Jose to see a live
performance of Chicago. A great show, superbly
done! What a treat!

Carmen travelled to Los
Angeles at the beginning of
the month in order to help
celebrate the 5th birthday of
our grandson Eshan. Among
many highlights, Carmen was
able to attend Grandparents
Day with Eshan at his school.
And Uncle Todd has a brand
new sailboat, so everyone
went for a cruise in Long Beach
harbor.
I met with many of you when I
was in Calgary and Kelowna
for my winter client meetings
and annual reviews. I’ll be
back in town for my summer
meetings as well. My schedule
is still up in the air, but I expect
to be in Canada in late June
and early July. If there is
demand, I can add British
Columbia to my travel
itinerary. Let me know, please.

More Government Regulation
Unfortunately, governments keep piling more and
more regulations upon us. You’ve had to recently fill
out the FATCA form, demanded by the US
government and to which the crowd in Ottawa
meekly complied. Well, Canada and more than 100
other countries around the world decided that this
concept of poking their noses in the financial affairs
of their citizens was a Good Thing, so they have all
piled in with much the same thing, now called the
Common Reporting Standard (CRS). And for good
measure, CRA has said that any resident who doesn’t
comply will face a $500 fine!
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I’ll let the note I received from my Compliance
Officer explain what the CRS is …..
The Canadian government has entered into tax
treaties that, in effect, extend the existing FATCA
requirements to more than 100 countries. The
new requirements are referred to as the
Common Reporting Standard, or CRS. To
implement CRS, CRA has adopted rules and
recently published forms to capture taxpayer tax
residency information. That is, taxpayers are
required to provide information to document their
“tax residency” and their “taxpayer identification
number”, or “TIN”, for each country where they
are considered to be a tax resident. The new
rules provide for a penalty of $500 – paid by the
taxpayer (client) – for any client who fails or
refuses to provide their TIN.
The TIN for a Canadian tax resident is their
Social Insurance Number (individuals), Business
Identification Number (businesses other than
trusts), or Trust Number (trusts). The TIN for
individual U.S. tax residents is their Social
Security Number. All other treaty countries have
equivalent TINs that taxpayers use when filing
their tax returns in those countries.
Apart from including more countries and their
respective
TINs,
CRS
accommodates
differences between U.S. and international
norms with respect to tax residency. Primarily,
other (non-U.S.) countries do not tax people
based on their citizenship or place of birth, but
rather only on residency and where income is
earned.
I will be emailing you the required CRS form shortly,
filled out except for your signature. Several of you
might have to add your foreign residency, or if you
are a US taxpayer, that information. You can mail the
completed form back to me, or you can send it via
pdf if that is more convenient.
I’ll also be sending a request for an updated Client
Information Form (KYC – Know Your Client) for those
clients who haven’t completed one recently, or who
have had a change in status. The securities regulators

require that you update your KYC information at
least once every 3 years.

Where We Are
Table 1 shows how various asset classes are doing
so far in 2017.
Table 1
2017 Returns - Year to 30 April
30 April
YTD
Price
Change
Equities
TSX (CAD)
15586.1
2.0%
S&P500 (USD)
2384.2
6.5%
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

$49.33
$1268.30

-8.2%
10.1%

1038.64

2.7%

1.92%
2.05%

-0.22%
0.14%

$1.3652
$1.4876

$0.022
$0.074

The interest rate on the US 10-year Treasury bond –
the most widely-traded security in the world –
moved from 2.45% at the start of 2017, up to a high
of 2.62% on 13 March, then fell to a low of 2.18 a
month later, on 18 April. It is currently trading near
the low end of that range, at 2.25%.
The DEX Universe bond index, which is Canada’s best
index of interest rates, started the year at 2.14%, and
is currently at 1.89%. That’s a drop of 1/4% in the first
5 months of the year. In contrast, my best 5-year GIC
rate has gone up on the year. I can now offer you 5year GICs at 2.05%.
The drop in oil prices has affected the resourceheavy Toronto stock market, which is treading water
this year. In contrast, the US market is doing quite
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well, with the broad S&P 500 Index up 6.4% and the
tech-heavy NASDAQ index up a very healthy 13% up
to this weekend.
The German DAX index is up 8.3% (measured in
Euros), and the London FTSE100 index is up a more
modest 0.9% (measured in pounds). The Nikkei index
in Japan is up only 0.4% (measured in Yen).
The Canadian dollar has fallen a little bit against the
US dollar, and fallen quite significantly against the
Euro, probably as a result of euphoria over the
Netherlands and French election results.
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 3.3% to the end of April.

Where We’re Heading
Let’s start off this section by looking at what the Bank
of Canada wrote in its April Monetary Policy Report:
The considerable uncertainty noted in January,
particularly regarding US economic policy,
continues to cloud the outlook. This uncertainty
is expected to persist as the possible changes
under consideration, notably in relation to fiscal
and trade policies, would involve complex and
probably lengthy negotiations and changes to
legislation…. The uncertainty around US trade
policy is also now expected to dampen the
pickup in trade and investment growth globally.
An increase in protectionist policies could,
depending on their degree and extent, have a
significant impact on the Canadian and global
economies. The rapid pace of trade liberalization
from the late 1980s to the early 2000s helped
increase global economic growth, for example,
through the development of global value chains,
which boosted investment and productivity. A
notable global shift toward increased trade
protectionism would pose a risk not only to shortrun demand but also to long-run growth and
prosperity A move to a significantly lessintegrated global economy could also involve a
lengthy adjustment process and could require a
difficult reallocation of workers and resources
across industries.
Economic theory suggests that the overall
impact of increased protectionism on aggregate
economic growth would be negative It would,
however, have complex and uneven effects on

prices, profits, jobs and wages in different
sectors of the economy.
Adding to the
complexity is the fact that trade can be inhibited,
not only by tariff s but also by a wide range of
non-tariff barriers such as import quotas,
subsidies for domestic producers and
regulations faced only by foreign producers.
Changes to trade rules can therefore generate
considerable uncertainty for businesses and
consumers and are difficult to incorporate into
economic forecasts. Such uncertainty could be
dampening business investment in Canada and
in some other countries, such as Mexico
The Bank’s base-case projection includes only
the estimated impact of prolonged and elevated
trade policy uncertainty on trade and investment
globally and in Canada. The scope and
magnitude of possible new US trade policy
represents a significant source of uncertainty.
Such measures, if applied to Canada, would
have a direct adverse effect on exports.
The US economy is anticipated to grow at
around 2 per cent over the projection horizon,
amid unusually high levels of policy uncertainty.
Strong domestic fundamentals should continue
to underpin a moderate pace of growth.
Consumption growth is expected to remain solid,
supported by anticipated tax cuts and a strong
labour market.
The outlook for economic growth in the euro area
has strengthened in recent months. Recent
indicators suggest a faster-than-anticipated
pace
of
expansion
in
2017.
Highly
accommodative monetary conditions and an
improving labour market have underpinned this
progress and should continue to sustain
domestic demand. The pace of expansion
should nevertheless remain modest, at around 1
1/2 per cent, over the projection horizon,
tempered by slow potential output growth and
political uncertainty.
In Japan, domestic demand has been more
sluggish than expected in January and should
continue to be restrained by tepid wage growth.
Economic growth has therefore become more
reliant on exports, which have been supported
by a weaker yen and robust demand from
emerging Asia. Overall, growth is projected to
remain at around 1 per cent over 2017–19.
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The Bank doesn’t forecast the USD/CAD exchange
rate or oil prices. It has used 75c as its estimated
exchange projection, and used an estimate of
USD55/bbl for WTI oil. It expects the discount for
Western Canadian Select to remain at $20/bbl.

unemployment is not a major contributor to overall
Canadian unemployment.

Chart 1

Chart 3
Canadian Business Investment

Canada Real GDP Growth by Quarter

Chart 3 shows business investment in Canada (red
line) and sentiment of Canadian businesses towards
further investment in Canada (blue line, and

Source: Statistics Canada and Bank of Canada
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Chart 1 incorporates the Bank’s thinking with regard
to future Canadian GDP growth. Its 2019 projection
of only 1.5% annual real GDP growth is not very
encouraging!
The Monetary Policy Report also included a couple of
charts that should be cause to concern for Canadian
policy-makers. Chart 2 shows that unemployment
rates in Canada remain stuck at around 7%. This
contrasts to the US, where unemployment has fallen
steadily since the 2008 financial shock, and is now
approaching the 4% level. Canada’s high
unemployment rate is an incredible waste of human
potential. Chart 2 shows the time at which oil prices
plunged; the chart shows that energy-sector
Chart 2
Canada & US Unemployment Rates

shading). Business investment has fallen by around
10% annually over the past 3 years, and the data is
not suggesting any meaningful uptick coming in the
future. The blue line indicates that there has been a
more positive feeling towards business investment
recently, but the shaded error bars indicates that this
is highly uncertain and fragile. It is not a good sign
that the red line in Chart 3 is close to the lower bound
of the sentiment survey … this indicates to me that
businesses are unlikely to follow through on their
positive feelings by actually investing cold hard cash!
I am discouraged by the way the federal and
provincial governments appear to be oblivious to the
need to create a positive climate for business in
Canada. Take, for instance, the ruinous electricity
policy of the Ontario government. How about the
recent election in BC, where none of the competing
parties campaigned on a pro-growth platform? The 3
Green Party MLAs hold the balance of power in a
divided legislature. How is that going to work out?
Then there is Quebec, which refuses to allow the
exploration for shale gas or oil in the lower St
Lawrence lowlands, even though the same geology
that is so productive in Pennsylvania extends into
that province. Gotta protect those equalization
payments!

Page 4 of 9

In Alberta, our premier naively thought that she
would gain “social licence” (brownie points) through
enacting a punitive environmental policy. She has
since found out that she managed to hurt her own
province, and gained no points whatsoever outside
of Alberta. As Rex Murphy recently wrote in the
National Post:

may be able to issue permits but only communities
can grant permission.” Mr. Trudeau apparently
considers that a permit issued by a responsible
government does not represent permission to do
something. Rather, Mr. Trudeau seems to be a
believer in mob rule: whoever screams the loudest
wins the day.

The understanding was that Premier Rachel
Notley’s good work and good faith would earn
her province the right to economically
function. Poor innocent Premier Notley. Just in
the last few days a new regulatory regime has
been sketched out by a fulsomely politically
correct federal panel, one that would throw out
the National Energy Board — and presumably
shelve or defer many of its decisions and
resolutions to date. Secondly, the same panel
identified Alberta — Calgary in particular — as
an unworthy headquarters site for future
regulatory determinations.

Friends who are not quite so pessimistic about Ms.
Notley’s performance point to her success in getting
the approval of the federal government for the
Kinder Morgan pipeline into Vancouver. My friends
need to re-read the Prime Minister’s words. BC now
has a provincial government opposed to the
expansion. What will happen when the first
protestor lies down in front of a bulldozer? I think
that Ms. Notley has won exactly nothing from her
“social licence” policy.

Best to move NEB 2.0 to Ottawa, the very
nesting ground of the Owl of Minerva, home seat
of all of Canada’s collective wisdom and playpen
of lobbyists, party fundraisers, career politicians
and every other emblem of judicious disinterest
and lack of bias.
So for all her good deeds, where is the burdened
Notley now? Has she won favour from those
opposed to the oil sands (and pipelines)? Has
she satisfied the onerous conditions of social
licence? Of course not. Notley missed the central
point of social licence: its preconditions can
never be met, and are not meant to be. It is an
obstructionist tactic, designed to forestall and
delay, until whatever its target has been
becomes so worn down by process and protest
and delay that it is simply taken off the policy
table.

Seriously, if you were a business person wanting to
expand operations, particularly with increased US
sales in mind, would you invest your money in
Canada right now? I know that I sure wouldn’t!

Interest Rates
I showed in an earlier section that interest rates
continue their long, slow decline. The yield on the US
10-year bond is down 0.2% so far this year, and the
yield of the Canadian DEX Universe Bond Index is
down 0.25%. I continue to believe that this trend will
Chart 4
US Government 10-Year Bond Yield
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Calgary was “seen” as biased. How could it not
be? It has all this cumbersome experience and
knowledge of the oil industry, which leaves it
dangerously over-informed on the subject under
review, it is the home of the resource, and the
most to work it. Knowledge, experience and
proximity to the resource in question: notorious
dis-qualifiers all.

The Bank of Canada has downgraded Canada’s
growth potential by around 1% annually because of
the economic uncertainty surrounding President
Trump’s economic policies. With Snowflakes like our
Prime Minister and the premiers of the 4 largest
provinces in charge, I despair that the country will
even do as well as the Bank predicts.
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Our Prime Minister is no better. Said he: “Social
licence is more important than ever. Governments
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continue. North America needs only to slide into
recession before we see negative interest rates on
this side of the Atlantic. Chart 4 shows the trend of
the US 10-year Treasury bond. As mentioned before,
this is the most heavily-traded fixed income
instrument in the world. The yield on all other bonds
are measured relative to the yield of the US 10-year
T-Bond.
The US is doing fairly well economically, so the US
Federal Reserve is trying to raise interest rates up to
a more normal level. The Fed’s actions have most
effect on the very short end of the yield curve. It has
raised interest rates twice already (once this year),
and has stated that it wants to increase rates by up
to 3 more times in 2017.
Note the discrepancy. Market forces are causing
longer term interest rates to fall, while the Federal
Reserve is trying to raise short term rates.
There is a danger to the Fed’s monetary tightening.
An old Wall Street adage is “three steps and a
tumble”, which implies that the stock market starts
to weaken once the Fed has raised interest rates 3
times. David Rosenberg, chief economist at
investment house Gluskin Shefff, recently wrote that
10 of the past 13 US recessions were triggered when
the Fed raised interest rates too aggressively.
One of the best leading indicators of recession is the
“yield curve”. This is the difference in yield between
short term interest rates and long term rates. An
inverted yield curve happens when short term
interest rates (which the Fed can influence) are
higher than long term rates (which are controlled by
market forces). An inverted yield curve signals hard
times ahead! Chart 5 shows the yield curve as of April

United States
Let’s face it. When the US sneezes, Canada catches a
cold. What happens south of the border is vitally
important to us.
The consensus of the experts, including the Bank of
Canada, is that the US will continue to limp along
with about 2% annual real GDP growth. There is
great uncertainty among economists about whether
President Trump will be able to advance his growth
agenda through a recalcitrant Congress. This is
restraining their growth projections.
Of course, Mr. Trump can’t seem to stop Tweeting,
and that is making the US political situation even
worse. By all accounts he has performed very well on
his current foreign trip. It sure would be nice if he
were to behave similarly once back in “the swamp”
of Washington. Wishful thinking, I know!
I look at manufacturing overtime hours and
employment at temp agencies as my prime leading
indicators of overall employment, and indirectly
economic activity. If business picks up, business
owners will ask employees to work overtime before
they add extra permanent staff. Similarly, when
business slows down, they will reduce overtime
before the nasty business of forcing layoffs.
Temporary agencies mainly fill white-collar
positions. Business owners will use temp agencies to
take up the extra work required during boom times,
and let them go when things slow down again.
Chart 6 shows manufacturing overtime hours.
Overtime is holding steady at 4.2 hours per week for
production workers. In addition, the monthly labour
report indicates that the US economy generated
48,000 new manufacturing production jobs so far in
2017. (Last year saw the loss of 42,000
manufacturing jobs).

Chart 5
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Chart 7

Chart 6
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Chart 6 also shows the condition of overall
employment. The US needs to generate around
250,000 new jobs a month just to keep the economy
steady. The economy has generated almost 700,000
new private-sector jobs this year, a rate of 174,000
per month. So although the economy is doing well, it
is not doing well enough to get those “missing”
people back onto the payroll.

S&P 500 Index

Chart 7 shows the growth in employment at
temporary agencies. Temp agency employment is up
3.9% versus a year ago.
Chart 7 indicates an interesting correspondence
between US stock market movements and the
growth in temp agency employment. The history
isn’t long enough to make any firm conclusion, but it
is interesting to speculate that the current healthy

Chart 9
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Chart 8
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temp agency growth is forecasting continued good
times for the stock market.
Corporate profits are rebounding in the US. A lot of
this has to do with the recovery in the energy sector,
where cost-cutting and productivity enhancements
have made firms profitable even at today’s low oil
prices. See Chart 8. Profits are up 14% on a yearover-year basis. The stock market is ultimately driven

by corporate profits; Chart 8 provides good news on
that score!
Finally, a quick look at the stock market itself. Chart
9 shows the Canadian stock market. It remains
subdued, and is trading at around 20% below its
long-term trend line. The TSX is dominated by
resources and the 5 big banks. I think that it will
require a turnaround in commodity prices before we

Chart 10
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can see the TSX recovering all its lost ground. The big
banks are heavily exposed to the overheated
Toronto housing market – another danger!
Chart 10 shows the US stock market, as represented
by the S&P 500 Index. The US is now into its 2ndlongest streak ever without a significant correction!
Despite this, Chart 10 shows that the market doesn’t
appear particularly overvalued. It trades at only a
slight premium to the long term trend line. We do
not appear to be in bubble territory, particularly with
the rebound in corporate profits and favourable
employment data.

Carmen with Friends Ron & Linda

•

•
•
•

the big banks to the Toronto housing market
is another concern.
The US is generating new jobs.
Manufacturing overtime and employment at
temp agencies are both encouraging.
US corporate profits are rising.
The US stock market is fairly-priced relative
to its long-term trend line.
Based on all the above, I prefer higher
exposure to global stock markets, and less
exposure to Canada.

More Friends at Earth University Open
House

Conclusions
•
•

•

•
•

•

The trend towards lower interest rates
remains intact. Bad news for savers.
The Bank of Canada projects that slow global
growth will continue. It projects Canada’s
GDP growth at 1.5% annually; the US at 2%
annually; the Eurozone at 1.5%; Japan at 1%.
Uncertainty over the growth and taxation
agenda of the US administration remains
high.
Canada is vulnerable to US protectionist
measures.
Canadian
federal
and
provincial
governments are pursuing anti-growth
agendas that contrast unfavourably with the
US pro-growth economic agenda.
The Canadian stock market is trading at a
discount relative to the US market. This
situation is likely to continue unless
commodity prices rebound. The exposure of
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