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What’s News

By Neil Mclver

Interest rates and infla-
tion are increasingly be-
coming the focus of the
financial markets. A

ood example of how in-
flation can be triggered
in a local economy is tak-
ing place right now in

British Columbia.

Many things cause or
perpetuate an inflation-
ary cycle, but one of the
major factors in any local
market such as British
Columbia, is upward wage pressure based upon expectations. With
the sudden announcement by Christy Clark, BC's new Premier-Des-
ignate, that the ‘training wage’ was Leing eliminated and that the min-
imum wage was being increased by 289, she has introduced a muc
higher set of expectations, with which one can expect a local infla-
tionary cycle which eventually ensures that everything from food
prices to transportation will begin to rise. These sorts of expecta-
tions cannot be easily undone in the future. Once the genie is out of
the bottle, it has proven almost impossil)le to put back in.

The reason for this decision was not economic, as a good economy
creates its own upward lift on wages. The reason was political. Tt was
an attempt to nullify what was very likely going to Ee a significant
planle in the NDP’s pla’cform in the next Provincial election.

For those of us who remember the great battle against inflation, U.S.
central bankers going back to Pau]g\/ollzer in the 197075, fought n-
flation with everything they had. The battle was mostly won in the
1990’s under Alan Greenspan as inflation, measured by the annual
rise of the Consumers Price Index (CPI) stabilized in the 1% - 2%
range (2.2% currently) after hitting a catastrophic 149 in 1980.
So important was this battle that during these years the role of cen-
tral banks was seen primarily tobea lou]gwarlz against inflation which
had been so destructive.

Many ‘coclay have either 1Corgotten the economic misery of inflation,
or never lived through it. Perhaps this lack of personai,experience is
why politicians and policy makers seem so blas¢ about triggering ris-
ing prices. | rememier the ravages of inflation very well and the ac-

6

MCIVER WEALTH MANAGEMENT
CONSULTING GROUP

companying headlines which detailed its destructive path on a dail
basis in the 1970’s and 80’s. Since then, our clients have very rnucﬁ
benefited from the price and economic stalni]ity that has character-
ized the last 20 years. The stable relations}lip between the valuation
of our investments and the cost of goocls and services has made it
easier for us to maintain our li{esty]es.

Ultimately it is the savers, those with capital, who are hurt by infla-
tion, as the comparative size of our nest eggs shrink against the ris-
ing cost of goocls and services that we consume. That said, it will be
critical to ensure por’cfolios are roperly structured to not only ab-
sorb the pressure of inflation, Eut actuall profit from it as well.
Only because we are savers, and therefore i,lave capital, do we have
this opportunity.

We recently completed the Spring re-balance of your portfolio. In
this re-balance we continued to reduce your exposure to traditional
bonds and increased your exposure to inflation-protected Real Re-
turn bonds. We also added to your already rofitable gold positions,
which are a hedge against both the U.S dollar and inflation.

We have been discussing the eventuality of hig}ler rates and the ef-
fect of inflation on por’cfolios for almost two years — before everyone
else. With news this week that PIMCO, the world’s largest bond
func]., has 19eiun to short (l)et against) U.S Government c].eljt, it ap-

pears that others have joined us in our opinion.

From both a Technical (charting) and Fundamental (traclitional) per-
spective, the current pullback in equities appears to be a buying op-
portunity and an attractive entry point for those of you with cash on
the sidelines.

Your portfolios have been nicely hedged against rising interest rates
and inflation and we are set to pro{it in this market environment on
the equity side as well. Equities have outperformed the market over
the past two years and | expect that to continue.

GO Canuclzs! l
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On tlle Marlz

By Mark ]asa.y]zo

Inflation Generation

Inflation is almost always with
us. The only thing that reaHy
changes is the rate of inflation.
Even when inflation appearec].
to be dormant (luring a stretch
from the late 1980’s to the mid
20007, it was still slowly n-
creasing. We all knew this was
happening as it was still com-
mon for the goocls and services
that we liked to purchase to
crawl l’xigher in price &espite

what the official government statistics were te]ling us.

T}len, Leginning about three years ago, commodities l)egan to accel-
erate in price. Global growth had reached the point where the de-
mand for raw materials and energy was outstripping supply.
Additionally, for the first time since the 1970’s, basic food prices
began to rise as a shift towards more protein-enriched diets increased
the amount of inputs necessary to satis{y appetites. When peop]e have
a little more money to spencl, eating cal)})age becomes less appealing
compared to a growing list of choices. This has been happening in
the developing world.

Then along came the bursting of the subprime mortgage real estate
bubble which morphed into a gloljal credit crisis and put a lid on in-
creasing prices. However, the factors that led to rising commodity
prices were still in place. Once the U.S. Federal Reserve’s money-
printing campaign really took flight and lowered the cost of money to
the banks to almost nothing, economic grow’ch slowly })egan to ex-

pancl and the lid })egan to come off of commoc].ity prices again.

There are a couple of different sources of inflation. It can be the re-
sult of supply and demand imbalances, but this tends to be very tem-
porary until new supply sources come on stream or until consumers
change their behavior. It can also be the result of an overl’leating
economy where there is a combination of increased hic].cling for com-
modities and no spare industrial capacity. Increase prices for inputs
along with limited supply output lead to increased prices for con-
sumers. This type of inflation has a little more staying power until im-

balances correct themselves.

Inflation can also be the result when too much money 1s printecl for
the economy to absorb. When it becomes apparent that there are too
many bills in circulation, prices })egin to rise. Historicaﬂy, this kind

of inflation persists for a number of years because governments are vul-
nerable to the addiction of money-printing as a quiclz Band Aid for

on-going economic troubles.

Fina”y, the mere expectation of inflation causes inflation. If we all
think inflation will occur, then we tend to ask for higher wages. Busi-
nesses that expect it will factor in lligllel' prices for their final products
when they do their Ludgeting. Once inflation gets into the psyche of the
popu]ation, it becomes difficult and painful to remove it. This is what
we witnessed back in the early 1980’s when interest rates hit 20.

In the current inflation cycle, the Liggest risk is currently coming from
excess money-printing in the U.S. Once the U.S. begins to use this
method to finance deficits, it becomes hard to stop. Additionaﬂy, for
the printed money not to have any inflationary effect, it would have to
be withdrawn from the economy. As of June, there will be $2.3 trillion
of excess money. Imagine how difficult it would be to just withdraw a
small portion of that. Any withdrawal will have a detrimental economic
effect. As a result, if history is any guide, most of the printed money
won’t be removed and will be inﬂationary, but may take a couple of years

for investors to accept that conclusion.

At this stage there has not been a marked increase in inflation expec-
tations which would be the worst scenario. The U.S. Federal Reserve
has been quick to point this out and will often reiterate this to argue that
the inflation that we are currently seeing is temporary. However, there
has been very little clialogue with respect to the strategy requirec], to take
the excess money back out of the system. Until now, Fed representatives
have said that tl'ley are totaﬂy confident that they will be able to do this,
but they haven’t communicated a plan.

As mentioned, the current money-printing campaign will end in June.
However, there are a few things that will complicate matters in the near
term. As the U.S. prints money, it is essentially trying to devalue the
USD in an effort to boost exports in order to add to economic growt}l.
Unfortunately, other countries have been trying to do the same. Addi-
tionally, the economic crisis in Europe and the natural disaster crisis in
Japan will spur those regions to increase quuidity even further, 1eaving
the U.S. behind and potentially requiring the U.S. to print yet more

money in order to counter these international effects.

Since we believe that the imqationary cycle will continue 1011ger than
government officials expect, we continue to hold inflation-protected
real return bonds and are avoiding bonds with long maturities. We are
also holcling the stocks of many companies that have the best chance to

pass along price increases to customers.
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GOO(l Karma

By Karm Bhatti

Hig'}l Net Worth Weelzly compromise government benefits or increase medical ben-
Apri] 1st, 2011 marked the fourth efits that are based on an income means test.

year anniversary since our launch (2) Claim all charitable gifts made by the family on the higher in-
of the High Net Worth Weekly. As come earner’s return

most of you are aware, this email- (3) Claim all family medical expenses on the lower income earner’s

only publication is designed to

tax return
keep you informed in a quick fash- (4)

ion. This is achieved through both
Neil and Mark’s market-related

commentary. In addition to tllat,

Where it will increase the marrie(l/equiva]ent—’to—marriecl tax
credit or impact government benefits that are based on an income
means test report the clepen&an’t spouse’s dividend income on the

. ,
ici 1 : upporting spouse's return
Tricia provules pro{essmnal sug- supp g spous

gestions and recommendations for (8) Ensure carry—})aclz of eligi]ole amounts (i.e. capital losses) are car-

wealth preservation and T provi&e a ried back to lﬁgher income years, where available.

market summary for the tracling
(lay as well as the Heatmaps which track port{olio per{ormallce. If you Finally, remember that amendments to returns alreac].y filed for over-
are not currently receiving this email pnljlication and would like to, looked, miscalculated or misallocated amounts may be made. All is not
please email me &irectly at learm.l)hatti@richarc].songmp‘com and T will lost.
add you to the list.
Canada Revenue Agency (CRA) administration made easy —
My Account
Preserve and Protect With a view to streamliuiug efficiencies across clepartments, the Govern-
ment of Canada replace& the Epass service with Access Key. Asa result,
the CRA My Account service was removed from the Access Key system
and now operates as a stand alone system. If you had previously regis’tere&
for My Account, your user ID and password expired on October 4, 2010.
If you have not 1ogge<1 into the system since that date you will need to cre-

By Tricia Mclver

It's that time... April 30 is

tll (1 Cu { fl g ate a new user 1D and password. If you have not registered for My Ac-
€ deadline Tor 1nling your

count, you may do so online. Tt’s very easy, just ensure you have a copy of

personal income tax return. last year’s tax return as the registration process asks for information from

Overall, it's been a fairly quiet year. that return.

There were few major changes —

some tax rate adjustments (rates on My Account is CRA’s electronic service that allows individuals and busi-

eligihle dividends increased margin- nesses online access to tax information from the Canada Revenue Agency

ally), changes to rules for stock op- (CRA). Through CRAs My Account you may access and manage per-

tions and other minor issues. 1 sonal and ]9a1112i11g ill{orn1ation, and details relating to your tax returns,

would like to remind you of a few benefit payments, financial information and RRSP’s.

opportunities:
You may also authorize a representative (typica]]y your accountant) to deal
1) Pension income Spllttlng' Where you are 05 years or older you may with the CRA on your behalf. The Represent a Client service will allow

allocate up to 50% of RPP, and payments from DPSP’s (&eferre&
proﬁt sharing plans), RRSP’s and RRIF's to your spouse or common-

an authorized third party to access your tax information and in certain
circumstances request chauges

law partner. If you are under 65 years of age, allocations are limited
to payments from an RPP and certain other payments received as a CRAs My Account and Represent a Client services provide a fast and
result of the death of the individual’s spouse or common-law partner. easy way for you and your representative to manage your tax account. For

Once again | remind you that:

a. individuals over the age of 65 are e]igil)le for the $2,000 pen- gart‘ling registration visit the My Account website at

sion income tax credit and so at a minimum allocations should www.cra.ge.ca/myaccount.
be made to use this lvene{it; and

b. care should be taken in allocating pension payments so as to not

further information about these services, and detailed instructions re-
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The opinions expressed in this report are the opinions of the author and readers should not assume they reflect the opinions or recommendations of
Richardson GMP Limited or its affiliates. Assumptions, opinions and estimates constitute our judgment as of the date of this material and are subject to
change without notice. We do not warrant the completeness or accuracy of this material, and it should not be relied upon as such. Before acting on any
recommendation, you should consider whether it is suitable for your particular circumstances and, if necessary, seek professional advice.

Past performance is not indicative of future results.

Richardson GMP Limited, Member CIPF. Richardson is a trade-mark of James Richardson & Sons, Limited.
GMP is a registered trade-mark of GMP Securities L.P. Both used under license by Richardson GMP Limited.



