
 

  

June 2, 2023 

 

May Seminar wrap-up. 

We held our semi-annual review for clients last week. May 23 in Duncan and May 30 in 
Comox. One hundred clients attended. For those who missed it we’re providing some 
highlights. Here’s our agenda: 

 

Given the political narrative around ‘The Rich’ paying their ‘Fair Share’ (implying they haven’t 
been and aren’t) we looked at what Rich means in Canada. What it takes to be in the upper 
income and asset brackets? We looked at these groups’ share of national assets, income and 
tax revenue.  

INCOME:  

 Top 1%: $512,000 ($378K USD) = 22% of all tax paid 
 Top 5%: $236,000 
 Top 10%: $174,400 
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ASSETS. SHARE OF TOTAL. SHARE OF TAXES PAID:  

 

The current government was elected in Oct/2015. What has happened to tax rates over the 
past 10 years? For middle incomes not much change. As one goes up the income ladder, the 
tax burden has been increased significantly. We compared tax on current bands to the 
inflation adjusted equivalent 10 years ago.  
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What about the very top group on income earners?  

 

Adjusted for inflation, $1 million today equals $784,527 in 2013. Our 2013 rich earner saw a 
27.5% erosion in purchasing power to inflation added to a 20.15% erosion from increased tax 
burdens. To maintain the same after-tax and inflation purchasing power of 2013’s $784,000, 
today’s pre-tax income must exceed $1,164,000. A 48% increase in income means zero 
increase in lifestyle. $1 million income earners can afford clever accountants and financial 
advisors who will point this out. Eventually this matters.  

We’re not sure what a ‘fair share’ is but taking 20% more already looks like a lot.  
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How does BC compare to Washington State? 

 

What about taxation for middle-class taxpayers earning $50,000 CDN? 
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If taxes are up, what is happening to the revenue? We’re balancing the books, right? 

 

Uhmmmm. Okay what about the future? We’re going to be balance then, right? 

 

The Parliamentary Budget Office (PBO) deficits each year out to 2028. Happily, the PBO 
predicts Federal ‘Debt-to-GDP’ is predicted to fall from 2023’s 45.2% to 39.9%. Note the line 
‘Federal Debt’ goes from $1.134 Trillion in 2023 to $1.213 Trillion in 2028 = +15.7% over 5 
years. If debt is going up 15%, with debt-to-GDP projected to fall, this implies GDP will grow 
faster than the debt, 16%+. What do private economists predict? 
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Private sector economist consensus is +9.3% over the next 5 years.  

How accurate are PBO projections? Here’s what the PBO (under the current government) 
predicted 5 years ago in 2018. 

 

In 2018 the PBO predicted total Federal debt of $755 billion being 29.3% of GDP. We ended 
up at $1.13 trillion/45.2% of GDP. Canada’s combined Federal + Provincial debt is 74.6% GDP.  
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Higher than projected deficits and higher than projected debts are likely. As tax hikes on the 
rich haven’t solved deficits (they never do) expect more tax increases for a broader sector of 
the population pared with austerity measures. 

 ‘The trouble with socialism is eventually you run out of someone else’s money’ Margaret 
Thatcher.  

Moving on to inflation. We think it’s peaked. Interest rates are likely to decline…some. 
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What do we like? We’re seeing a yard sale of bargains. As an example, we liked buying 
$10,000 value Bank of Nova Scotia held since I was licensed in 1989. 

 

 

DISCLOSURE: I hold Bank of Nova Scotia common personally, for family members and for 
client accounts over which I have trading authority.  We have traded in the security within 
the past 60 days. 
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We noted the investing public’s general reluctance to buy stocks. The public narrative is 
bearish. Our contrarian antennae sense opportunity.  

Staying with the banks, this week, NBF’s Award winning bank analyst Gabriel Deschaine 
review the latest quarterly earnings for the bank sector. 

 

‘Canadian Banks: Q2/2023 Earnings Recap: mostly misses and downward 
revisions.’ – NBF Gabriel Deschaine May 31, 2023 

 

The report is full of industry jargon and abbreviations. Here’s a list of terms: 

 ACL: Allowance and Coverage Ratio: Ratio of funds set aside to cover loan and other 
losses to those losses. Higher means easier to cover losses. Higher means less profits.  

 BPS or bps: Basis Points. 100ths of 1 percent. 244 bps = 2.44% total change.  
 CET 1: Common Equity Tier 1 ratio. The ratio of the bank’s shareholder’s equity to 

loans. Brought in after the 2008 Credit Collapse to ensure banks had adequate 
funding. 

 CRE: Commercial Real Estate. Loans to corporate borrowers. Typically more 
profitable.  

 EPS: Earnings Per Share. Net earnings attributed per common share.  
 GILs: Gross Impaired Loans. The nominal value of loans in trouble. Not the likely 

recoup. 
 NIM: Net Interest Margin. Profit on all loans made. 
 NIX: Non-interest expense. Costs from operations & loan losses vs. market interest 

rate costs. 
 OP-rated: Outperform Rated. Having NBF’s analyst ‘Outperform’ opinion. 
 P&C: Personal and Commercial. IE all the bank’s customer lending activities. 
 PCL: Personal Credit Lines. Retail customer lending. 
 ROE: Return on Equity.  

 
https://nbf.bluematrix.com/sellside/EmailDocViewer?encrypt=fd8048d5-f828-42fb-8be3-9d91df829bb0&mime=pdf&co=nbf&id=steven.hilberry@nbc.ca&source=mail  

 

The report discusses the bank sector’s posted lower results. In that sense it’s not 
encouraging reading. At -14% from mid-March/2023 highs, investors appear to have priced 
for lower earnings in advance of the latest quarter reveal.  Unless things are headed for a lot 
worse, this report is priced in. Here’s more on why we see a buying opportunity.  
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TSX Banks Subgroup – daily ranges 6 months 
 

 
 
The latest business cycle high saw investors drive Canada’s bank sub-index to a 4871 peak in 
Feb/2022. The subsequent comedown from COVID funding splurge had investors panic, 
driving the Banks to lows in June, 2022, a rally into the summer and a final (so far) bottom of 
3586 in October 2022. Peak to trough -26.4%. Peak to last -24.7% proving owning the shares 
of even great companies will try investor patience. 

 
TSX Banks Subgroup – weekly ranges 3 years. 
 

 
 
Some perspective is in order. The Canadian Banks soared +71% from the 2,800 ranges in mid-
2020 to the Feb/2022 peak. We can thank the ‘sugar high’ of too much COVID money chasing 
too few stocks, a relief rally that the world didn’t end.  At this writing, Canada’s bank 
subgroup remains above the 2019 pre-COVID ranges. In the meantime, dividends have 
increased nicely. Bank of Nova Scotia, CIBC and TD are at or below their own 2019 ranges. 
Since 2019…Scotia’s share price is down while their dividend is up 17.8%. CIBC’s shares are 
flat while the dividend is up 21%. TD’s share price is flat while their dividend is up 30%. 
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We’ve had 2.5 years of earnings accumulate inside all three. If earnings have accumulated, 
the dividend is up while the share price is the same, the shares are a better deal now than in 
2019.  Seems simple enough. Don’t make it too complicated.  

The Big 6 current dividend yields as of Thursday June 1, 2023:  

 Bank of Montreal: 5.1% 
 Bank of Nova Scotia:  6.4% 
 CIBC: 6.1% 
 National Bank: 4.0% 
 Royal Bank: 4.4% 
 TD: 5.0% 

An even dollar allocation brings 5.1% average yield. The average of the top 3 is over 6%. 
Banks tend to hike their dividends. The long run average increases have been at or above 7%. 
Dividends could double in 10 years. If the dividends double the stock price won’t remain 
where it is today.  There is no guarantee dividends will double and certainly none the prices 
will either. “The race is not always to the swift, nor the battle to the strong, but that's the 
way to bet.” Daymon Runyon 

 

Our Portfolio Returns: Whadda’ ya’ done for me lately?

 

What about Jan/2022 to date? Markets have recovered. How do we compare? 
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Broad markets remain below the Jan 2022 levels. We’re up roughly 6.6% total. 4.95% 
annualized. Ho Hum. Our dividend income has jumped 20%. An investor who started at the 
‘worst possible time’ is up 6% and has 20% more income. We expect dividends to climb 
further. We think prices will likely follow higher…eventually. We don’t know when and we 
could be wrong! 

 

 

Have a Great Weekend 

 

Steve & Anna Hilberry 
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FOR THE RECORD June 2, 2023 
 
DOW INDUSTRIALS:  33,629 
S&P 500:   4,278 
S&P/TSX COMP:  19,942 
WTI:    $71.75 
LOONIE IN $USD:  $0.7439 $US 
 


