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Gavekal Research

Louis-Vincent Gave Partner Gavekal Research

WILL LOW VOLATILITY GET TRUMPED?
As we enter the final stretch of the exhausting US electoral cycle, the single most important question confronting investors
may well be whether the current low volatility environment for equities, bonds, and exchange rates is dependent on politicians
or not. Clearly, with the VIX hovering around 12, and with volatility in exchange rates barely noticeable (see Forget Central
Banks, Watch Foreign Exchange Volatility), financial market participants are making one of two possible bets:

1
2

Hillary Clinton will be elected, and policies coming out of Washington will be “business as usual”, or
Donald Trump gets elected, and the impact on financial markets will be muted.
Both these views are highly complacent. At Gavekal we are not political

Checking The Boxes

pundits, but those who are, like Nate Silver, typically argue that Hillary Clinton

Our short take on the latest news

is still the favorite to carry the day on November 8 (by 58% to 42% at the time

Markets appear remarkably
complacent about the
chances of a Trump victory

of writing). Still, the shift in
momentum over the past few
weeks makes it look like another
medical “episode”, or a poor debate

performance, could see Hillary’s lead disappear in less time than the Clinton
Foundation keeps its foreign donors waiting.
Behind the poll numbers lurk two major questions. The first is whether the
people who voted so overwhelmingly for Barack Obama—minorities and
young people—will bother to turn out this time around. They did in the last
two elections. But back then the democratic candidate was cool, exciting, even

It is not clear that Clinton
will be able to mobilize
Obama’s supporters

inspirational: qualities that few

Fact

Consensus belief

Our reaction

US Markit manufacturing Lower than 52.0 expected
PMI fell to 51.4 in Sep,		
from 52.0 in Aug		

No sign of US manufacturing
rebound; excess inventories
and strong USD still weigh

Eurozone flash PMI fell to
52.6 in Sep, from 52.9
in Aug

EZ growth slowing except
in Fra; stimulus needed but
ECB at full tilt and fiscal
options limited

Below 52.8 exp.; 20m low;
Germany fell to 52.7, from
53.3; France rose to 53.3,
from 51.9

French 2Q GDP revised
Unexpected revision due
lower to -0.1% QoQ, from
to lower investment and
0.0% 2nd estimate
household consumption
		

Strikes and terrorism hit 2Q
GDP; PMIs indicate pick up
in 3Q; BdF sees 3Q growth
at 0.3% QoQ

Singapore CPI fell -0.3%
Above -0.4% expected;
Disinflationary pressures
YoY in Aug, from -0.7%
core CPI unchanged at
easing due to base effects;
in Jul
1% YoY
expect MAS to remain
		on pause

would ascribe to Hillary Clinton.
In 2008 and 2012, for the first
time ever, the turn-out was higher

among African Americans than among white Americans, with around 96%
pulling the lever for Obama in 2012. Will Hillary Clinton be able to mobilize
such a turnout, with such a percentage skew?
The second question is whether there is a “Le Pen effect” at work. In France,
the National Front typically attracts 2% to 4% more votes on the day than the
opinion polls anticipated. This reflects the fact that no one brought up in polite

The opinion polls may fail
to reflect the true extent
of support for Trump

society wants to come out as
sounding nativist, Islamophobic,
borderline racist etc. A similar
effect was apparent in the Brexit

vote, which according to the polls the “Remain” camp was destined to win by
a margin of anywhere from 5pp to 8pp. In the event it lost by 48% to 52%. In
other words, if the polls appear close on the day, then perhaps investors should
brace themselves for a Trump win.

The opinions are those of the authors and do not reflect the views of CFA Society Vancouver, its Board of Directors or its members. CFA Society Vancouver does not guarantee
the originality, reliability or accuracy of any statement, information or advice, nor does it make any representation concerning the same.
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WILL LOW VOLATILITY GET TRUMPED?
But would a Trump win even matter? Discussing this question

• Everyone was convinced that Brexit would trigger a disaster,

with clients over the past few weeks, I have heard the following

but it didn’t. So why should we worry about Trump? This view holds

arguments:

that politicians no longer matter for markets; the only thing that counts is

•A
 Trump win may be a very positive development for markets.
Interestingly, this view was advanced by some of our more left wing clients (or
at least by those who usually like the “more government” solutions presented
by Anatole). Their logic is that monetary policy has reached its limit, and

Some investors believe a
Trumpian fiscal expansion
could be positive

that what the US (and the rest
of the world) needs is more
Keynesian-style fiscal stimulus.
Unfortunately, if Hillary wins, she

will enter office as the least popular president ever elected and her chances of
getting any extra spending through a Republican Congress are slim to none
(and Slim just left town). On the other hand, President Trump would have
none of the usual Republican “intellectual hangups” and could press ahead
with government spending on everything from education and healthcare (a
single-payer system?) to infrastructure and domestic security. While this is a
possible scenario (although it would entail Democrats holding their noses and
working with Trump, which is not a given), a massive expansion in the federal

what central banks are doing. This argument was most prevalent in Europe,
where clearly some investors got burnt selling into the immediate post-Brexit
sell-off, and have decided not to make the same mistake again a few months
later. This attitude may prove
too complacent simply because
Brexit has not happened yet,
and may not for a few years,
so it could well take a while for

The market impact of a
Trump presidency could be
a lot more immediate than
the effects of Brexit

the possible market consequences to be felt. In contrast, the protectionism
proposed by Trump could start shaking up global institutions—the IMF,
WTO, NAFTA—pretty much from the get-go, as could his isolationism (would
NATO survive?). Would central banks really be powerful enough to cushion
the volatility triggered by massive changes in trade policy, foreign policy,
fiscal policy, domestic policy? Or would the impacts simply be too big for the
Federal Reserve/Bank of Japan/ European Central Bank to cushion them
all simultaneously?

government is hardly an exciting prospect. As Charles has shown time and

In a recent paper, Charles reviewed the societal changes that, to a large extent,

again, the higher government spending, the lower P/E ratios (and vice versa,

explain the rise of Trump, Le Pen and others (see The Collapse Of The Left).

see How The World Works).

What is amazing about the current US election campaign is that the political

•A
 Trump victory would not matter much because the checks and
balances built into the US system would severely curtail his ability to act like
“a bull in a china shop”. This may be true on the domestic front (assuming

As President, Trump would
have a largely free hand
on foreign policy

a GOP-controlled Congress
proves even half as opposed to
federal government expansion
under Trump as it was under

Obama). Still, there are two points of concern: the first is that Obama has set
a precedent in bypassing Congress by issuing executive orders: a precedent
that President Trump would surely be only too happy to build on (as would
President Clinton). The second is that although the US constitution ties the
president’s hands on domestic matters, it gives the White House a much
freer hand when it comes to “dealing with pesky foreigners”. And Trump’s

map is being redrawn in front of our eyes. Many of the historical beliefs on
which the Democratic Party
and, to an even greater extent,
the Republican Party were built
are being blown to smithereens.

We fear market volatility
will rise heading towards
polling day

One might have expected financial markets to look on these developments and
the uncertainties they imply with some trepidation. But far from it; markets
have been behaving as if the current political cycle is as normal as it has ever
been. I fear it isn’t—and that volatility measures will pick up heading into the
election. After all, this vote could very well end up transforming the post-World
War II global architecture, and it is quite possible that one or more of the
WTO, NAFTA, the UN, IMF, World Bank or NATO will not survive a Trump
presidency, at least in their present form.

proposals for dealing with pesky foreigners are undeniably the most troubling
element of his platform.

The opinions are those of the authors and do not reflect the views of CFA Society Vancouver, its Board of Directors or its members. CFA Society Vancouver does not guarantee
the originality, reliability or accuracy of any statement, information or advice, nor does it make any representation concerning the same.
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Mawer Investment Management Ltd.

Kara Lilly, CFA Investment Strategist Mawer Investment Management Ltd.

WATCH OUT FOR SQUARE WINDOWS
On January 10, 1954, BOAC Flight 781 was on its way to Singapore from London when it
stopped to refuel in Rome. It had only been flying for twenty minutes when it exploded in
mid-air. All thirty five passengers onboard died. It was the second deadly airborne crash
of this particular aircraft design, the de Havilland Comet, to occur in just over one year.
The crashes eventually prompted national investigations.
What had caused the planes to explode? At first, foul play or mid-flight fires were
suspected. Eventually, however, investigators concluded that the crashes were most
likely a result of metal fatigue in the airframes, a result of one fundamental design flaw:
the Comet had square windows.
Unlike airplanes today, which have oval windows, the Comet’s square design created what engineers refer to as stress concentrations,
areas that are more likely to break under pressure. When the engineers of the Comet finally identified the problem, they swapped
out the squares for ovals and the planes flew safely. The oval designs turned out to be more resilient because, with a circle or an
oval, the stress is distributed to various points around the rounded curve, rather than on one sharp corner.
In investing, it pays to watch out for the square windows in your portfolio.

they had an unbalanced exposure to oil prices at all. In fact, many probably

These are the areas that represent the “sharp corners”, i.e., points of stress

felt confident they were safe given that their investments had been on such a

concentration that could break when times get difficult. These sharp corners

“winning” streak.

can be related to the specific stocks you hold or the overall weight you have in
one particular sector or geography. It’s important to go through your portfolio
to smooth out these edges.

In our experience, it is easier to round out the edges in our portfolios when we
routinely review our ingrained beliefs about the world – and turn those beliefs
on their heads. For example, what if the Canadian housing market implodes?

Rounding out the edges in investment portfolios is an ongoing process. It is

What if China has a hard landing? What if current central bank policies blow up

also, unfortunately, not as simple as it sounds because it’s not always easy to

our insurers and pensions? What if they turn out to be effective? These kinds of

spot the square windows. Often, we don’t realize we even have them because

questions keep us on our toes and help guard against tunnel vision.

of our assumptions about the way the world works. For example, for most of
the last decade, analysts talked about peak oil not $40 per barrel oil. And the
Canadian dollar was rising. Canadian investors in 2012 may not have realized

Square windows within a portfolio are problematic. Routinely rounding out the
edges may help to reduce your exposure when the world moves in unanticipated
and unusual directions… as it inevitably does.

KARA LILLY, CFA
Kara Lilly is the Investment Strategist at Mawer Investment Management Ltd., which she joined in 2009. She plays an
active role in asset mix, risk management and the macroeconomic investment process. In addition to research, Ms.
Lilly provides regular insight and commentary through her role as writer of many of the Firm’s publications.
Previously, Ms. Lilly was an Associate at Q1 Capital Partners in Toronto performing fundamental research on financing
and M&A mandates for private Canadian companies. She was also the co-founder and co-chair of the University of
Toronto national business competition LIVE.
Ms. Lilly is the founder and current chair of the Calgary chapter of Acumen Fund. She is also a strategic advisor to
several non-profit and for-profit startups in the Calgary area.
Ms. Lilly earned her Bachelor of Business Administration (Honours) degree from the University of Toronto, and has completed
studies at the University of British Columbia. She is a CFA Charterholder with investment experience since 2009.

The opinions are those of the authors and do not reflect the views of CFA Society Vancouver, its Board of Directors or its members. CFA Society Vancouver does not guarantee
the originality, reliability or accuracy of any statement, information or advice, nor does it make any representation concerning the same.
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Wendy Enns, CPA, CA Manager, Tax Wolrige Mahon LLP

TAX CONSIDERATIONS WHEN RENTING OUT YOUR HOME OR
MOVING INTO YOUR RENTAL PROPERTY
If you are thinking about renting out your home or making your rental property your new home, there are some income tax
issues that you should be aware of before doing so.
When there is a change in use of your property, either from personal use to income producing (i.e. renting out your home)
or from income producing to personal use (i.e. moving into your rental property), you are deemed to have disposed of and
reacquired the property (land and building) at fair market value (FMV).
Where the FMV of the property is greater than the original cost of the property (plus additions), a capital gain will arise, which
depending on the situation may be taxable to you.

Renting Out
Your Home
When you convert your home to a rental property,
you will be deemed to have disposed of your home
for FMV and any increase in the value of the
property over its original cost (plus additions) will
be a capital gain. If the property qualifies as your
principal residence, the capital gain should not be
subject to tax due to the availability of the principal
residence exemption (PRE).
If the property appreciates in value and you later

with the return for the taxation year in which the

the year in which the property is eventually sold (or

change in use occurred. The Canada Revenue

earlier if requested by the CRA).

Agency (CRA) will accept a late-filed election if
Capital Cost Allowance (CCA) has not been claimed,
but penalties may be assessed.
Note that if CCA is subsequently claimed on a future
year’s tax return, the election will be rescinded and
you will be deemed to have disposed of the property
at the beginning of the year in which CCA was
first claimed and a disposition, at FMV, must be
recorded in your tax return for that year.

pay tax on any increase in value from the date you
converted your home to a rental property.

If you move into a rental property and start using

capital gain based on the value of the property at
the time of sale less the FMV of the property on the
date the change in use occurred. You will, in effect,

Fortunately, there is an election available that
deems the change in use to not have occurred and
remains in effect until the election is rescinded.
The filing of this election gives you the option to

If you are thinking about renting out your home
or making a rental property your new home, be
aware of the income tax consequence of doing so
as proceeding unprepared may result in you paying

If you have any questions, please contact Wolrige
Mahon Chartered Professional Accountants or visit
our website at www.wm.ca.

disposed of the property for FMV and any increase
in the value of the property over its original cost
(plus additions) will be a capital gain.
When a capital gain arises on the deemed

do not reside in the property. This election can

disposition it is possible, under certain

be an invaluable tool in managing your potential

circumstances, to defer the gain (and the payment

future tax liability where you expect significant

of tax on that gain) until the property is sold.

The election must be filed (in the form of a letter)

Conclusion

it for personal use, you will be deemed to have

claim the PRE on an extra four years even if you

appreciation in the value of your property.

been claimed on the property.

more income taxes.

Moving Into
Your Rental
Property

decide to sell the property, you will realize a taxable

Note that the election may not be made if CCA has

This deferral is achieved by filing an election (in
the form of a letter) with the income tax return for

Wendy Enns, CFA, CA
Disclaimer: This article is courtesy of WOLRIGE MAHON
LLP. Please note that the information provided in this
article is intended for general purposes only. Care has
been taken to ensure that information herein is accurate;
however no representation is made as to the accuracy
thereof. The information should not be relied upon to
replace specific professional advice.

The opinions are those of the authors and do not reflect the views of CFA Society Vancouver, its Board of Directors or its members. CFA Society Vancouver does not guarantee
the originality, reliability or accuracy of any statement, information or advice, nor does it make any representation concerning the same.
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ADDENDA CAPITAL

Benoît Durocher Executive Vice-President & Chief Economic Strategist Addenda Capital
Richard Beaulieu, CFA Vice-President & Senior Economist Addenda Capital

WHAT TO DO IF THE WELL RUNS DRY?
At its August 4th meeting, the Bank of England’s (BoE) Monetary Policy Committee
voted to cut the Bank Rate by 25 basis points to 0.25%. This rate cut, the first since
March 5, 2009, was anticipated by the market. As well, in an attempt to stave off the
drop in confidence and the increased uncertainty caused by the United Kingdom’s
vote to leave the European Union (Brexit), the BoE announced other quantitative
easing measures (the purchase of government and corporate securities and a new
funding scheme for commercial banks).
The British central bank Governor, Mark Carney, announced that more quantitative easing measures would follow if necessary but that unlike some of his
counterparts, he is not in favour of bringing the bank rate into negative territory. By taking exception with negative rates, he confirmed his conviction that a high
priority must be equally given to financial stability considerations as well as to measures that sustain growth and deliver inflation at the target. This position
clearly sets him apart from his counterparts at the European Central Bank, the Bank of Japan and some other central banks in Europe, notably the central
banks of Switzerland, Denmark and Sweden who have brought interest rates down into negative territory. The combined effects of these negative policy rates,
often reinforced by aggressive security purchasing programmes by the central banks, have brought a number of countries’ government bond yields into negative
territory. As of September 15, approximately US 9 trillion dollars of government bonds or 19% of total outstanding debt were trading at negative yields.
Since the 2008 financial crisis, central banks all over the world did more than could have been expected to stimulate the economic recovery and attempt to prolong
it. The financial repression1 caused by low or negative policy rates along with the sometimes exponential expansion of the balance sheets of major central banks
that began in 2008, continues to intensify.
Central banks have relied on financial markets to transmit the impact of this expansion of liquidity to the economy. Repressed policy rates have anchored the term
structure of rates at a low level. By reducing the cost of credit, central banks aim to facilitate access to credit and thus provide a direct stimulus to interest rate
sensitive spending: the purchase of durable goods, residential investments and business capital spending. This is the most direct conventional channel through
which monetary policy attempts to influence aggregate demand. Rate reductions and non-conventional measures, such as the purchase of securities, also influence
the value of financial assets. Lower interest rates increase the value of the expected future cash flows from these investments. Moreover, the direct purchases of
securities by central banks create additional demand for these assets thereby pushing their prices higher. As the value of financial assets rises, their owners are
likely to experience a positive wealth effect which could incite them to increase their spending. Through this wealth effect, expansionary monetary policy may
therefore find another channel to stimulate demand.
Unfortunately, it seems that the effectiveness of expansionary monetary policies has weakened. Firstly, the positive wealth effect on holders of financial assets
is restricted to a rather small percentage of the population. Indeed, a substantial portion of savings is held by institutions, and is thus less visible and not easily
accessible by beneficiaries of these assets. Moreover, a significant portion of financial assets is held by the wealthiest whose marginal propensity to consume is
rather low.
Alongside this less potent wealth effect, population aging in several developed countries undermines the net impact of the stimulus provided by lower interest
rates, especially when these rates are very low or negative, and continue to remain low for some time. In fact, as an increasing number of people are getting close to
retirement or have retired, lower rates have a negative impact on the income of this growing segment of the population. Those who save to accumulate capital for
retirement and choose to invest in low risk assets, have to save more when interest rates are low and hence will be forced to reduce their consumption. As well, due
to the diminished returns on low-risk investments, those who are already retired and rely on their investment income for their consumption needs are also forced
to reduce their spending or to deplete their capital at a faster rate than anticipated. This unintended and undesired outcome from low interest rates, is clearly
stronger given the current demographic profile. After eight years of financial repression, the capacity of monetary policy to stimulate the economy is not as strong
as it once was.
[1] We refer to financial repression when income generated by savings is lower than the rate of inflation. This happens particularly when central bank monetary policy keeps interest
rates at lower levels than the rate would be in the free open market without such central banks’ interventions.

The opinions are those of the authors and do not reflect the views of CFA Society Vancouver, its Board of Directors or its members. CFA Society Vancouver does not guarantee
the originality, reliability or accuracy of any statement, information or advice, nor does it make any representation concerning the same.
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WHAT TO DO IF THE WELL RUNS DRY? (CONTINUED)
Given the muted impact of monetary policy on economic growth despite an unprecedented degree of
intervention, we therefore question whether monetary policy is the appropriate tool. This question is all the
more valid since, despite weak economic growth, the prices of a number of financial assets have increased
substantially due to the abundance of liquidity. With an aging population and the slowdown – if not the
exhaustion – of productivity gains, the reliance on monetary policy seems pointless. Even worse, relative to
the underlying economy’s growth rate, prices of financial assets are increasing at a dangerously rapid pace.

THE RECENT TREND TOWARDS LOWER REAL RATES
A study published in December 2015 by staff researchers at the Bank of England acknowledges that the
long-term real rate has decreased over the past 30 years. The study identifies many of the factors mentioned
above, notably demographics, the slowdown in productivity gains and income inequality, which have
impacted savings and investments during that period, and thus contributed to reduce the long term real
interest rate by 450 basis points. The researchers in this study were able to identify and estimate the impact
of several elements that could explain approximately 300 basis points of this decline.

THE HELICOPTER OR THE SYMPTOM OF A PROBLEM OF EXPECTATIONS
Despite eight years of strong monetary stimulus, real growth and inflation remain below the objectives set
by the governments and central banks. At this point, it seems fitting to argue that there is still too much
excess capacity given the distribution of income and wealth. The persistence of weak business investment
will eventually eliminate this excess capacity. If the authorities acknowledge that the market mechanism
is the solution to this problem, they must be aware that a return to the stronger post-war growth norm is
unlikely given the current demographic environment and the weak productivity gains.
In contrast, if the monetary and fiscal authorities are really determined in their attempts to support more
rapid growth and inflation, they may resort to “helicopter money”. Under such a mechanism, the central
bank would fund a higher public deficit, resulting from higher infrastructure spending or from greater
purchasing power redistribution (tax cuts and increases in transfer payments) to the poorer segments of the
population who have the highest marginal propensity to consume.

HAVE WE REACHED THE LIMITS OF ACTIVISM?
The prolonged period of financial repression and the negative level of interest rates in several countries
are proof that monetary policy has been used to its maximum, even maybe excessively, since the financial
crisis. Until now, central banks chose to spur growth and inflation and have accepted the risks for financial
stability that may arise because of that choice. We should question the diagnosis and the prescription since

RICHARD BEAULIEU, CFA
Vice-President and Senior Economist
As Vice-President
and Senior
Economist,
Richard Beaulieu
is responsible for
monitoring and
analyzing economic
developments.
Working with the
Executive VicePresident and
Chief Economic
Strategist, he develops the economic
scenarios that underpin Addenda Capital’s
investment strategies. He is a member of
the Asset Mix Committee.
Before joining Addenda Capital, Richard
was Vice-President, Investment Strategy at
National Bank Trust (2006-2009). He also
worked at Natcan Investment Management
(1999-2005), where he was Senior VicePresident, Client Services and Business
Development, and at Laurentian Bank of
Canada (1987-1998), where he occupied
various functions, including President
of its mutual funds subsidiary, VicePresident Trust, Private Banking and Funds
Management, Vice-President Strategic
Development, Chief Economist and VicePresident and Treasurer. Previously, Richard
held positions at the Bank of Canada (19761983), in particular as a member of the team
responsible for market monitoring and open
market operations.
Richard holds a Bachelor of Commerce
degree, with a major in Finance, from Laval
University (1976) and completed graduate
studies in Economics, with a specialization
in Macroeconomics, Monetary Theory and
International Trade at Queen’s University
(1980). He holds the Chartered Financial
Analyst (CFA®) designation.

global growth remains sluggish and inflation remains low after eight years of this medicine. Although a
massive injection of liquidity is the undeniable prescription remedy to end a financial crisis, we have doubts
on the validity of prolonging this treatment several years after the crisis has been contained.
As we examine the components of growth in several large countries, we notice that the slower pace of
growth these past few years is due to three elements: business investment, exports and public spending.

The opinions are those of the authors and do not reflect the views of CFA Society Vancouver, its Board of Directors or its members. CFA Society Vancouver does not guarantee
the originality, reliability or accuracy of any statement, information or advice, nor does it make any representation concerning the same.
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WHAT TO DO IF THE WELL RUNS DRY? (CONTINUED)
Firstly, capital expenditures are presently much weaker relative to their previous trend. Second, since the
financial crisis, the context for many countries that rely on exports has been much less supportive than in
the previous period of rising globalization. Third, public spending in goods and services and fixed assets are
lower than in previous periods.
Can we look forward to a resurgence of these three elements currently responsible for the weakness
in global demand? As for private sector investments, we must recognize that corporations continue to
optimize. In an environment in which sales are not growing rapidly and the current production capacity is
more than sufficient, the corporate sector optimizes profitability by reducing production costs as much as
possible or by consolidating the industry by buying out competitors. As long as there is no improvement
in demand or a shortage of labor, it is highly unlikely that the corporate sector will increase the pace of
investments. This is the problem of the chicken or the egg. It is therefore very unlikely that corporate
investments will ignite growth in the near term.
The likelihood of an imminent strengthening in foreign trade also appears rather weak. During the 90’s
and up to the financial crisis, international trade grew at an average rate of 7% per year in real terms while
the global economy grew at an average rate of 3.6%. During the Great Recession that resulted from the
financial crisis, world trade collapsed by 37% in nominal terms and the trade volume fell by 18%.
At the beginning of the recovery and until 2011, world trade improved to some extent. Since 2012, world
trade grew at a 3.1% rate in real terms, which is similar to the real global economic growth rate of 3.2%.
We must conclude that the powerful forces of globalization that prevailed during the two decades prior to
the financial crisis have withered, partly as a result of a natural evolution of the integration of the global
production process that reached a certain degree of maturity and saturation. There is also the fact that
China, the second largest economy, is attempting to rebalance its growth in order to be less reliant on
foreign trade and investments. Finally, the relatively sharp drop in the price of oil had a strong negative
income effect on oil exporting countries, which in turn caused a decline in their imports, thus reducing
world trade. Although world trade will probably regain some vigour, it is unlikely that it will become
the engine of growth that it was at the peak of the globalization wave before the financial crisis. The current
populist and protectionist political context is also not conducive to a resurgence of global trade.
Public sector spending is the third element. Governments made huge concerted efforts to kick-start the
recovery following the financial crisis. Without these efforts, the Great Recession could have turned into
a depression. As government indebtedness rose sharply and quite rapidly, authorities felt compelled to
return to budgetary austerity. After a few years of austerity and faced with a lackluster economic recovery,

BENOÎT DUROCHER
Executive Vice-President &
Chief Economic Strategist
In his capacity as
Executive VicePresident and
Chief Economic
Strategist, Benoît
Durocher is
responsible for
the firm’s overall
economic outlook,
which underpins
the investment
strategy. In
addition, he actively contributes to client
relations. He is a member of the Investment
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the popular consensus in favour of capitalism, monetarism and globalization has eroded. In reaction to
stagnating salaries and increasing inequalities, the electorate now supports politicians whose programs
are more socialist, Keynesian and protectionist in nature. The political timing to engage in public spending
on infrastructure, transfers and training for the workers that are most affected by globalization seems
appropriate. To revitalize the economy in the short term, a return to a more balanced combination of
fiscal and monetary stimulus measures would perhaps be more effective. However, on a longer-term basis,
demographics and inequalities will remain ever-present and constitute sizable challenges.
© Addenda Capital Inc., 2016. All rights reserved. This document may not be reproduced without Addenda Capital’s prior written consent.
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BATTLE OF THE ABBREVIATIONS: RRSPs, TFSAs AND RESPs
When saving for the future, RRSPs, TFSAs and RESPs are all options that can help you reach your goals in a tax-efficient
manner. But, which of these savings vehicles best suits your needs? It can depend on a number of factors, including your
personal circumstances and your objectives. Let’s look beyond the abbreviations to help you make sense of it all.

RESPS
RR
SPS
RR
SPS
RRSPS
TFSAS
TF
SAS
TFSAS
TF
SAS
RESPS
R
ESPS
RESPS
RR
SPS
RRSPS RESPS
TFSASTFSAS
We know that it can be challenging to decide whether to contribute to an RRSP

have maxed out their RRSP contribution limit. With an RRSP, you have to

or TFSA or RESP. Moreover, not all of these plans have the same features,

convert it to another savings vehicle at the age of 71, then withdraw a minimum

benefits or purpose. While no one plan is inherently better than the other, they

amount each year, which is taxable as income.

simply provide alternative ways to save on taxes and compound returns over
time. In an ideal world, you would be able to contribute to every plan to achieve
the maximum savings benefit. When it comes to making a decision about where
to put your savings, you can start by taking into consideration the following
key elements:

YOUR GOALS
The first thing you should do is determine your overall goals from a big picture
standpoint. To get started, you can ask yourself a few questions:
• What are your personal and family priorities when it comes to saving?
• Are you saving for retirement?
• Do you want to buy a car or house?
• Do you want to save for a child’s/grandchild’s post-secondary education?
• Do you need to save for an emergency fund?
What’s important to remember is that your overall goals can help you decide
which savings vehicle(s) to use. You’ll likely have more than one goal, but it’s
important to take the time to consider your primary objectives, the cost of each
and the amount of time you will need to achieve them. Not to mention, each
savings vehicle has a primary purpose, which may or may not align with your
goals: an RESP is meant for saving for an education; an RRSP is meant for
saving for retirement; and a TFSA, a more flexible option, can be used for shortterm goals, such as saving for a house or a car, and long-term goals.

YOUR AGE AND STAGE OF LIFE
When it comes to age and stage of life, there are important differences between
RRSPs, TFSAs and RESPs. While the minimum age requirement for opening a
TFSA is 18 1, there is no maximum age limit. Therefore, TFSAs can be appealing
to clients who can no longer contribute to an RRSP due to the age limit or who

RESPs are a bit different. There is no age limit for opening an RESP. Parents,
grandparents or other relatives can also open an RESP for a child. The Canada
Education Savings Grant (CESG) offers an instant boost to your savings, as it
matches 20% of the first $2,500 contributed annually for an eligible child under
18 (subject to CESG annual and lifetime limits).

WHETHER YOU ARE SAVING FOR THE SHORT
OR LONG TERM
If you are saving for retirement with a long-term horizon, an RRSP is a good
first step, particularly because contributions are tax-deductible. However,
TFSAs can provide more flexibility, as you can withdraw funds from the account
tax-free whenever you want (depending on the terms of your investments) and
use the proceeds for any purpose you wish. Savings in an RRSP can also be
withdrawn and used towards the purchase of a first home, but the funds must
be paid back into the plan over time.
Not surprisingly, an RESP is an excellent choice for saving for a child’s
education. As mentioned previously, this tax-sheltered account may
significantly increase your savings if the child is eligible for the CESG.
Moreover, when investment earnings and grants are withdrawn to pay for the
child’s education, they are counted as the child’s income – not yours. Since
most students typically have no or very low income, in most cases there will be
little or no tax owing.

YOUR FUTURE INCOME
Your income in the future is another factor to consider. If your marginal tax
rate stays about the same throughout your working career, the advantages of
a TFSA and RRSP (assuming the same investments are made inside each one)
are comparable. If you expect your marginal tax rate to be higher at retirement,

The opinions are those of the authors and do not reflect the views of CFA Society Vancouver, its Board of Directors or its members. CFA Society Vancouver does not guarantee
the originality, reliability or accuracy of any statement, information or advice, nor does it make any representation concerning the same.
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BATTLE OF THE ABBREVIATIONS: RRSPs, TFSAs AND RESPs (CONTINUED)
a TFSA is likely a better choice. And if you expect to be in a lower tax bracket at
retirement, an RRSP is likely more advantageous. There are many other factors
to consider, including whether you have a solid pension, Old Age Security, a
Guaranteed Income Supplement, CPP or any government assistance based on
household income.

WATCH YOUR SAVINGS GROW: A PRE-AUTHORIZED
CONTRIBUTION PLAN MAKES RRSP, TFSA OR RESP
SAVING EASIER
Many of our clients set up a pre-authorized contribution (PAC) plan to make
automatic contributions to an RRSP, TFSA or RESP. A PAC is a simple

CONCLUSION

and convenient way to put your savings on autopilot and help you apply a

In an ideal world, you would be able to max out all three savings vehicles

disciplined, savings-first approach.

(if necessary) – an RRSP, TFSA and RESP. But, due to limited resources and

You can customize a PAC depending on your goals and budget. You can start

other financial commitments, we know that’s not an option for everyone.

with as little as $100 a month and change it at any time.

It can be complicated to determine the most ideal way to use these savings

Get a head start by setting up a PAC today by calling one of our

vehicles in your own financial plan. Don’t be afraid to ask for advice or for more

Investment Funds Advisors at 1-800-661-6141.

information specific to your personal circumstances – our Investment Funds
Advisors are happy to help, or you can consult a tax professional.

RRSP

TFSA

RESP

Contribution room
each year

18% of previous year’s earned income, less any
pension adjustment, up to the maximum annual RRSP
contribution limit (2016 – $25,370; 2017 – $26,010)

$5,500 for 2016. If you have never
contributed to a TFSA, you may
contribute up to $46,500

No annual contribution limit, but a lifetime
limit of $50,000 per beneficiary

Carry forward of unused
contribution room

Contribution room can be carried forward until the
year you turn 71

Contribution room can be carried
forward indefinitely

N/A

Do I need earned
income to contribute?

Yes

No

No

Do savings grow taxfree or tax-deferred,
and are contributions
tax-deductible?

Tax-deferred (until withdrawn) and tax-deductible

Tax-free and not tax-deductible

Tax-deferred (until withdrawn for student)
and not tax-deductible

Tax implications of
withdrawals

Withdrawals are added to your taxable income the
same year the funds are withdrawn

Withdrawals are tax-free

Withdrawals are added to the student’s
taxable income (meaning they usually pay
little or no tax)

Can I withdraw
savings for
any reason?

Yes, The amount withdrawn is considered earned
income and taxes are withheld at the time of the
withdrawal (unless you participate in the Home
Buyer’s Plan or Lifetime Learning Plan)

Yes, at any time

Yes, you can get all of your contribution
back; however, any investment earnings are
subject to restrictions

Am I required to
convert my plan at
a certain age?

Yes, you have to convert to a maturity option, such as
a RRIF or annuity, by the end of the year in which you
turn 71 or choose to close the plan

No

Contributions can be made into an RESP until
31 years after you first opened it. You then
have until the end of the 35th year after the
plan was first opened to use the funds

[1] In some provinces, individuals need to be 19 years old to open a TFSA.
This information has been provided by Phillips, Hager & North Investment Funds Ltd. (PH&NIF) and is for informational purposes only. It is not intended to provide legal, accounting,
tax, investment, financial or other advice and such information should not be relied upon for providing such advice. PH&NIF takes reasonable steps to provide up-to-date, accurate and
reliable information, and believes the information to be so when provided. Due to the possibility of human and mechanical error as well as other factors, including but not limited to
technical or other inaccuracies or typographical errors or omissions, PH&NIF is not responsible for any errors or omissions contained herein. PH&NIF reserves the right at any time
and without notice to change, amend or cease publication of the information. PH&N Investment Services is a trade name of PH&NIF and is the principal distributor of PH&N Funds and
BonaVista Funds. PH&NIF is an indirect wholly-owned subsidiary of Royal Bank of Canada.
The opinions are those of the authors and do not reflect the views of CFA Society Vancouver, its Board of Directors or its members. CFA Society Vancouver does not guarantee
the originality, reliability or accuracy of any statement, information or advice, nor does it make any representation concerning the same.
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