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Smart Investing
Managers have adopted the term Smart 
Beta to reflect the ongoing hunt for returns 
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Technological revolutions have the power 
to profoundly reshape our economies and 
societies.

In this edition of The Artisan our 
feature story “Staying Wealthy”, 
which originally was published 
this past spring in the Financial 
Post Magazine, addresses many of 
the challenges of maintaining the 
value of capital over long periods 
of time. We then delve into some 
important investment trends and 
how we believe portfolios can be 
built better in our article “Smart Investing”. From there we look to the future 
as we examine the world of quantum computing and artificial intelligence in 
“Destructive Technology”. Lastly, we share our insights on the proposed tax 
changes to family business in our article “When Government Changes the Rules 
of the Game”. We hope you enjoy these along with our regular market insights. 

(From my featured article “Gene Lottery” published in the 
May 2017 Financial Post Magazine)

SHIRTSLEEVES-TO-SHIRTSLEEVES in three generations is a 
common enough saying around the world, but it’s a bit more involved 
than you might believe. The numbers play out as follows: there is a 70% 
chance that financial wealth does not transfer from one generation to 
the next, there is roughly a 90% chance that wealth does not transfer to 
the third generation, and a 97% chance it does not make it to the fourth. 

These figures seem 
depressing at the outset. 
Why is it so difficult to 
stay wealthy?

Let’s say that at the 
age of 20 you receive 
an inheritance from 
your grandfather in the 
amount of $10 million. 
Can’t complain about 
that! You approach your local bank and speak with an advisor who shows 
you the returns of various asset classes. But what stands out is the long-
term return of U.S. (S&P 500) stocks at 10.6%. If you simply compound the 
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If you or your family have any questions 
or concerns over the proposed tax 
changes for private corporations our 
team would be happy to arrange a time to 
meet and discuss your situation. 
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Smart Investing 
We live in an age of Smart phones and Smart cars - so why not 
Smart investing? The approach has arrived in main stream money 
management born out of the debate between passive and active 
investment strategies. Over the past two decades, billions of dollars 
from institutional and private investors have flowed into “index” 
funds which seek to passively track the returns of bond and stock 
markets. Yet, active managers, partly driven by major downturns like 
the Tech bubble of 2000 or the 2008 financial crisis, continue to allocate 
funds to alternating asset classes and styles to provide clients with 
the optimal mix of risk and rewards against financial market returns. 
The debate continues, but Smart investing may offer 21st century 
investors the ultimate combination of efficiency and results. 

Most investment 
managers agree that 
low turnover of holdings 
and low fees offered 
by index investing 
contribute to clients’ 
long-term returns. This 
fundamental principle 
has been extended 
as a competitive 
advantage of passive 
investing through 

several studies, which found that the majority of active managers 
failed to beat index returns, especially after deducting management 
fees. This evidence sparked the movement of both institutional and 
private capital to indexed investments, as a core solution to simplify 
the investment selection process and maximize returns, essentially 
through cost reductions. 

Yet, as fund flows into passive strategies peaked, certain factors 
favoring active managers were re-evaluated, as most equity markets 
provided range bound returns for many years after 9-11, while 
experiencing price volatility of seismic proportions through the 2008 
financial crisis. Renewed studies showed that managers in certain 
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SO FAR SO GOOD
Opening on a positive note 

we see the overall economic outlook as being 
very good. Both Canada and the U.S. have solid 
economic growth with low inflation and high levels 
of employment. Even the Eurozone is showing better 
growth, as have most of the emerging economies. 
There is virtually no talk of any impending recessions. 
The main risks facing investors and economies are 
political. The U.K. negotiations with the European 
Union on Brexit are proving very difficult. Merkel, 
while successfully re-elected in Germany, is facing 
stronger opposition from the far right. Canada and 
Mexico are involved in tough negotiations with 
the U.S. on a new North American Free Trade 
Agreement (NAFTA).

Government rule changes and 
tightening mortgage issuing 
rules has potentially cooled a 
developing bubble in housing 
prices in Vancouver and the 
Greater Toronto areas.

Canada in 2017 has experienced some of the best 
economic growth in a decade, placing Canada 
ahead of the other G7 nations. Expectations for 
GDP growth in 2017 are close to 3%, with 2018 also 
looking positive. Housing continues to be a major 
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contributor to growth. However, rising oil prices plus 
greater efficiencies has also improved oil industry 
prospects and helped Alberta and Saskatchewan 
economies. Despite two Bank of Canada rate 
increases, interest rates remain historically low. 
Government rule changes and tightening mortgage 
issuing rules has potentially cooled a developing 
bubble in housing prices in Vancouver and the 
Greater Toronto areas. The threat of impending 
tax changes proposed by the Liberal Government 
has created considerable concern amongst family 
businesses and many professionals. Hopefully the 
Government will see their proposed changes as 
ill-advised and counter productive and hold off 
pending further reviews.

The U.S. has suffered two hurricanes that will likely 
reduce their GDP by one half of one per cent. 
However the reconstruction required will add to 
future growth. Housing construction remains a 
major source of growth. The significant shortfall 
in housing creation in the years immediately after 
2008 has yet to be offset. Shortages in the skilled 
building trades have held back the construction 
needed to meet present demands. New homes for 
sale after completion are at an all time low, ensuring 
future construction levels will remain high. With 
inflation still at low levels the Federal Reserve 
will likely be gradual in implementing future rate 
increases thus keeping interest rates historically 
low. With few excesses in the U.S. economy and 
some prospect for further income tax cuts, 2018 
should see continued strong growth in the U.S.

(CONTINUED ON PAGE 4) 
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segments of the market, such as small capitalization stocks, value 
stocks and momentum stocks consistently provided real, added value 
returns versus the markets. In addition, the examination of “objective” 
market indices based on market capitalizations of the underlying 
stocks, often reveals a set of investment rules just as complex as the 
discipline of an active manager. If investors are forced to undertake 
the same due diligence measures for a passive investment, where is 
the benefit? 

Fortunately, the investment 
industry has undergone 
the same revolution in 
computer processing 
power and the ability to 
manipulate large amounts 
of information as in other 
areas of society. Managers 

have adopted the term Smart Beta to reflect the ongoing hunt for 
returns maximized against the prevailing risks in financial markets. 
Taking the best of both worlds, managers focus on return bearing 
factors such as small capitalization stocks, while packaging these 
holdings in a consistent fund portfolio which is transparent and 
readily accessible to investors at a low cost.

Northland Wealth Management has been 
an early evaluator and adopter of Smart Beta 
strategies; implementing a Low Volatility 
stock approach in our portfolios.

Northland Wealth Management has been an early evaluator and 
adopter of Smart Beta strategies; implementing a Low Volatility stock 
approach in our portfolios. This strategy matches the investment 
profile of our core clientele and has provided above average returns 
though historic market fluctuations. Along with access to select 
alternative investment holdings, we continue to make investing 
smarter, not harder….. 

 

Jerry A. Olynuk, LL.B, CFP, CFA 
Senior Vice-President & Portfolio Manager 
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 money at this rate over the next 50 years, you would 
have $1.5 billion to provide the family’s next generation 

of your family. Right? No! There are several things not accounted for.

For one thing, we used a straight-line annual return of 10.6%. But 
even if you averaged that over 50 years, some years would have 
been great, others much less so. Unfortunately, the variability of the 
return series significantly reduces the end net wealth. The variability 
of returns leads to what is called variance drain, or volatility drag. 
Based on stock-market volatility over the past 20 years, the drag on 
a portfolio can average more than 1.5% per year. This reduces the 
future inheritance to $778 million. Still great, but roughly half the 
original figure.

But wait, the rate of inflation has averaged a little more than 3% 
over the past 50 years. Therefore, the real rate of return for stocks 
has been 6.1%. The value of your lifelong treasure based upon 
today’s buying power is only $193 million. Throw in advisor and 
investing fees, even for low-cost exchange-traded funds, of let’s say 
0.5% (because you are a shrewd negotiator), and the inheritance is 
now $152 million. Finally, taxes — the legendary John Bogle, founder 
of the Vanguard Group, has estimated taxes cost a typical investor 
2% per year — and typical spending patterns of about 4% of your 
portfolio annually leaves you with $10.5 million.

To fatten that amount up, you need to develop a portfolio strategy 
that maximizes return and minimizes risk. In other words, create 
a portfolio that reduces the volatility of your investment returns. 
This is what sophisticated institutional investors such as Canada 
Pension Plan do in order to generate the necessary returns.

Secondly, although you cannot escape the saying attributed 
to Benjamin Franklin — “In this world nothing can be said to be 
certain, except death and taxes” — you can pay close attention to 

(CONTINUED ON PAGE 5) 
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There are today 
some indications 

that the down cycle in 
commodity prices is 
coming to an end.

For some time equity markets have seen U.S. 
markets outperform Canadian markets by a wide 
margin. The TSX has a large commodity content, 
as has the Canadian economy. Commodities as a 
group were hard hit by the Great Financial Crisis 
of 2008. There are today some indications that 
the down cycle in commodity prices is coming 
to an end. Metal prices have been trending 
upward, helped by the renewed growth in the 
world economies. For Canada, higher oil prices 
are a crucial part of any meaningful recovery 
in commodities. Recently Brent oil prices - the 
international oil price, has been eight dollars 
higher than West Texas Intermediate (WTI) - the 
North American standard oil price. Historically, 
Brent traded below WTI but the prolific Shale oil 
production in the U.S. has kept North American 
prices lower. However, U.S. producers are now 
able to export and the price differential will likely 
disappear. An oil price in the mid fifties or higher 
would lead to a significant revival in oil patch 
profits, equities and the TSX.

NAFTA will be a major news item in the immediate 
future. While there is some concern that under 
the bluster of President Trump the negotiations 
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asset location issues and employ vehicles such as TFSAs, RSPs and 
trusts, as well as strategies like tax loss harvesting to minimize taxes 
paid. A fee-only Chartered Financial Planner can make a significant 
difference in making an investment portfolio tax-efficient.

Reducing investment costs is also very important, but a successful 
investor is not penny-wise and pound-foolish. The key is to optimize 
and not minimize total investment costs. In other words, allocate 
investment fees to asset classes and managers who have a chance 
to add value, while using low-cost strategies where the chance of 
outperformance is unlikely. Most investors now know that 80% of 
active stock managers do not outperform their benchmark after fees. 
However, many don’t know that the top-performing alternative asset 
managers who specialize in asset classes, such as private equity, 
real estate, private debt and select hedge funds, tend to outperform 
their peers by wide margins. Accessing these elite managers can be 
worth paying for.

 Finally, most people who receive a large sum of money believe there 
will be no end to the wealth and so they splurge on a new car, travel 
or house. Rest assured there is no amount of money that cannot 
be decimated by excessive spending. Spending money wisely and 
reducing the portfolio withdrawal rate by 1% can increase your 
portfolio’s terminal value to $17.2 million — a substantial difference 
and a protection buffer for life’s unforeseen events.

There are, of course, other issues such as family dynamics, 
economic disruptions, market collapses and wars. Managing an 
investment portfolio in any environment is a difficult intellectual 
and psychological challenge for a family to face. It takes an 
understanding of how money actually compounds in the real world 
to achieve success and have the wealth pass to future generations.

Arthur C. Salzer, CIM, CFA  
CEO & Chief Investment Officer
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STAYING WEALTHY 
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are designed to fail, it is Canada that has brought 
some highly contentious and politically-charged 
demands to the table. In general, the benefits of 
free-trade out weigh the costs to all parties, and 
we hope that calmer heads on all sides will prevail 
during these negotiations.

With a very upbeat economic 
back drop and some positive 
political outcomes, we expect 
financial markets to provide 
reasonably good returns to 
investors in the final quarter 
of 2017. 

With a very upbeat economic back drop and some 
positive political outcomes, we expect financial 
markets to provide reasonably good returns  
to investors in the final quarter of 2017. Interest 
rates will increase but at a moderate rate. In equity 
markets we expect the TSX to close the gap over 
the coming years in relation to the U.S. equity 
markets.

Our investment strategies strive for the benefits 
of diversification across both traditional and 
alternative asset classes with an emphasis on 
strategies which display lower than average 
volatility. We are beginning to favour Canadian 
equities with its emphasis on resources along  
with income producing real estate and private  
debt with hedging back to the Canadian dollar 
where possible. 

David Cockfield, MBA, CFA 
Managing Director &  
Portfolio Manager

Arthur C. Salzer, CIM, CFA  
CEO & Chief Investment Officer 



Technological revolutions have 
the power to profoundly reshape 
our economies and societies. It 
is important to monitor these 
trends as they can cause great 
disruption in the workforce, 
create new riches and expand 
the total ability of society to 
produce. Highlighted below is 

one such technology that, once fully matured, will act as an inflection 
point and a platform for further growth. 

Quantum computing is at an 
inflection point - moving from 
theoretical research to an 
engineering development and 
commercialization phase. The 
world economy is always in 
need of more computer power, 
as the amount of data produced and collected continues to grow 
exponentially. In the 20th century, the classical computer set the 
ground for much of the technological advancement since WWII. To 
imagine that NASA flew to the moon with the equivalent computing 
power of today’s cellphone is astonishing. The problem with the 
classic computer is that we are now starting to meet its limitations. 
Moore’s law, which dictates that computing power doubles, and 
price halves every 18 months, is beginning to slow due to natural 
limitations. Another limitation is how the classic computer works. 

Quantum computing shines over classic computers when the 
assessed need requires sifting through extremely large amounts of 
data. For example, it was recently demonstrated by IBM and Raytheon 
that to sort a billion numbers a quantum computer would require 100 
fewer steps than a traditional computer. The difference between the 
two is that while classic computing uses the laws of mathematics, 
quantum computers use the laws of physics. To search potential 
solutions to a problem, classic computers individually test different 
combinations, while quantum computers can test all combinations 
at once. Morgan Stanley’s research titled “Quantum computing - 
weird science or the next computing revolution?” summarized it well 
in saying: 

“In layman’s terms, the classical binary computer is trying every 
possible combination, one by one, in a very orderly but slow manner, 
while the quantum computer quickly converges towards the right 
solution as if it was guessing the answer. This is a strong step 
towards artificial intelligence as the human brain would also start 
with an informed guess”. 
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Recent proposed tax reform 
for private corporations has 

brought to light the continuing trend of the current 
Canadian Federal government to significantly 
increase the tax burden on the approximately 
1,200,000 family businesses and professionals 
across Canada.   The recent proposed legislative 
changes include measures to revamp tax policies 
that have been in place since the early 1970s with a 
consultation period held over 2 months during the 
summer.  Some of the initial proposals are targeted 
to reduce the ability to income split within families 
who own a business, restrict or eliminate the 
lifetime capital gains exemption, restrict earning 
passive income through a corporation, as well as 
many others.  We believe these proposed changes 
would not only pose significant negative financial 
impacts to these families, but also to employees 

and communities 
these people live 
in. In essence, 
radical changes 
to our current tax 
legislation have the 
potential to hurt 
all aspects of our 
economy.

While many Canadians believe they pay their “fair 
share”, the top 10% of income earners pay 54% of 
all federal and provincial taxes, while also making 
significant contributions to local charities such 
as hospitals.  Of these taxpayers, many are small 
family businesses who create as much as 70% 
of all new jobs in Canada. While it may seem to 
some that most wealthy individuals are motivated 
to pay as little income tax as possible and to take 
every advantage of an opportunity to do so, they 
may not understand that the after-tax savings 
from individuals and businesses is what is called 
‘private capital’. 

Private capital is the lifeblood of the economy that 
is used to invest in business, fund retirement, or 
spend in the economy. Without private capital, 
(CONTINUED ON PAGE 7) 
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Morgan Stanley’s report also predicts 
that it won’t be until 2020 that the 
technology will advance enough 
to make a difference. D-Wave, a 
leader in this space, and a Northland 
portfolio company, draws the analogy 
between quantum computing 

now and the internet in the 1970’s. The internet architecture hasn’t 
changed much in all these years, but until the search engine and 
e-mail appeared there wasn’t much use for it. Early applications for 
quantum computing are expected to be used in the chemistry and 
pharmaceutical industries, where scientists can decrease the time 
to discover new materials.

Each new industrial revolution created new sectors that birthed new 
billion-dollar companies. Technological disruptions are both risks 
and opportunities for sectors and companies. That said, today’s top 
technology companies, such as Google, Microsoft, IBM, Intel and a 
handful of private companies have positioned themselves to lead 
this fourth industrial revolution and are unlikely to be displaced by 
new entrants. For example, for a company like Google, which is in the 
business of searching for information, developing this technology is a 
priority. The beautiful thing about quantum computing and artificial 
intelligence is that it works best in the background, without the end 
consumer really realizing its affect. 

Innovation and productivity 
growth are alive and well - with the 
popularization of products such as 
Amazon Web Services, which re 
nts computer power on the ’cloud’, 
quantum computing will soon be 
democratized and adapted to be accessible by anyone with coding 
knowledge. You need to ensure that you are ahead of the curve and 
prepare to take advantage of the next disruptive technology. 

Victor Kuntzevitsky, CFA, CAIA 
Senior Associate
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Leaps and Bounds (photo on page 6)
By: Lawren Harris
The leading member of the Group of Seven, 
Lawren S. Harris has become one of the most 
recognizable figures in landscape painting in 
Canada. A lesser known side of Harris’s story is 
that he spent the second half of his career as an 
abstract painter.

many of the benefits we take for granted in 
today’s civilized society may be reduced or 
eliminated. The accumulation of private capital 
is already under strain in Canada, as taxpayers 
have already experienced a reduction of 50% 
in the annual TSFA contribution limits and a 
significant increase of the top tax rate to 54%. 
To add the icing on the cake, we should mention 
the minimum wage increases to $15/hr and our 
electricity prices in Ontario! 

To combat Canada’s highly progressive tax 
system, many tax and legal specialists have built 
large firms based on the success of tax avoidance 

(not to be 
confused with 
tax evasion) and 
minimiza t ion 
strategies. Even 
Canada’s former 
Finance Minister 
(who became 
Prime Minister 

for a short time), Paul Martin utilized a corporate 
structure in Barbados to operate Canadian 
Steamship Lines (CSL) - to have a legal effective 
tax rate of less than 2%. 

Is it this extreme form of tax avoidance that is 
causing politicians to believe they need to change 
the tax code? Maybe, but this type of behaviour 
was not addressed during the recent proposals. 
The recent proposals brought forward by Prime 
Minister Trudeau and Finance Minister Morneau 
appear to many to be politically motivated to 
garner support from the unions, as well as an 
attempt to finance the largest non-recessionary 
or wartime deficit Canada has ever experienced.  
On the other hand, we have heard others argue 
that it is simply tightening the rules to adjust for 
those who have taken advantage of grey areas 
within tax legislation.  Regardless of the reasons, 
if fully enacted the impact may be harsh and 
potentially crippling for family businesses. 

(CONTINUED ON PAGE 8) 
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GAm I Being Too Subtle?:  

Straight Talk From a Business Rebel
by Sam Zell

Zell’s got a big personality; he is often contrarian, blunt, and 
irreverent, and always curious and hardworking. This is the guy 
who started wearing jeans to work in the 1960s, when offices were a sea 
of gray suits. He’s the guy who told The Wall Street Journal in 1985, “If it 
ain’t fun, we don’t do it.” He rides motorcycles with his friends, the Zell’s 
Angels, around the world and he keeps ducks on the deck outside his office. 
As he writes: “I simply don’t buy into many of the made-up rules of social 
convention. The bottom line is: If you’re really good at what you do, you have 
the freedom to be who you really are.”

Finding My Virginity: The New Autobiography
by Richard Branson

Now, fifty years after starting his first business, Branson shares the 
candid details of a lifetime of triumphs and failures and what he really 
thinks about his unique life and career. Finding My Virginity is an intimate 
look at his never-ending quest to push boundaries, break rules, and seek 
new frontiers—even after launching a dozen billion-dollar businesses and 
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The information provided in this newsletter is for informational 

purposes only and should not be used as investment or tax advice. For 

investment advice tailored to your specific situation and investment 

objectives, please contact a Northland Wealth Management 

professional.
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CHANGES THE RULES OF 
THE GAME 
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Hopefully, due to significant 
and critical feedback from small business 
associations and professionals such as 
medical doctors, there will be a rethink 
of the proposals along with an extended 
consultation and review period that will allow 
a better understanding of any implementation 
and potential consequences of the proposed 
tax changes. 

At Northland Wealth we understand the 
importance of private capital and the 
important role is plays in Canada. We 
continually work with external tax experts 
and monitor proposed legislative changes 
that could impact our clients’ private capital. 
By being proactive and looking at ‘what-if’ 
scenarios, much the same as we do with our 
investment approach, we have the ability to 
work with our clients to make the necessary 
changes to their strategies in order to  achieve 
better outcomes for their financial goals.

If you or your family have any questions or 
concerns over the proposed tax changes 
for private corporations our team would be 
happy to arrange a time to meet and discuss 
your situation.

Arthur C. Salzer, CIM, CFA  
CEO & Chief Investment Officer 

 

8965 Woodbine Avenue, Markham, Ontario L3R 0J9 

Southcentre Executive Tower, Suite 610, 11012 MacLeod Trail S. 
Calgary, AB T2J 6A5 

(888) 760-6596 (NLWM) | www.northlandwealth.com
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