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-  I N V E S T M E N T  -

I nsi   g h t

Keeping expectations on an even keel has been a 
challenge when it comes to the financial markets. 
In 2022, we have experienced a rapid reversal in 
both direction and sentiment. With persistently 
high inflation, and with headwinds from the 
Ukraine war and the spring Covid shutdowns 
in China, the central banks have taken a more 
aggressive stance to try and temper inflation. This 
has prompted worries that, with slowing growth, 
economies may be pushed into a recession. The 
changing expectations and economic uncertainty 
have created significant volatility in the markets. 

Indeed, humans often react unfavourably 
to uncertainty. Studies have shown that our 
emotions are a key driver of stock market 
volatility over shorter periods. One study 
suggested that roughly 75 percent of short-
term market variation can be explained 
by risk aversion.1 This is because we often 
underestimate our ability to adapt. 

Yet, history reminds us that markets and 
economies have continued to adjust and move 
forward from setbacks. As such, some balance 
may be warranted. We are emerging from a 
time in which record stimulus benefitted both 
the markets and economies, so a period of 
adjustment has been expected. Many company 
earnings thrived during this time and must now 
adjust as consumption patterns balance towards 
a post-pandemic world. Inflation has been a 
prevailing headwind and although it has been 
more than just transitory, consider that it also will 
not be permanent.

While certain market pundits are pointing to a 
recession, for now, labour markets continue to 

be robust and household balance sheets suggest 
consumer resilience. Recessions also come in 
different intensities and lengths; the past two 
recessions lasted only three and seven months 
in duration.2

Here at home, we are fortunate to be insulated 
from many of the challenges facing other nations. 
Our vast resource-based economy, including 
domestic energy production, serves us well. 
Consider that in the first quarter, Canada’s GDP 
grew at a rate of over three percent, whereas U.S. 
GDP contracted. As the growth sector has been 
punished more recently, the Canadian markets 
have been comparatively resilient, in part due to a 
larger composition in resources and commodity-
related sectors. At the same time, we shouldn’t 
forget that one of the key drivers of growth over 
recent times has been the technology sector, 
which is expected to continue to support future 
innovation, advancement and growth.

This is not to suggest that there aren’t challenges 
ahead. For now, economic uncertainty is expected 
to continue, however eventually the pendulum 
will swing back again. Uncertainties will always be 
with us, and finding balance amid the uncertainty 
is important.

While setbacks can happen too quickly to ignore, 
progress often happens too slowly to notice. 
This is why investing has been compared to 
planting trees: progress measured over months 
often shows nothing, yet over the long term can 
yield significant results. And, as Einstein once 
said, progress is “like riding a bicycle. To keep your 
balance, you must keep moving.” 
1. https://www.nber.org/papers/w19818; 2. www.cdhowe.org
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E S T A T E  P L A N N I N G 

Worried About Heirs Managing Money? 
After a lifetime of building wealth, many of us have a desire to pass along 
a lasting legacy to our children. As such, there has been an increasing 
focus on intergenerational wealth planning to support this longevity. An 
intergenerational plan considers future generations, possibly those you 
may never meet, with the objective of supporting your wealth’s longevity 
in complement to traditional estate planning documents. While these 
legal documents help to distribute, dispose of or deal with assets, the 
intergenerational plan helps to keep assets working into the future. 

Start with a Plan and Document It — An intergenerational plan 
should set out goals and provisions for how money will be used by 
future generations, as well as how it will be accessed and replenished. 
For instance, you may wish for family members to invest in themselves, 
stipulating that funds should be used for higher education, or a 
business start-up or expansion. By offering heirs the means to obtain 
an education or run a business for themselves, they can gain the 
experience needed to create wealth and grow it. Once you determine 
your desired goals and provisions, it is important to formally document 
the plan so that it can be passed along to future generations.   

Communicate Your Plan; Be the Family Resource — Once a 
plan has been developed, it is important to communicate it to family 
members. Often, parents keep their finances and related values 
secretive, missing the opportunity to pass along their ideals to children. 

An intergenerational plan can allow heirs to understand your vision 
for your wealth after you are gone. While specific financial details need 
not be disclosed, sharing your vision can be a catalyst for meaningful 
discussions. Some families use this plan to form a family constitution that 
can help future generations carry forward the intentions of the plan.

Even if an intergenerational wealth plan isn’t your desired path forward, 
there may be ways to help protect and preserve assets for the future:

Consider Protection Tools, Such as a Trust — Certain tools may 
help to protect future wealth in situations in which beneficiaries may 
not be financially responsible or where you wish certain goals to be 
attained. A trust can provide protection by putting assets under the 
control of a responsible trustee. The terms of the trust can specify the 
timing and the quantum of distributions to be made to heirs. Other 
tools may be considered, such as life insurance, to help protect and 
grow assets while also providing access to cash. 

Create a Professional Support System — Having a support system 
of trusted professionals may be a valuable part of ensuring a successful 
generational wealth transfer, especially when heirs may not have the 
skillset to independently manage funds. 

Creating a generational legacy can be one of the greatest gifts you leave 
behind. If you are in need of resources to help you get started, please call.

N A V I G A T I N G  U N C E R T A I N T Y

Don’t Overlook the Value of Staying Invested
Equities continue to be one of the best asset classes in which 
to grow wealth, but that’s not without market fluctuations. With 
significant volatility over recent times, it is worthwhile to remember 
the importance of staying invested. Here are some reasons why:

Trying to time the markets can be costly. During market pullbacks, 
some investors may feel inclined to sell investments for fear of a 
greater loss. However, this can create two issues — selling at low 
prices and the inevitable need to re-enter the markets. Market timing 
is difficult; perhaps one of the most convincing reasons being that the 
biggest up and down days have historically clustered together. The 
chart shows the impact of missing the best performing months of 
the S&P/TSX Composite Total Return Index over a 30-year period. By 
staying invested, a notional investment of $1,000 would have grown to 
$12,693. By missing the five best months, this would fall to $7,503. And, 
it’s not just about timing: Selling and rebuying can potentially create a 
costly tax situation in certain accounts or forego dividend income.                

Time reduces the volatility of returns. As history has shown, 
negative market performance smooths out as an investor’s time 
horizon increases. Since 1992, the likelihood of the S&P/TSX Composite 
Total Return Index experiencing a negative monthly return is 38 

percent. This drops to 13 
percent over a three-year 
rolling holding period, and 0 
percent over seven-year rolling 
holding periods and beyond.  

Staying invested can take advantage of compounding over 
time. Often, one of the most important variables for how you’ll do as 
an investor is how long you are able to stay invested. This is because 
of the impact that compounding can have over time. Perhaps you’ve 
heard of the trick question: “Would you rather have $10,000 per day 
for 30 days or a penny that doubled in value every day for 30 days?” 
Choosing the doubling penny, due to the power of compounding,* 
would yield about $5 million, compared to only $300,000 by choosing 
$10,000 per day. Compounding growth is often called the eighth 
wonder of the world because it possesses significant powers, like 
turning a penny into $5 million. In the words of renowned investor 
Charlie Munger, business partner to Warren Buffett, “the first rule of 
compounding is to never interrupt it unnecessarily.” 
*Of course, it is acknowledged that a compounded rate of return of 100% is unrealistic.

Fully 
Invested

Missed 
Three Best 

Months

Missed 
Five Best 
Months

Missed 
10 Best 
Months

$12,693
$9,191 $7,503

$4,575

Source: S&P/TSX Composite Total Return Index from 12/31/91 to 12/31/21. 
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Source: S&P/TSX Composite Total Return Index from 12/31/91 to 12/31/21.
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This year’s federal budget proposed a new tool intended to help 
support new home buyers. Expected to begin in 2023, the First Home 
Savings Account (FHSA) is a registered plan that combines the tax 
benefits of the RRSP and TFSA.

The FHSA will allow Canadian residents over age 18 to contribute up 
to $8,000 per year, to a maximum contribution of $40,000, towards 
their first home.1 Contributions will be tax deductible, similar to the 
RRSP, and qualified withdrawals will be tax free, similar to the TFSA. 
The FHSA can remain open for 15 years.

One constraint is that the proposed rules do not permit use of the 
existing Home Buyers’ Plan (HBP) alongside the FHSA. The HBP allows 
first-time buyers to withdraw up to $35,000 from the RRSP, subject to 
repayment in 15 years and other conditions. This has prompted the 
question: will the FHSA or RRSP/HBP be a better savings vehicle? 

All things equal, the FHSA’s structure appears to be more beneficial 
given the tax-free benefit for a qualified withdrawal when funds are 
used to purchase a first home. However, whether the FHSA or RRSP/
HBP offers greater benefits is likely to depend on various factors, 
including available income/cash flow, timing of a home purchase, 
marginal tax rate, current/potential tax bracket, other income-tested 
benefits (such as child benefit payments), etc. 

Under the proposed rules, there will be an option to move funds 
from one’s RRSP to the FHSA, subject to FHSA annual and lifetime 
contribution limits; however, these transfers would not restore an 
individual’s RRSP contribution room. If not used for a first-home 
purchase, the FHSA may be transferred to the RRSP after 15 years 
without affecting RRSP contribution room. 

In thinking ahead, there may be ways to help maximize the value of the 
FHSA. Consider starting early to take advantage of compounding over 
time, as the FHSA can stay open for 15 years. If the FHSA isn’t used, 
funds can be transferred to the RRSP (or taxes paid on withdrawals). 
As well, try to maximize the annual limit. The more you save from 
the onset, the greater potential benefit you may achieve from 
compounded growth. Annual contributions are limited to $8,000 and 
unused contribution room does not carry forward.

Not Just for Young Canadians?

The recent budget proposals 
suggest that there is no age 
limit to invest in the FHSA. 
If this stands, there may be 
opportunities available to 
older Canadians.2 As details 
are finalized and legislation is 
passed, this will become clearer. More to come…
1.liberal.ca/housing/afford-a-downpayment-faster/; 2. “Three ways to make the most of the new 
tax-free savings account for home buyers,” Erica Alini, The Globe and Mail, April 30, 2022, B15.

F E D E R A L  B U D G E T  R E C A P

Arriving Soon: The FHSA and More...

A  N ew   T ax   E xpected        by   the    fall  

Coming This September: A Luxury Tax on Vehicles
Are you planning on purchasing a luxury vehicle in the coming months? 
Be aware that as of this fall, you are likely to experience an increase in 
the cost of certain luxury vehicles. While final legislation has yet to be 
enacted at the time of writing, the federal government quietly released 
revised draft proposals in March for a luxury tax to be introduced as of 
September 2022. The tax will apply to cars and aircraft with a retail sales 
price of over $100,000 and boats valued over $250,000.

The tax will be payable by a registered vendor based on the sale of the 
luxury good delivered in Canada, similar to the way in which vendors 
are responsible for collecting and paying the GST or provincial sales tax.

It is proposed to be calculated as the lesser of:

(a) 20 percent of the retail sales price that exceeds the thresholds 
listed above: $100,000 for cars/aircraft and $250,000 for boats; or
(b) 10 percent of the full value of the luxury car, boat or aircraft.

For instance, if you were to purchase a car priced at $150,000:
(a) 20 percent of the retail sales price over $100,000, or $50,000 = $10,000
(b) 10 percent of the full value of $150,000 = $15,000

Luxury Tax = Lesser of (a) and (b) = $10,000
Sub-Total Price (before provincial sales tax and GST) = $160,000
GST = $8,000 (based on federal government backgrounder)

Total Sales Price with Luxury Tax and GST = $168,000

For more information, please see the Government of Canada website 
at: www.canada.ca/en/department-finance/news/2022/03/government-
releases-draft-legislative-proposals-to-implement-luxury-tax.html

Multigenerational Home Renovation Tax Credit. This 
proposed refundable tax credit offers up to $7,500 to claim up 
to 15 percent of $50,000 in eligible costs incurred to construct a 
secondary suite for a senior or adult with a disability.
Residential Property Flipping Rule. Under proposed rules, 
any profits on property sold that is held for less than 12 months 
would be subject to taxation as business income. As well, the 
Principal Residence Exemption would not be available. Certain 
exemptions will apply, so stay tuned for more details.
Small Business Deduction. The budget proposes to change 
the formula such that access to the small business deduction will 
not be reduced to nil until the corporation has taxable capital of 
$50 million.
Minimum Tax for High Earners. The current Alternative 
Minimum Tax regime will be revisited with a view to ensuring 
high-income earning Canadians pay a minimum level of tax. 
Further details are expected in the 2022 fall economic update.
At the time of writing, these proposals have not been enacted into 
law. For greater detail, please see the Government of Canada 
website: https://budget.gc.ca/2022/home-accueil-en.html

 
Select Budget Changes That 
May Impact You
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This summer marks Canada’s 155th birthday. As the world continues 
to be out of balance and the financial markets test our resolve, 
perhaps this is an opportune time to step away from the headlines 
and focus on the many reasons to be grateful to be in Canada.

We are a nation of peace, prosperity and resilience, considered 
to have a stable economy and a strong quality of life. Despite 
our small stature by population — Canada represents just 0.48 
percent of the total world’s population — we rank as the 10th 
largest economy by GDP (2021).1 We have one of the highest life 
expectancies, in part due to our universal healthcare system. 
And, we consistently rank as one of the best countries in which to 
live globally, when measured by quality of life, freedom, education 
and health.2 

We are relatively insulated from many of the current challenges 
that face other nations. The ongoing war in Ukraine should be a 
reminder that even basic necessities like food, shelter, health and 
safety are luxuries to those in need. With energy production again 
in the spotlight as a matter of national security, we are fortunate 
to have access to all major sources of energy. Beyond energy, we 
are a nation rich in resources, including uranium, zinc, potash, 
nickel and titanium. Notably, we are ranked fourth in the world for 
countries rich in natural resources, behind Russia, the U.S. and 
Saudi Arabia. We are also the fifth largest exporter of agricultural 
and food products in the world.3 

For investors, the Canadian equity market composition may 
be well-positioned to face the challenges of today. It may be 
comparatively more tolerant to inflationary environments due 
to its greater exposure to financials, resources, materials and 

industrials sectors. At the time of writing, while markets have 
experienced broad-based declines, the S&P/TSX Composite Index 
has performed better than its U.S. counterpart. Regardless, as 
history has shown, investors should remember that over the long 
term, equity market returns have generally outperformed inflation 
and continued their upward climb. This is also why diversification is 
important. No sector — or even asset class or geographical market 
— will perform at the top each year. Diversification can provide 
the opportunity to participate in the upside of the best performers 
each year. 

While there has been a lot of talk about economic growth being 
hindered by tightening monetary policy, there may be factors 
to support our resilience. Canada’s expansion is expected to 
outpace the growth of other advanced economies this year, in 
part because the impact of the European crisis will be tempered 
by our commodities sector. This may be reflected in our economic 
performance to start the year: Q1 2022 GDP grew at a rate of 
3.1 percent in Canada, whereas it contracted in the U.S.4 Also 
supportive for growth — our labour market continues to be 
strong, and our population continues to grow at a faster rate 
than our peers; the fastest of the Group of Seven (G7) advanced 
countries, at 5.2 percent over the past five years.5   

Without a doubt, there are many challenges ahead; however, there 
are also many reasons to keep perspective. I hope that you can 
take some time to enjoy the summer and celebrate living in our 
wonderful nation!
1. worldpopulationreview.com/countries/countries-by-gdp; www.worldometers.info; 2. 
www.newswire.ca/news-releases/canada-is-the-no-1-country-in-the-world-according-
to-the-2021-best-countries-report-867033906.html; 3. www150.statcan.gc.ca/n1/
daily-quotidien/211101/dq211101a-eng.htm; www.statista.com/statistics/748223/
leading-countries-based-on-natural-resource-value/; 4. www.bloomberg.com/news/
articles/2022-04-29/canada-extends-growth-streak-as-first-quarter-tops-expectations; 
5. www.cbc.ca/news/politics/census-2021-release-population-cities-1.6344179
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U.S.: S&P 500 Index Sector 
Breakdown

Canada: S&P/TSX Composite
 Index Sector Breakdown  
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