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I’m writing this on US
Thanksgiving Day. We give
thanks to the Almighty for
our good life: good health;
always food on the table
and a roof over our heads;
wonderful children and
grandchildren; friendships
both here in Costa Rica and
in Canada. We think of
those who lack so many of
these blessings that we take
for granted, and strive to do
our small part to make this
world a better place for all.

Mike in Savannah, Georgia

I wrote my September
letter at a time when
hurricanes were battering
the Caribbean islands and
the
US
South.
The
hurricanes and the TV
cameras are long gone, but
the clean-up is barely
beginning. A colleague
recently visited St Croix, in the Virgin Islands. He
reports that there is no power on the island; they
hope to get it up and running by Christmas. A curfew
remains in effect. Power poles and lines are down
everywhere so travel at night is dangerous. Food and
other supplies are only starting to arrive. There is still
little in the way of organized relief; everyone is still
fending for themselves. Not surprisingly, tourism
(the main source of income for the island) is nil.
Our grand tour of North America was a great success.
The historical part of Savannah, Georgia, is simply
gorgeous. The city has significance from the time of
the Civil War; we felt that echoes from that war still
reside in the collective psyche of the residents. (And

yes, the Civil War statues
remain
standing
in
Savannah!).
Hilton Head, S Carolina, has
beautiful wide beaches and
a lot of golf courses. And
not much else. Not quite
our cup of tea, but nearby
Beaufort (pronounced Beeoo-fert) was a charming
fishing village.
Although I was born in
Montreal, it had been a long
time since I had been there.
I was impressed! Lots of
construction going on. Such
a lively, happening place!
Old Montreal is a joy and
wonder to explore. I’m
afraid Calgary pales in
comparison.

Our visit in Ottawa with
David and his family was
wonderful. The children – Zoe and Avi – are growing
up so quickly and are a delight to be around. We also
celebrated my sister’s birthday in fine style, and even
had time to visit my cousin Lesley and her family Kim
and Violet, who run a family petting zoo outside of
Ottawa that is unlike any other. How do you pet an
African porcupine? Carefully! Carmen got kissed by a
coati. There was even an ocelot sleeping on the dog’s
blanket in the kitchen!

Calgary remains “home” in our hearts. We had
barely set our feet on the ground when we were
whisked away to a private concert in one of the
grander homes in the city. Performances by a
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violinist, piano, soprano and saxophonist were part
of the Calgary Salon Series. I felt like we were in a
time-warp, transported back to Mozart’s time. Many
thanks to Laryssa Warne, who is the prime mover
behind the Salon Series as well as the featured
violinist. Laryssa was one of Carmen’s first students,
and it is wonderful to see how she has become such
a polished performer.
Of course Carmen and I had lots of good
conversation around the dining table with all of our
friends.
Then on to LA, for a short weekend visit with Liz and
family. Eshan, too, is growing up so quickly!
We have been entertaining guests almost
continuously since we returned to Costa Rica. We
always enjoy escorting our friends around our
amazing part of the world, and they, in turn, are a
delight to be with.
Carmen received some bad news when she visited
her retinal specialist in Calgary. Her eyes are not
responding well to treatment, and he wants her to
have monthly treatments for an indefinite period,
starting as soon as possible. This has injected

urgency into our planned exit from Costa Rica and
our return to Calgary. Carmen now plans to come to
Calgary with me on my February visit, rent an
apartment and become a full-time permanent
resident. I will follow once we sell our home in Costa
Rica.
Selling might take a long time. There is no organized
real estate market in Costa Rica. That is particularly
true for the Caribbean side of the country where we
live. So personal contacts are extremely important,
and Carmen and I would appreciate if you can tell all
your email and Facebook friends about our Tropical
Paradise. Our website is www.CasaAmapolaCR.com.
We think that connections into Europe and into the
community of naturalists (birds, reptiles, insects, etc)
are particularly important.

Where We Are
Table 1 shows how various asset classes are doing
so far in 2017.
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

Avi; Mike and Zoe in Background
Table 1
2017 Returns - Year to 17 November
31 August
YTD
Price
Change
Equities
TSX (CAD)
15998.57
4.7%
S&P500 (USD)
2578.85
15.2%
Commodities
Oil (WTI; USD)
Gold (Comex; USD)
Fixed Income
DEX Universe Bond
Index (CAD)
- Total Return
-Interest Rate
Best 5-yr GIC Rate
(rate as of Nov 24)
Exchange Rates
CAD/USD
CAD/EURO

$56.55
$1296.50

5.3%
12.6%

1036.0

2.4%

2.35%
2.72%

0.21%
0.81%

$1.2759
$1.5048

-$0.0676
$0.0913

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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Carving the Halloween Pumpkin with Eshan

market. The TSX was down a fraction in my previous
newsletter; it is now up 4.7% on the year.
The US stock market continues to be on a tear, with
the S&P500 Index up 15.2% on the year. The techheavy NASDAQ exchange is up a remarkable 26%!
The German DAX index is up 13.2% (measured in
Euros), and the London FTSE100 index is up 3.3%
(measured in pounds). The Nikkei index in Japan is up
17.2% (measured in Yen).
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 4.8% to the end of October.

Where We’re Heading
Commodity Prices
We have to start somewhere, so we might as well
look first at commodity prices, since commodities
are so important to the Canadian economy.
Chart 1
CRB Index of Commodity Prices – Monthly Data
Canadian Stock Market Out-Performs the US Market
When Commodity Prices are Strong

The Canadian dollar is stronger relative to the US
dollar, and weaker versus the Euro. The looney has
gone from USD$0.7443 at the start of the year to
$0.7838 on 17 Nov. These numbers mask quite a wild
ride. The low for the year was $0.7295 on 12 May,
and the high for the year (so far) was $0.8226
reached on 8 Sept.
The WTI oil price is now up 5.3% on the year, and up
20% since the end of August. The Toronto stock
exchange is heavily dependent upon resource stocks,
so the rise in commodities has buoyed the entire

CRB Index (US$)

The DEX Universe bond index, which is Canada’s
best index of interest rates, started the year at
2.14%, and was 2.35% at the end of August. Interest
rates jumped for a while after the Bank of Canada
appeared to be in a tightening mood, but have since
fallen back to 2.35% after the Bank decided that it
wasn’t such a good idea to be raising rates after all.
The Canadian Prime Rate, which is the base for most
variable-interest-rate loans, now sits at 3.20%. My
best 5-year GIC rate is 2.72%.
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Chart 1 (blue line) shows the Commodities Research
Bureau (CRB) Index of Commodity Prices in US
dollars. The chart vividly shows the extent to which
commodities in general, and energy in particular, fell
from their peaks in June 2008 and April 2011.
Commodities continue to trade near multi-decade
lows. However, the actual low of the CRB Index was
reached in February 2016, and it is up 18.4% since
then.
The red line in Chart 1 shows the relative
performance of the US and Canadian stock markets,
both priced in US dollars. Historically, when
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commodities are in an upswing the Canadian market
out-performs the US. The only exception to this was
in the mid-1990s, when Quebec’s efforts at
separation caused real concerns about the very
existence of Canada. It is early days yet, but so far in
our current commodities rebound we are not seeing
this out-performance. Why? My guess is that the US
market’s enthusiasm for the FAANG stocks
(Facebook, Apple, Amazon, Netflix and Google
(Alphabet) is overwhelming the underlying trend. I
wrote about the dominating influence of FAANG on
the US market in my September newsletter. I
showed in that newsletter that the TSX (in USD) is
actually out-performing the S&P500 ex-FAANG by
over 5%!

Gold, meanwhile, quietly pokes along. It is up 12.6%
year-to-date without anyone noticing. See Chart 3.

Chart 2

Chart 3

The Shanghai International Energy Exchange will
soon begin offering its new oil-based futures
contract, with the settlement price in yuan. It has the
potential to seriously disrupt the oil and gold
markets, and indirectly impact the US dollar. The
wrinkle is that the seller will have the ability to
immediately exchange the yuan he receives for
physical gold at the current spot price. There will be
no need for the purchaser to settle the contract in US
dollars. This will lower the demand for dollars, and
increase the demand for yuan and gold. As an added
feature, the contract will be for “medium sour
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Chart 2 shows the WTI oil price. If you are a fan of
technical analysis, you’ll be pleased to see that the
“inverted head-and-shoulders” pattern gave a
correct signal, and oil is breaking out to the upside.
Of course that might be just coincidence. More
important, I think, was the recent announcement by
Saudi Arabia’s new minister-in-charge-of-everything,
Crown Prince Mohammad Bin Salman, to engage in
a large-scale anti-corruption crackdown that
included the arrests of many within his own
extended family. Prince Salman has also antagonized
the arch-conservative Wahhabi clerics by beginning
a restructuring of the Kingdom’s regressive social
laws. I think that the Prince is either very brave or
very foolish to offend and attack both the religious
and political power structures within the country at
the same time! We can expect turmoil within Saudi
Arabia (and by extension the whole mid-East Sunni
bloc) for an extended period of time. Arch-rival Iran,
the region’s largest Shia nation, likely won’t be idly
standing by.
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crude”, which is the type of crude oil that China tends
to import. This oil represents something like 40% of
world oil trade, but up to now there has been no
public price-setting mechanism. At present, only WTI
and Brent futures trade on the open market. Both
are for “light sweet crude”.
Charging Station for Battery-Powered Buses in
Montreal

Page 4 of 7

Chart 4

Dining in Old Montreal

Canada Real GDP Growth by Quarter
Source: Statistics Canada and Bank of Canada
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Canada
The Bank of Canada raised interest rates twice this
year, but turned less bullish in October and let rates
stand pat. This decision surprised markets. While the
Prime Rate remained unchanged at 3.20%, market
interest rates declined, and the PCBond Universe
Bond Index now stands at 2.35%.
The October edition of the Bank of Canada Monetary
Policy Report predicts that Canada’s economy will
slow down over the final 6 months of the year (we
are already through 5 of those 6 months), and settle
in at sub-2% growth over the next couple of years.
Chart 4 shows actual real GDP growth (blue bars) as
recorded by Statistics Canada, and the Bank’s
projections (purple bars).
The Bank considers that Canada is now operating
pretty close to full capacity, and is more concerned
about inflation than trying to encourage economic
growth. It projects inflation to creep up over the next
while to around the 2% level.
I find it sad that a country like Canada, that has the
capability of becoming a world-beater, now
considers sub-2% economic growth as being “full
capacity”. I think that is a damning testament to the
poor federal and provincial governments that we the
people have elected. “Give them bread and circuses”
is as true now as it was in Roman times. Sir Wilfred
Laurier is famously quoted as saying “the 20th
century belongs to Canada” (purists will note that
the actual quotation is “I think we can claim that it is
Canada that shall fill the 20th century”). Well, that
didn’t happen. And unless something drastically

changes with the mindset of our electorate, we can
kiss the 21st century good-by as well.

United States
We all get an overload of hysterical commentary out
of the US. The media make no pretense of
objectivity; screaming and insults now seem to
dominate what used to be the news. The rancour has
even penetrated the late-night talk shows, which (to
me at least) are no longer funny or even watchable.
You’d never know it from the news, but the US
economy is doing just fine. In terms of economic
performance, the US is out-performing Canada, and
is projected to continue to do well. The official
unemployment rate is now down to multi-decade
lows. A recent small business survey found that
“inability to hire suitable employees” has become
the #1 problem for business owners. There is a
mismatch developing between the skills required in
the modern age, and the skills of those seeking work.
Possibly the most important news that slipped
beneath the radar was that President Trump has
named Jerome Powell as the next Chairman of the
Federal Reserve. It is sometimes said that the Chair
of the Fed is the most powerful person in the world,
so Dr. Powell’s appointment is of immense
importance.
Dr. Powell is a current member of the Fed’s Board of
Directors. Although a Republican, he is considered to
be a “loose money” advocate. His appointment
signals that Fed policy is likely to remain more-or-less
as it has been for the past several years.
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We all need to be watching the Fed because its
actions will affect us all. Chart 5 shows how the
successive rounds of “quantitative easing” (moneyprinting) boosted the stock market. The red line
shows the quantity of bonds and other securities
now held by the Fed (these being purchased from the
commercial banks using newly-printed greenbacks).
The black line shows the US stock market, with the
times of correspondence between QE and a market
boom being highlighted in green. You can easily see
that almost all of the market’s rise from 2009 to 2016
occurred during times of QE.

The Fed has announced that with the economy doing
well, going forward Fed policy will lean towards
raising interest rates towards “normal” levels, and
begin unwinding the Fed’s bond purchases by selling
the bonds into the marketplace, thus removing cash
from the system. To that end, the Fed has raised its
target interest rate 3 times, with one more increase
expected before year-end, to 1.5%. The long-term
target is a Fed Funds rate of 2.8% by the end of 2019.
More troubling is the potential effect of removing all
the excess money sloshing around the system as the
Fed begins the process of “quantitative tightening”
(QT). Chart 5 shows the Fed’s planned drawdown
strategy. What we don’t know is how Mr. Market will

The on-going “Trump Rally” obviously hasn’t needed
QE!

Sign at Hilton Head
Chart 5
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Perhaps I Can Help!
Mutual funds and exempt securities are sold through Portfolio Strategies Corporation.
Insurance products and segregated funds are provided by Henry Michael Wise
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react. Remember, Mr. Market is manic depressive. If
QE sent him into fits of hyper-enthusiasm, will QT
send him into fits of utter despair? If the latter, Chart
5 suggests that the US stock market could fall 50%!
Carmen with Avi and David
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