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Carmen and I packed up all our belongings in Costa
Rica, got all the required vaccinations and paperwork
for our dog, and left Paradise in early July.

Record Snowfall: 43 cm on October 2

We found a nice house in the same neighbourhood
where we used to live, and moved in on August 1.
Our shipment from Costa Rica arrived soon after, so
we are now pretty-well settled back here in Calgary.
The house in Costa Rica remains empty and unsold.
We have had some enquiries about renting it, but
nothing has happened. Our preference would be to
sell the house, but if a rental possibility came along
we’d certainly look at it.
Carmen’s eyes are much improved. She got
permission from her retinal specialist and her
optometrist to be able to drive once again. That
really opens up her freedom! (And mine too!)
We were not impressed by the snowfall last week. I
was impressed, however, by the sheer abundance of
the white stuff! (see photo) I thought that Indian
Summer was supposed to be the nicest time of year
here in Calgary. Not this year. All my plans to prepare
the garden for next year are buried under a foot of
snow. Oh well.

Client-Focused Initiatives
I’ll be contacting you over the next few weeks to
discuss a few initiatives that I think will benefit you.
Call or email me if you’d like to set up an early
meeting.

Reduce Management Fees
Mutual fund companies have long offered “High Net
Worth (HNW) or “Preferred” pricing to clients who
hold substantial assets with the company. Recently
the firms that I deal with the most have reduced their
asset minimums, some to just $100,000!
Furthermore, several offer an account linking

capability so that if one account (say your RRSP)
meets the threshold for preferred pricing, then all
other accounts for all other family members at the
same address qualify for the same pricing, regardless
of account size.
The savings aren’t huge, in the order of 0.1% – 0.25%.
However, even a 0.1% reduction in the management
fees on $250,000 held at a single fund company puts

Tel: 403-616-3434
mikewise@wiseword.ca
www.wiseword.ca
11 Lenton Place SW
Calgary AB T3E 5C7

1

an extra $250 into your pocket. Better your pocket
than the fund company’s!

stay in business and continue to offer advice to my
clients. I think this is a win-win.

Asset-Based Compensation

The fee-based structure is used by institutional
portfolio managers who look after pension funds,
endowments, and multi-million individual accounts.
I can offer pricing competitive with the institutional
managers with lower account minimums, while
having the freedom to select different managers for
different asset classes and the ability to work directly
with you to tailor a unique solution.

At the present time, I receive compensation
indirectly from you, as part of the management fees
that the mutual fund companies charge you for
investing in their funds. These service fees (or
trailers) compensate me for providing continuing
service to you without the need to generate
commissions through unnecessary transactions.
The service fee model works fine for younger clients
who have smaller accounts and a growth objective,
and for whom their investment time horizon is such
that they can recover from market setbacks.
The alternative compensation
model
is
asset-based,
sometimes called fee-based.
Under this structure I receive
compensation based upon the
total assets in the account,
independent of the holdings in
the account. If the account
grows, you do better and so do I.

Comprehensive Estate-Planning
Services
Review Will

Having a will is important. This is true even if you are
quite young; the possibility
always exists that you could be
Client-Focused Initiatives
hit by a bus while minding your
• Reduce management fees
own business.

•
•

Asset-Based Compensation
Comprehensive EstatePlanning Services

The fee-based model works best for older clients
who are at or nearing the stage where they are
withdrawing retirement funds from their account.
The fee-based model is also appropriate for larger
accounts, particularly 7-figure accounts and larger.
The amount of compensation that I receive under
the service fee model depends upon the type of
asset that you hold in your account. I receive higher
compensation if you hold equity funds; less if you
hold a balanced fund; less again if you hold a bond
fund, and virtually nothing if you hold a money
market fund. This can create a conflict of interest.
If we were convinced that a 2008-style meltdown
were on the horizon and it would be prudent to
move everything to money market to ride out the
storm, my revenue (under the service fee model)
would drop so severely that I’d be out of business the
next day!

The will describes in detail how
you want your assets to be
distributed upon your death. It
should be completed by a
lawyer who has spent enough time with you to
understand what you want. Unfortunately, in some
cases the completed will ends up with language that
doesn’t represent your wishes, or has an ambiguity
within it that can create problems when you are no
longer around to resolve them, or is simply out of
date.
An arms-length executor (ie not someone who has a
financial interest in the will’s contents) can review
your will to make sure that the provisions are clear
and what you want.
Arms-Length Executor

Carmen with Fall Daisies in Central Park

Under the fee-based structure, my revenue is
independent of the type of asset that you hold in
your account, so we could switch everything to
money market if deemed prudent. This protects you
from the (forecast) downturn, while allowing me to
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I will confess that I’ve never had the dubious honour
of being named the executor of anyone’s estate. I
have, however, been involved in helping executors
finalize an estate and distribute the assets in
accordance with the will. My conclusion is that
naming a relative or friend as your executor is
something that you shouldn’t do to even your worst
enemy! The kids can sometimes be bad enough, but
once the spouses of the children get involved all h**l
breaks out all too often.
So I strongly recommend using the services of an
arms-length executor, such as a trust company, to
handle the duty. They have done it before, and know
the ropes. Their fee is a bargain.
Carmen and I will be using a trust company as our
executor. Although we don’t have a huge estate, we
do have property in Canada, Nicaragua and Costa
Rica. Our kids are in Ontario and California. We’ll let
the trust company sort it all out.
Institutional Portfolio Management
I’m finding that as clients get older, many want to
simplify and consolidate their estate. I’ve had
discussions with several trust companies, and can
now offer you a comprehensive estate planning
package that includes review of your will, corporate
executor services, and institutional portfolio
management of your estate, both before and after
death. This includes management of any
testamentary trusts that might be set up under the
provisions of the will. This comprehensive service
requires a minimum estate value of $2 million, but
we can mix-and-match services from different
suppliers for those with somewhat smaller estates.

The Importance of Independence

compliance supervision for me, but otherwise I can
operate on a pretty long leash. Independence means
that I can offer you advice and provide investment
products from a wide range of competing portfolio
managers and firms.
I consider that portfolio management is as much art
as science. I look for managers who can consistently
outperform their peers across the entire market
cycle. Such managers are rare, and seldom are all at
the same firm. We also want managers who can treat
the client well during good times, but protect the
client when things turn ugly. So we look at risk as well
as reward.
When I discuss how I assess managers, I frequently
use the metaphor of professional golfers. We are
looking for golfers who seem to end up on the
leaderboard in every tournament that they play. We
want a guy like Tiger Woods in his heyday on our
team! Then there are other pro golfers who fill out
the rest of the PGA Tour roster. They do OK, and
occasionally win a tournament. But there are other
professionals who don’t belong on the pro tour at all,
but should stay at home as club pros. We want to
stay away from those!
Chart 1 shows the risk and reward ratings for every
fund that has a 10-year track record that I am
authorized to offer to you. There are equity funds
(gold), balanced funds (blue), and bond funds (red)
shown on this chart.
Chart 1 vividly shows that not all portfolio managers
are created equal. You really want an advisor who
can offer you portfolio managers from the wide
range of competitors out there.

Where We Are

I’m an independent financial advisor. Portfolio
Strategies provides back-office services and

Chart 1
Source: Fund Company Data

Fall Hike Along the Elbow River
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I’m writing this newsletter on the weekend after a
pretty rocky week in stock markets around the
world. The market action doesn’t surprise me. My
January and May letters both said the same thing:
The story this year will be the battle between strong
economic growth, which should support stock
market prices, and rising interest rates, which will
dampen market prices.
Recall that I consider Mr. Market to be manic
depressive. We can expect violent swings in the
market as his mood changes from optimism to
pessimism and back again.
The talking heads on TV decided that inflation fears
might cause interest rates to rise further and faster
than expected, and that the US-China trade dispute
might hinder strong economic growth. Hence the
rationale for last week’s sell-off. We’ll discuss both
issues in a later section of this letter.
Table 1 shows how various asset classes are
performing in 2018.

The interest rate on the US 10-year Treasury bond –
the most widely-traded security in the world –
moved from 2.46% at the start of 2018 to 3.05% at
the end of September.
The DEX Universe bond index, which is Canada’s
best index of interest rates, started 2018 at 2.47%,
and is now at 2.90%. Rising interest rates are bad for
bond prices. The DEX Universe Bond Index, which
includes both interest received and changes in
capital value, is down -0.3% so far this year. The
Canadian Prime Rate, which is the base for most
variable-interest-rate loans, now sits at 3.70%.
The Canadian dollar has weakened a bit this year,
down -2.6% at the end of September. The looney is
up marginally versus to Euro.
The WTI oil price continues to show strength and was
up 21.7% at the end of September (it has since fallen
back a bit). Western Canada Select, which is the price
that Alberta producers receive, now trades at an
astounding US$50/bbl discount to the WTI price.
Gold is down -8.6% this year.

Monetary policy (actions of the central banks)
dominates the financial world.
Carmen & Mike in Discovery Park
Table 1
2018 Returns - Year to 30 September
30 Sept
YTD
Price
Change
Equities
TSX (CAD)
16073.1
-0.8%
S&P500 (USD)
2914.0
9.0%
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 Oct 12)
Exchange Rates
USD/CAD
EURO/CAD

$73.56
$1196.20

21.7%
-8.6%

1033.2

-0.3%

2.90%
3.05%

0.43%
0.28%

$0.7746
$0.6675

-$0.0205
$0.0050

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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The Toronto TSX Index reached its 2018 high on July
12 at 16562.4. It is now trading at 15380.4, down 5.1% on the year and off -7.1% from the YTD high.

Chart 2
Federal Reserve Fed Funds Rate
Source: US Federal Reserve

So far this year the German DAX index is down -5.2%
(measured in Euros), and the London FTSE100 index
is down -2.3% (measured in pounds). The Nikkei
index in Japan is up 6.0% (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 only 0.65% to the end of
September. It is hard to get strong positive returns
when both Canadian stocks and Canadian bonds are
down!
The Globe Canadian Neutral Balanced Peer Index is
up only 0.65% to the end of September. It is hard to
get strong positive returns when both Canadian
stocks and Canadian bonds are down!

rates when there is an economic slowdown, in order
to stimulate a credit-fueled expansion.
If the Fed continues its planned program of
incremental ¼% rate hikes, it will be another year or
more before it gets to the point where the Fed Funds
Rate is “normal”. Only rate increases beyond that
point will amount to “taking the punch bowl away”.

Where We’re Heading
Ever since 2008, stock markets had been operating
on the expectation that if the markets corrected, the
US Federal Reserve would step in and provide
enough liquidity to keep the party going. Three bouts
of Quantitative Easing provided that cash. This
“Greenspan Put”, as market players called it,
provided a virtual floor to the stock market, making
stock investing an almost risk-free strategy in a time
of ultra-low interest rates.

The US came out of the Great Recession in better
shape than most other large world economies. The
US Federal Reserve is the first central bank to be
trying to normalize rates. The Bank of Canada would
like to follow, but economic uncertainties have held
the BoC back. The Canadian housing market is
massively over-levered, and any interest rate hikes
could cause major problems. CIBC reported that half
of all outstanding mortgages in Canada are/were due
for renewal in 2018. I don’t have figures, but am sure
that the value of 5-year mortgages underwritten in
2014 and 2015, and due for
“… the Fed is not raising rates to cool off the
renewal in 2019 and 2020, is
economy and stave off inflation! All the Fed
sufficient to give the Bank pause
is trying to do is raise interest rates up to
when considering rate hikes.

The Fed decided about a year or
so ago that the economy (and
the stock market) no longer
needed to be propped-up. The
more normal levels from the ultra-low rates
Fed has reverted to its
that we have enjoyed for the past decade.”
traditional role of “taking the
The Eurozone is not yet at the
punch bowl away just when the
point of normalizing interest
party gets started” (Wm Martin, Chairman of the US
rates, although the European Central Bank feels that
Federal Reserve 1951-71).
it will be in a position to do so in 2019. Japan is not
I think it is important to realize that the Fed is not
raising rates to cool off the economy and stave off
inflation! All the Fed is trying to do is raise interest
rates up to more normal levels from the ultra-low
rates that we have enjoyed for the past decade. The
Fed wants to raise rates up to a point where it has
room to employ its traditional technique of lowering

even close to ending its own program of quantitative
easing.
It is well-known that the single best leading indicator
of an approaching recession is the interest rate yield
curve. A sharply-sloping curve, such as that shown
for December 2016 in Chart 3, is positive for business
and the economy. The US Federal Reserve can
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interest rates on the long end of the curve have
increased. This is quite encouraging as it means
market forces are responding to demand for longterm investment capital.

Chart 3
Source: US Federal Reserve
Yield Curve for US Treasury Securities
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control the short end of the curve, while market
forces control the long-dated end of the curve.
Traditionally, if the Fed wanted to slow down an
over-heated economy, it raised the short-end yields,
thereby flattening the slope. In extreme cases the
Fed pushed short rates higher than long term rates;
this inverted yield curve is the signal of an
approaching recession. The time lag between curve
inversion and onset of recession is variable, but
historically has been 12-18 months.
Although the yield curve is taught in every economics
class, it tends not to get a lot of attention. Not this
year. I have never seen so much focus on the shape
of the yield curve. As you know, professional traders
try to anticipate trends, and try to get in front of the
trend. This new-found focus on the yield curve could
result in a self-fulfilling prophesy: if traders think that
the yield curve may invert in the near future, they
will act upon it now and cause a market correction.
You can see on Chart 3 that the yield curve for
December 2017 is flatter than that of a year earlier.
The Oct 12 curve is actually a bit better, because

Living here in the heartland of the energy sector, it is
easy to get a biased view of the Canadian economy.
Let’s face it, the current Liberal government does not
much like the resource sector, and particularly the
energy industry. However, outside of energy the
Canadian economy is doing very well. The Bank of
Canada conducts a quarterly Business Outlook
Survey. The latest survey was published on June 29,
based upon surveys done in May. This was before the
US slapped tariffs on Canadian aluminum and steel.
The summary of the report is as follows:
•

•

•

•

Summer at Sandy Beach, Calgary

•
•

Despite some expectations of a moderation in
the pace of sales growth, firms’ sales outlooks
remain robust, supported by strong foreign and
domestic demand, and improvements in some
commodity prices.
Investment intentions, while slightly weaker, are
still buoyant, driven by sustained demand and
intensifying capacity pressures. The employment
indicator continues to trend upward, pointing to
broad-based hiring plans across the country.
Reports of pressures on production capacity and
labour shortages are increasingly common,
mostly outside the energy-producing regions.
Businesses across all regions and sectors
continue to expect faster input price inflation.
With favourable demand conditions in some
regions, more firms are in a position to pass cost
pressures through to output prices. Inflation
expectations rose again, but remain
concentrated within the Bank’s inflation-control
range.
Most firms reported no change in credit
conditions.
The Business Outlook Survey indicator moved up
to near-record levels, in line with widespread
business optimism. Note: Almost all interviews
were conducted before the announcement of
tariffs on steel and aluminum imports from
Canada by the US administration on May 31.
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If there is a downside to the Business Outlook
Survey, businesses frequently reported that the
regulatory environment is negatively affecting their
investment plans. At least Ontario, and now Quebec,
have business-friendly provincial governments.
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Source: US Bureau of Labor Statistics
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I’ll have a look at my usual favourites. Manufacturing
overtime hours looks at blue collar workers.
Management will prefer to boost overtime during
good times rather than hire new permanent
employees, and will prefer to reduce overtime when
things get tight, rather than let good people go.
Employment at temporary help agencies looks at
much the same thing, but for white collar
administrative staff. Both provide good leading
indicators for economic conditions.
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With a reasonably good economy and positive future
prospects, there doesn’t seem to be any good reason
for the Canadian stock market to under-perform the
US market so badly. Of course we have to make the
exception of the energy sector! One contributing
factor for this under-performance might not be
under Canada’s control. The US stock market is now
dominated by the Technology sector. Canada
doesn’t have any equivalent to Facebook, Amazon,
Apple, Netflix, or Google. (Or Microsoft, the
forgotten tech giant). The FAANGs are now among
the largest companies in the world, as measured by
market capitalization.

Manufacturing Overtime and Private Employment

Temporary Help

The federal government seems to have successfully
negotiated a successor to NAFTA without causing too
much damage to the Canadian economy.

Chart 4
Source: US Bureau of Labor Statistics
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Frosty the Parrot

Chart 4 shows overtime in manufacturing industries.
There was a nice uptick in overtime between
February and April, but the data has settled back to
around 4 ½ hours per week since then. As you can
see from Chart 4, that is about average over the past
2 decades. I haven’t shown it on this chart, but total
private-sector employment in the US grew by 2.5
million over the past 12 months. (Employment by
governments increased by 69,000 in the same
period.) The US is experiencing solid employment
growth. The manufacturing overtime data indicates
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Waterfall at Fairmont Hot Springs

Chart 6
Source: US Census Bureau; National Association of Home
Builders
US Building Permits Issued (Seasonally Adjusted at Annual Rate)
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that the job market is not yet being squeezed due to
a shortage of qualified workers.
Chart 5 shows the year-over-year change in
employment at temporary agencies. The latest data
shows a 2.9% increase in temp agency employment
versus September of 2017. This is another sign of an
economy that is doing well, but is not over-heating.
Finally, let’s look at Housing. New home construction
is important; its effects ripple throughout the
economy. Anyone who has built or moved into a new
home knows that the cost of the actual building is
only the start of the expenses. A new home needs
new appliances, new draperies, and probably new
furniture. Almost certainly the yard needs to be
landscaped.
Chart 6 shows data from 2 different sources. The red
line shows the confidence of home builders. A
reading of >50 indicates that builders are happy with
the future outlook of their industry; below 50
indicates that they are pessimistic about the future.
The current reading is 67. Home builders are happy!
The blue line on Chart 6 shows new permits for
home construction. Permits are a necessary
precursor to actual construction, and are therefore a
good leading indicator for future construction
activity. What we see in Chart 6 is a robust, but not
over-heated, level of home construction permits. I’d
characterize this as kind of a goldilocks situation:
neither too hot nor too cold.
My leading indicators of the jobs market and the
housing market indicate that the US economy is
growing nicely, but is not over-heated. I don’t see

any reason (at least in this data) for the US Fed to
“take the punch bowl away” by raising interest rates
any faster than they have planned.
US-China Relations
The current US-China trade dispute is just part of a
much larger strategic confrontation between the
two countries. It is, in fact, a part of the battle
between the two countries as to which will be the
dominant world power over the rest of the 21st
Century. Wiser heads than mine have suggested that
the US has chosen to use 2018 as the year in which
to take the figurative battle to China, because they
can foresee that if the US waits any longer China will
be in an insurmountable position. These wise heads
say that having Trump as President is irrelevant; a
Hillary presidency would be doing the same thing.
It seems to me that militarily the USA has already
ceded important ground to China. The ASEAN
countries have seen that the US didn’t support them
in any tangible way when China lay claim to small
islands and atolls in the South China Sea, and even
built military bases that have the potential to control
maritime traffic through the region. Those countries
are now shifting their allegiance away from the US,
and towards accommodation with China. I’m sure
that Taiwan, South Korea and Japan are watching
with great interest!
With regard to trade, I think that the US might have
a short-term advantage, but that China has the
stronger hand the longer the dispute continues.
China has pursued an export-led model of economic
growth, and has been wildly successful. It is now
trying to shift the economy to more domestic
consumption. This is very difficult to do without
creating internal dissent sufficient to topple the
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Communist regime. The Trump tariffs have made a
difficult job even harder. However, the tariffs
provide a convenient excuse for the hard times.
Over the longer run, the US government has to be
sensitive to its electorate. President Trump’s power
base is in the “fly-over states” in America’s
heartland, and in middle- and lower-class “Walmart
shoppers”. China has aimed its retaliatory tariffs at
the agricultural commodities produced by the
heartland.
Anyone who has visited Walmart knows that virtually
everything on the shelves has been made in China. If
consumers were truly concerned about China taking
jobs away from American workers, they would stop
shopping at Walmart. That hasn’t happened.

(promise to) beef up its protections for patent,
copyright and other intellectual property rights, and
the US will quietly dismantle all the punitive tariffs
that it has imposed.
This solution will allow China to continue its march
towards being the dominant world power, while
allowing US consumers to continue to enjoy their
lowest-cost consumer society. The danger comes
from the US military-industrial complex, aided and
abetted by politicians and the media. “We’re #2”
might have been a winning slogan for Avis, but it
won’t be for those that control the strings of power
in Washington. American Exceptionalism is a very
real concept to citizens in the great nation to our
south. A wounded giant is a dangerous giant.

Chester’s Winter Coat

American consumers are interested only in the
lowest price, and that’s what Walmart gives them.
US-imposed tariffs on Chinese exports will raise the
prices of the goods that Walmart sells. President
Trump’s supporters won’t be happy when they
realize that their pocket books are being hurt by
friendly fire from their own President!
Right now, both governments are happy to blame
the other guy for all their own problems.
Theft of intellectual property is a serious issue that
the two countries need to address. I have long felt
that anyone who exports widgets to China is being
foolish. They might sell one widget to China, but
within a month they’ll be having to compete with a
million low-cost widget-like clones coming back the
other way.
So I think that this will be the heart of any face-saving
agreement between the two countries. China will

Larches in River Park, Calgary

Conclusions
•

•

•

•

•

The US Federal Reserve is raising short term
interest rates in order to get back to
“normal”. The Fed is NOT trying to head off
inflation or cool off an over-heated
economy.
Rising interest rates are unfavourable for
fixed income investments because bond
prices move inversely to interest rates.
The Canadian and US economies are doing
well, and prospects are for continued
growth.
There is no recession in sight. Prospects for
continued stock market gains are favourable
over the next 12 months.
The current Liberal government does not
much like resources, and energy in
particular, so the energy sector might not
participate in Canada’s improved economic
picture.
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•

The current US-China trade dispute will
continue as long as both governments think
that they can blame the other guy for their
own internal problems.
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