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Investor confidence has been shaken after a winter of 
considerable volatility in the markets. Today, it seems as though 
every global event is amplified by the media and analyzed for its 
potential negative effect. It’s not surprising that long-term equity 
investors have been finding it difficult to maintain perspective.

But let’s not forget that the challenges we currently face are 
nothing new. We’ve experienced economic slowdowns, low 
oil prices and a low Canadian dollar before. We’ve also seen 
significant volatility in the equity markets. In 1987, there was 
“Black Monday”, where the Dow Jones Industrial Average fell 
almost 23 percent during one day. And volatility also soared during 
the tech meltdown of 2000-01 and as a result of the financial 
crisis of 2007-08. What was written in the financial newspapers at 
the time? In 1987: “People are now thinking the unthinkable.” In 
2008: “The market was telling us the world was about to end.”* 

Indeed, the world did not end. In fact, over the past 30 years, 
we have experienced these events, endured three recessions 
and five bear markets, and, despite these setbacks, the TSX 
Composite Index (with dividends reinvested) has had an 
annualized return of 7.9 percent.**

Given that volatility is an inherent part of the markets, it’s worth 
repeating that staying invested is an important contributor to 
help you reach your financial goals. Why? First, over the long run, 
cash may not be a viable alternative. Even with a modest rate of 
inflation, a dollar today will be worth less tomorrow. The average 
annual inflation rate over the past 10 years has been 1.6 percent, 
which may seem low, but this translates to an increased cost of 
over 17.2 percent today, compared to a decade ago.*** 

Standing on the sidelines also means missing any gains. And, 
throughout history, the markets have often turned when least 
expected. Four of the top ten months of equity market gains 
actually occurred during recessions**, when market pessimism 
was high. Participation is key when these upturns occur.

Volatility also presents opportunity. Periods of volatility may offer 
investors a chance to buy quality shares at better prices. These 
times may also provide good opportunities to make adjustments 
to a portfolio or to rebalance, where necessary.

Portfolio gains do not occur at a steady state and volatility 
in the markets remains one of the certainties of investing. 
Keeping expectations on an even keel is not an easy task during 
volatile times. But successful investing involves having a plan, 
maintaining discipline and focusing on the longer-term goals 
that are set out in your wealth and investment plan. And staying 
invested may be an important part of reaching your financial 
goals. As always, please remember that we are here to help.
Sources:*Globe & Mail, Pg. B1, 10/20/87, Pg. B1, 09/30/08. **TSX Composite Total 
Return Index, 01/31/86 to 01/29/16; CD Howe Institute, “Business Cycles in Canada 
Since 1926”. ***Bank of Canada Inflation Calculator, 01/06 to 01/16 figures.
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The Effects of Monetary Policy

Today’s New Normal: Low Interest Rates
As a result of slow economic growth over the past six years, we 
continue to experience a low interest rate environment that has 
shaped a new normal in today’s investing landscape. Short-term 
interest rates have been influenced by the monetary policies of 
the central banks. The Bank of Canada (BoC) has held its key 
interest rate at a low level to keep the cost of borrowing low, with 
the intent of increasing both business and consumer spending to 
stimulate growth.

Canada’s monetary policy has historically been aligned to that of 
the U.S. Federal Reserve (the Fed), since our economies are closely 
linked. But in 2015, we saw a rare divergence. The BoC cut rates 
twice last year, while the Fed raised interest rates at the end of the 
year due to an expanding U.S. economy.

Many other countries have lowered interest rates to try to boost 
economic growth. The situation in Europe, and more recently in 
Japan, is peculiar as negative interest rate policies have been put into 
place. With a negative interest rate, a bond purchased and held to 
maturity will return less than the principal invested. 

On the surface, this seems counter-intuitive — why would anyone 
want to invest an amount for which they will eventually get less 
back? Yet, some European investors have been concerned about 
deflation and the instability of the Euro and may not believe that 

better options exist. Investments with small negative returns have 
provided security or liquidity during uncertain times.

However, the objective of the central banks in using a negative 
interest rate policy is to stimulate the economy through spending and 
investment. Financial institutions that deposit funds with the central 
bank would now be paying for the ability to do so. This is meant to 
discourage the stockpiling of cash and instead encourage activities 
like lending to consumers or businesses (thereby generating a positive 
return on those assets) and spending, which would stimulate growth. 

As interest rates change, the risk and return profiles for various 
fixed income assets continue to change. For some investors, 
managing through this period may mean re-evaluating risk 
tolerance levels based on the investor’s time horizon, which may 
impact a portfolio’s overall asset allocation. For others, portfolio 
adjustments may be needed depending on the changing risk-return 
profiles to assets held, or term to maturity, as examples.

In the short term, rates in Canada will likely be held at lower levels 
as long as growth continues at a slower pace. Keep in mind that 
challenges like this are a common occurrence in modern capital 
markets — the cyclical nature of the markets affects different asset 
classes at different times — and one of the greatest roles that we 
play is to ensure that your portfolio continues to adapt over time.

Words of Wisdom During Challenging Times
Being a savvy investor means being able to navigate through both good and bad times. Here are some quotations from successful investors 
to help provide perspective on persevering through difficult times:  

“To be an investor, you must be a believer in a better tomorrow.” – Benjamin Graham

During down times, remember that better days may be on the horizon. History has shown us that the markets can quickly change 
direction, often with little or no notice. Having the discipline to stick to the objectives set out in your wealth and investment plan, 
especially during the down times, is one of the hallmarks of successful investing.

“Be fearful when others are greedy. Be greedy when others are fearful.” – Warren Buffett 

What is the mindset of a great investor when stock markets are declining? Instead 
of running in fear, some savvy investors welcome these periods as opportunities to 
buy quality investments at good prices. After all, it is often more difficult to find great 
opportunities when buying into a high market or selling in a falling market.

“More money has been lost trying to anticipate and protect from corrections than 
actually in them.” – Peter Lynch

During times of downward volatility, many investors may feel the pressure to sell their 
investments due to fear that the markets will continue to fall. However, most investors 
are unable to accurately time the markets. Successfully ‘buying low and selling high,’ 
often means having the confidence to make decisions independently and not based on what everyone else may be saying or doing. 

“Any sound long-range investment program requires patience and perseverance. Perhaps that is why so few investors follow any plan. 
Investment success is the purpose of investment planning; but a by-product of a good plan is peace of mind.” – John Templeton

The principles of your wealth and investment plan have been put in place to help to weather the inevitable storms. This includes holding 
quality investments in your portfolio, as the fundamental value of these investments is likely to withstand volatile periods. Other key investing 
tenets — having appropriate diversification, asset allocation and risk tolerance — will also help to endure these more challenging times. 

Sources: Graham, Benjamin. “The Intelligent Investor”, pg. 535. Any material that is copyrighted has been used with permission of the authors or their representatives.



Personal Income Tax Season Is Here

A Taxing Time
These are taxing times. Just 10 years ago, Canadians with income that 
fell within the highest marginal tax bracket were paying lower tax rates 
than today in all provinces except one – Newfoundland & Labrador. 

But, if it is relative, it doesn’t appear that Canadians today have 
it quite as bad as others. Aruba’s top marginal tax rate is 59.0 
percent, Sweden’s is 57.0 percent, and Denmark’s is 55.4 percent.* 
Surprisingly, in 1971, Canada’s highest marginal tax rate was 80 
percent, which by today’s standards seems preposterous.**

The chart shows the top marginal individual tax rates for the ten 
provinces (combined federal/provincial) for 2006 and 2016. In 2016, 
the federal government has created a new tax bracket for taxable 
income over $200,000. Provinces with tax brackets for income above 
this amount have rates denoted by “/”.  The tax rates associated with 
capital gains and eligible dividends are also shown — consider the tax 
advantages of receiving income in these forms.
Source: *Global individual marginal tax rates, KPMG. **Canadian Tax Journal, 1995, 
Vol. 43, No. 5, page 1062. Note that there were differences in the tax regime in 1971.
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Planning Ahead

Retirement Planning: Age Milestones
We often remind our clients that as we get older, certain milestones 
are important when preparing for retirement. If you are nearing 
the following ages, take note of these considerations as you look 
to maximize your retirement savings. Don’t leave money on the 
table. If you need help, please don’t hesitate to give us a call. It’s also 
recommended to consult with a tax advisor who can assist with any 
tax-planning related matters.

Age 60: Consider early Canada Pension Plan (CPP) payments. 
Although the standard age for starting CPP payments is 65, you 
have the option to collect your CPP retirement pension as early as 
age 60. Payments will be permanently reduced if you begin early. 
You may also wish to defer CPP payments to receive an increased 
benefit by starting payments between the ages of 65 and 70.

Age 65: Don’t forget the federal Pension Income Tax Credit. 
The Pension Income Tax credit allows you to claim a tax credit on an 
amount equal to the lesser of your pension income or $2,000. Since 
this is a non-refundable tax credit, it cannot be carried forward. 

Note that there are certain exceptions in which the Pension Income 
Tax Credit can be used before the age of 65, including for those 
individuals 55 years of age or older who have certain qualifying 
types of pension income, or widow(er)s, so seek advice on your 
particular situation. In Quebec, the pension recipient must be 65 
years old to split all types of pension income. 

If you don’t have a pension, one way for individuals aged 65 years or 
older to generate eligible pension income is by opening a registered 
Retirement Income Fund (RIF). We can assist with this option.

Consider pension income splitting. If your spouse/common-law 
partner has a lower marginal tax rate and/or available tax credits 

to provide tax savings, you may consider pension income splitting. 
An individual can allocate up to 50 percent of their eligible pension 
income to a spouse for tax purposes. (Note that pension income 
splitting may occur as young as age 55 for qualifying individuals.)

Age 71: Convert your RSP before year end. You must convert 
your registered Retirement Savings Plan (RSP) before the end of the 
calendar year in which you turn 71 years of age. The most common 
choice is to open a RIF, but there are other options to consider, 
including purchasing an annuity or distributing funds as income.

Make final payments to an RSP before year end. Consider 
catching up on any unused contribution room from previous years 
before the end of the year. You won’t be able to contribute until the 
usual RSP deadline (which is 60 days after the end of the calendar 
year), as your plan will need to be collapsed before the year ends.

Consider contributing to a spousal RSP. If you have reached 
the age of 71, but have a younger spouse and have leftover RSP 
contribution room (or are still generating RSP contribution room if 
you are still at work), consider contributing to a spousal RSP.

Province

2006 2016**

Interest & 
Regular Income

Interest & 
Regular Income

Capital 
Gains

Eligible 
Dividends

BC 43.70 47.70 23.85 31.30

AB* 39.00 47.00/48.00 23.50/24.00 30.33/31.71

SK 44.00 48.00 24.00 30.33

MB 46.40 50.40 25.20 37.78

ON* 46.41 51.97/53.53 25.98/26.76 37.19/39.34

QC 48.22 53.31 26.65 39.83

NB*** 46.84 53.30 26.65 36.27

NS 48.25 54.00 27.00 41.58

PEI 47.37 51.37 25.69 34.22

NL 48.64 48.30 24.15 38.47

Notes: *Denoted by “/” are tax rates for provinces with tax brackets higher than the 
top federal tax bracket: $220,000 in ON and $300,000 in AB. Source: 2006 data, BDO 
(Dunwoody); 2016 data, KPMG **As of Jan. 1, 2016 except ***NB updated for Feb. 2016.
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Business Owners: Tax Planning Opportunities
For many business owners, the current business environment has 
been challenging. Slower growth, higher import costs and the 
lingering effect of low oil prices are expected to continue for the 
foreseeable future. Adding to many business owners’ woes has 
been the increase to the top federal personal income tax rates. 
However, the good news is that even during these more difficult 
times there are tax planning opportunities available for business 
owners that may help to ease some of the current discomfort. 

If you are a business owner, the best course of action is to consult 
with a tax planning professional who can properly advise on 
potential strategies. We can work with you alongside our tax 
specialists at TD Wealth to review your situation and help to provide 
solutions. The following scenarios are some alternatives that may 
be appropriate for you and your business.

Estate Freeze

Have the current market conditions temporarily caused the value of 
your business to decrease? If this is the case, it may be an ideal time 
to implement an estate freeze. In general, this involves you locking 
in (i.e., freezing) the value of your interest in the business today and 
passing on the future growth in the value of the business to another 
party (usually to the next generation and through a family trust). 
A freeze may allow you to multiply the capital gains exemption, 
provide income-splitting opportunities and cap the tax liability of 
your shareholdings upon death. As economic conditions improve, 
the increased value of the shares will be passed on to the next 
generation, which can potentially make use of their capital gains 
exemption or enhance the tax deferral. 

Remuneration Strategies

Given the significant increases in the highest personal marginal tax 
rates on salary and dividend income, you may consider revisiting 
your remuneration strategy. If you aren’t in need of immediate 
funds personally, it may make sense to leave excess cash in the 
company to defer taxes, especially if your company is entitled to 
claim the small business deduction. If you need to draw funds, 
there may be an opportunity to consider paying reasonable salaries 

to family members in order to take advantage of the new lower 
federal tax rates for middle-income taxpayers. Also consider 
whether or not retirement savings strategies such as an Individual 
Pension Plan and/or a Retirement Compensation Arrangement may 
be beneficial for you and/or your key employees.

Insurance Strategies

If you own life insurance personally, consider transferring the 
policy to your corporation, although taxes may result from this 
transfer. This may allow you to pay the premiums with “cheaper” 
corporate dollars (i.e., income that has been subject to tax at 
corporate rates which are lower relative to personal tax rates), 
among other benefits. If you have surplus cash accumulating in 
your corporate structure, insurance may be an effective way to 
eventually distribute the money to the company’s shareholders. 
When insurance is held corporately, generally all or most of the 
death benefit (depending on the policy’s adjusted cost basis) is 
added to the Capital Dividend Account and can be distributed as a 
tax-free dividend. This could allow the funds to leave the company 
at significant tax savings relative to the increased tax rates on 
dividend income. 

Seek Advice

The support of professional tax and legal advisors will help to 
determine the best course of action for your particular situation.

The information contained herein has been provided by J. Hirasawa & Associates for TD Wealth Private Investment Advice and is for information purposes only. The information has been drawn from sources believed to be reliable. Where such statements are based in whole or in part on information provided by 
third parties, they are not guaranteed to be accurate or complete. The information does not provide financial, legal, tax or investment advice. Particular investment, trading, or tax strategies should be evaluated relative to each individual’s objectives and risk tolerance. Certain statements in this document may contain 
forward-looking statements (“FLS”) that are predictive in nature and may include words such as “expects”, “anticipates”, “intends”, “believes”, “estimates” and similar forward-looking expressions or negative versions thereof. FLS are based on current expectations and projections about future general economic, political and 
relevant market factors, such as interest and foreign exchange rates, equity and capital markets, the general business environment, assuming no changes to tax or other laws or government regulation or catastrophic events. Expectations and projections about future events are inherently subject to risks and uncertainties, which 
may be unforeseeable. Such expectations and projections may be incorrect in the future. FLS are not guarantees of future performance. Actual events could differ materially from those expressed or implied in any FLS. A number of important factors including those factors set out above can contribute to these digressions. You 
should avoid placing any reliance on FLS. TD Wealth Insurance Services means TD Waterhouse Insurance Services Inc., a member of TD Bank Group. All insurance products and services are offered by life licensed advisors of TD Waterhouse Insurance Services Inc. All trademarks are the property of their 
respective owners. All third party products and services referred to or advertised in this newsletter are sold by the company or organization named. While these products or services may serve as valuable aids to the independent investor, TD Wealth does not specifically endorse any of these products or 
services. TD Wealth makes the third party products and services referred to, or advertised in this newsletter, available as a convenience to its customers only, and is not liable for any claims, losses or damages however arising out of any purchase or use of third party products or services. J. Hirasawa & 
Associates, TD Wealth Private Investment Advice, The Toronto-Dominion Bank and its affiliates and related entities are not liable for any errors or omissions in the information or for any loss or damage suffered. TD Wealth Private Investment Advice is a division of TD Waterhouse Canada Inc., a subsidiary 
of The Toronto-Dominion Bank. TD Waterhouse Canada Inc. - Member of the Canadian Investor Protection Fund. ®The TD logo and other trade-marks are the property of The Toronto-Dominion Bank.
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