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While the numbers and tax calculations are indeed correct, in 
2009 (and it appears the same for 2010), there is no TFSA 
savings account that is paying anywhere near 8%. The major-
ity of savings accounts are paying 1.0% (or less). Even a 1 yr 
GIC is only paying 1.5% (or less). There is very little tax 
savings on any TFSA earning 1% to 2%. 
 

· TFSA growth at 1% over 25 years:   $142,628 
· No TFSA growth at 1% over 25 years:  $136,133 
· Difference    $    6,495 
 
Start planning for your TFSA now and make the choices that 
is right for you. We have provided you with two examples - 
at ifacanada.com there are twenty options for you to consider 
for your TFSA plan.: 
 
 

Conservative TFSA  25 yr return: 6.0% 
 

 

 

GRAPH A: 35% Tax Rate 

GRAPH B: TFSA  - Zero Tax 

Graph A shows how money will grow if you earn 8% and 
your tax rate is 35% (taxable income above $35,000) 

Graph B shows how money will grow in the new TFSA 
plan. The difference in value is very impressive; 
 $394,772 to $258,079  -  a difference of over $136 ,693. 

Drop from peak: 8% 
Maximum value attained:  $300,000 
Ending value July 2009:  $296,000 

20% Equity  
80% Fixed Income 

Growth TFSA  25 yr return:  9.0% 

Drop from peak: 35% 
Maximum value attained:  $550,000+ 
Ending value July 2009:  $379,000 

70%Equity 
30% Fixed Income 



INFLATION FEAR   The New Yorker  James Surowiecki Sept 2009 

 
The economy is still limping, job losses are still rising, 
and consumers are still reluctant to open their wallets. So 
is it the perfect time to worry about . . . inflation? Appar-
ently so, because, of late, the cries of inflation hawks 
have grown increasingly loud. Pointing to huge deficit 
spending, and to the flood of money that the Federal Re-
serve has sluiced into the economy, they argue that we’re 
at serious risk of “igniting out-of-control inflation.” 
Unless the Fed starts slowing things down, they say, 
we’ll face price jumps.  
 
Of course, you can’t see any of this inflation in the num-
bers. The Consumer Price Index fell in July 2009, and, 
over the past year, prices have actually dropped. The 
price of U.S. inflation-indexed bonds suggests that inves-
tors think future inflation will stay low, perhaps around 
two per cent. Both deficit spending and the Fed’s recent 
measures could, in theory, create inflationary pressure. 
But they haven’t, because they’ve just gone to counteract 
the sharp decline in consumer and business activity.  
 

The government is borrowing more, but consumers and 
businesses are borrowing less. As for the money the Fed 
has been pumping through the banks, much of it hasn’t 
actually made it into the economy; banks are keeping 
hundreds of billions of dollars in reserves on hand. In the 
real economy, worker productivity is tremendously high; 
wage growth is stagnant; and there’s still an enormous 
amount of slack—capacity that’s not being used and peo-
ple who don’t have jobs. All of these things will put a lid 
on price pressures for some time to come. 
 
Then why are people afraid that inflation is about to get 
out of control? Because they’re always afraid that infla-
tion is about to get out of control. Indeed, many of those 
arguing today that the Fed should place the threat of in-
flation front and center were saying the exact same thing 
last year—in the middle of a recession. To be fair, last 
year there actually was inflation, thanks mainly to sky-
rocketing commodity prices (notably, oil and food). But 
the core inflation rate remained relatively low, and 
throughout the spring and summer of 2008 the U.S. econ-
omy was losing hundreds of thousands of jobs a month. 
 
Yet inflation hawks inside and outside the Fed insisted 
that inflation was as much a danger as recession, and 
called on the Fed to raise interest rates—generally not 
what you want to do when the economy is tanking. All 
this clamor had an effect: between April and October of 
2008, while the recession deepened, the Fed failed to cut 
interest rates, and rumors about the possibility of interest-
rate hikes made businesses more cautious and encour-
aged consumers to hunker down and hold on to their 
cash. And the Fed wasn’t even the worst offender in this 
regard—the European Central Bank raised interest rates 
in July, 2008, just as the world economic meltdown was 
beginning. 
 
Of course, talking tough on inflation is part of any central 
banker’s job description: if investors believe that infla-
tion is going to get out of control, you end up with higher 
interest rates and a vicious circle quickly ensues. In the 
past ninety years, the U.S. has had only one sustained 
bout with high inflation—in the seventies. That track re-
cord should engender some faith that central bankers are 
going to be responsible, and that a healthy industrial 
economy isn’t prone to regular inflationary spirals. It has-
n’t. Instead, we’re always about to relive 1974 all over 
again, which is why last year, as oil prices rose, we were 
bombarded with references to “stagflation.”  
 
This isn’t to say that cheap money is always good—it has 
a nasty habit, for one thing, of starting asset bubbles.  

COMMENTS  
 

Based on the values as of June 2009, there was a  differ-
ence of only $83,000 ($379,000 - 296,000) in value be-
tween the Conservative TFSA and the Growth TFSA (RE 
investing $5,000 plus a deposit of $5,000 per year since 
1985).  
 

But...as the world markets recover, the growth TFSA ac-
count should (eventually) go back to its $550,000 value 
reached in 2007.  
 
This would be a difference in value of close to $250,000 
($550,000 - $300,000). 
 

Visit ifacanada.com for sample portfolios and risk level. 
 

All returns are from ifacanada.com. 

Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund investments. Please read the simplified 
prospectus before investing. Mutual funds are not guaranteed and are not covered by the Canada Deposit Insurance Corporation or by any other gov-
ernment deposit insurer. There can be no assurances that the fund will be able to maintain its net asset value per security at a constant amount or that 
the full amount of your investment in the fund will be returned to you. Fund values change frequently and past performance may not be repeated. 

INFLATION! 



HIGH JOBESS RATE 
Job growth will likely be muted once it be-
gins. With companies focused on productiv-
ity and bottom line performance, a replay of 
the so-called  job-less recovery that occurred 
after the mild recessions of the early 1990s 
and 2000s is almost certain. Hence, a wage 
increase inflationary spiral, one of the causes 
of high inflation in the 1970s may not occur. 

MANUFACTURING CAPACITY  
The other potential cause of inflation - too 
much money chasing few goods - is also not 
a risk in the near term. In fact, the opposite 
may be true as there is too much production 
capacity facing too little demand (credit 
crunch). The U.S. manufacturing capacity 
utilization rate has plummeted to 65% - the 
lowest rate since records were first being 
kept (1948). 

BOND YIELD AND INFLATION  
Investors who are sourly appraising today’s 
low interest rates, particularly on government 
bonds, need to be aware that there is a sce-
nario where they may go even lower as  we 
work through the overhang from the credit 
bubble collapse. While we will likely see in-
flationary increases and higher interest rates 
at some point, these may be several years in 
the offing.  
 
Of course, talking tough on inflation is part of 
any central banker’s job description: if inves-

tors believe that inflation is going to get out of control, you 
end up with higher interest rates and a vicious circle 
quickly ensues. This isn’t to say that cheap money is al-
ways good—it has a nasty habit, for one thing, of starting 
asset bubbles. Once the economy starts growing again the 
Fed will have to start pulling money back out.  
 
Even if we are on the brink of recovery, the last thing we 
need is for the Fed or the federal government to start em-
bracing a tight-money policy. To do so would risk a reprise 
of 1937, when, with the economy bouncing back from the 
depths of the Great Depression, the Fed tightened mone-
tary policy. The Fed does have to make sure that the econ-
omy doesn’t go careering off the road. But let’s wait until 
the car is actually moving forward before we worry about 
applying the brakes. 

Inflation and Future inflation estimates. 

 

 



Building Your Personalized (TFSA) Portfolio  

Money Allocation 

EQUITIES 

 

Canadian large cap 
Canadian growth 
Canadian value 
Covered call option 

 

US Large Cap 
US growth 
US value 
US mid cap 
US mid value 
US small cap 
US small value 
Covered call option 

 

International large cap 
International growth 
International value 
International small cap 
Covered call option 

 

Canadian Reits 
US Reits 
Global Reits 
Commodities 

 

Emerging market 
BRIC 
Emerging small 
Covered call option 

______% INCOME 

 

Canadian preferred 

 

Canadian T Bills 
Canadian government 
Canadian corporate 
Canadian real return 
Canadian trusts 

 

Global T Bills 
Global government 
Global corporate 
Global real return 

 

Short term bonds 
Mid term bonds 
Long term, bonds 

 

Other asset class 
________________ 
________________ 
________________ 

______% 

____% 

____% 

____% 

____% 

____% 

____% 

____% 

____% 

____% 

____% 

ASSET ALLOCATION  
 

· Inflation; Deflation; Stagflation; Depression 
· High Interest;  Moderate Interest; Low Interest  
· Bear Markets;  Bull Markets; Volatile Markets 

 
An Asset Allocation strategy can help make order out of  
chaos that often surrounds the investment process. A proper 
Asset Allocation program can provide a consistent view of 
the many investment decisions investors need to make.  
 
Asset allocation is generally defined as the dividing up of an 
investor's portfolio amongst a number of "different asset 
classes.” Once a list of asset classes has been defined, it is 
important to determine the exposures of each component to 
an investor's overall portfolio. If the original asset mix does 
not conform to the desired mix based on return and risk ex-
pectations, appropriate alterations can be made. Finally, the 
effectiveness of the investor's allocation mix can be com-
pared with “the average returns of a similar asset mix.”  
 
The concept of asset allocation is far from new. In fact, even 
as far back as 1605, Miguel de Cervantes was doling out the 
same advice as today's investment strategists - he said      
simply, “don't put all your eggs in one basket.”   
 
Of course, there's a bit more to it today. The asset allocation 
will probably be one of the most important decisions an in-
vestor makes. Research shows that it's the asset allocation 
decision that accounts for over 90% of a portfolios return.  
 
Here's the theory: Many asset classes have distinct charac-
teristics and historically don't react in tandem under the same 
market conditions. When some assets are falling in value, 
others may be rising. By strategically diversifying your as-
sets, you help offset declines in any one particular class and 
smooth out the ups and downs of your portfolio.  
 
Source: Gary P. Brinson et al. "Determinants of Portfolio Perform-
ance," Financial Analysts Journal, July/August 1986. Updated in 
Financial Analysts Journal, May/June 1991.  
 
Rebalancing on a regular basis is also an important part of 
any good investment program.  

 

100% 
bonds 

inefficient allocations 
 provide lower  

expected returns or a 
higher levels of risk 


