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MARKET MUSINGS & DATA DECIPHERING 

Breakfast with Dave 
WHILE YOU WERE SLEEPING  

Global equities are under a rare bout of selling pressure to kick off the day 
following a session that saw the major U.S. averages hit fresh two-to-three year 
highs and on better volume to boot.  

Bonds are not really benefiting that much from today’s equity selloff as inflation 
concerns have become omnipresent. Yesterday’s three-year note auction did not 
go very well, and we are being polite — the dealer community took up a 
whopping 62% of the $32 billion offering, this was the most since May 2007, 
which presaged the last gasp meltup in yields to the highs that summer.  

USA Today reports that the airlines are scrambling to raise fares (see page B1), 
a plethora of street research is showing that the key rental component of the 
core CPI is about to hook up and the front page of today’s WSJ runs with the 
lead article titled Inflation Worries Spread. Well, when it becomes front page 
news, you can rest assured that it is likely old news too. At the same time, we 
are seeing a change in behaviour and not just in terms of hoarding and inventory 
management, but in terms of theft as well because the new trend among 
robbers is not to steal cash (Federal Reserve Notes in other words, which are in 
abundance) but material — everything from copper pipes to catalytic converters 
(seriously, you have to read Copper Prices and Incidences of Copper Theft Rise 
on page A13 of yesterday’s NYT). Both the dollar and gold are consolidating.   

Meanwhile, not every piece of economic data is lining up in bullish terrain either. 
A day after we see a big decline in German industrial production we see that 
exports also came in light in December (+0.5% versus expectations of +1.0%). 
The IBD/TIPP survey of U.S. economic optimism dipped to 50.9 in February from 
51.9 despite the booming stock market so this may lend some credence to the 
view that the nonfarm payroll data we saw on Friday was more than just a 
weather report. As we discuss below, U.S. companies are now starting to reduce 
their level of job openings and curtail new hirings (obviously much to President 
Obama’s chagrin — and can you believe that the federal government runs no 
fewer than 18 different jobs programs and the U-6 unemployment rate is still 
north of 16%).  
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While we do not see conditions for a sustained increase in inflation, if there is 
going to be a surprise for the markets it is going to be a couple — at least one — 
core CPI (excluding food and energy) print of +0.3% MoM or more in the next few 
months. (Between apparel, air fares, delivery services, and rents, we have 45% 
of the core CPI about to see some hefty increases in the next little while — the 
bond market, as is typical, has already begun to brace for this ahead of the 
equity market.) We are not sure that investors will be able to shrug this off, after 
all, they haven’t seen this since the summer of 2008 and have been conditioned 
to only see 0.0’s and 0.1’s. Be assured that no matter what the headline does, 
the Fed only focuses on the core and as such, will sustain its radical 
accommodative monetary policy.  

Yesterday we heard from three FOMC officials — Fisher, Lacker and Lockhart — 
who came right out and said that as far as they are concerned there is not going 
to be any more QEs. All we can say is remember what happened last year, after 
March 31st, when the Fed temporarily suspended its balance sheet expansion. 
The S&P 500 peaked and rolled over amidst tremendous volatility and angst for 
the next six months and only ended when Mr. Bernanke made it a point to turn 
the markets around with his pro-QE speech at Jackson Hole on August 26th.  

You couldn’t have sold the story of a correction and intense volatility last winter 
any more than you can do today with bullishness rampant and complacency at 
an extreme level — keep that in mind. When you least expect it, expect it. 
Markets do not move in one direction with no interruption for very long. What 
makes the current backdrop particularly special is that there are no shorts lefts 
to cover on the way down; no bears ready to take profits on a correction. Mostly 
everybody is all-in at this point. I’m convinced that we will come back soon and 
revisit that point. And yes, I am well aware of the story of the boy who cried wolf 
— as if I wasn’t reminded of that in the last speculative bull run from 2003 to 
2007, which was built on a different set of financially engineering principles. It 
always pays to remember that the wolf does show up at the end of the story.  

You don’t have to be much of a contrarian to know what it means to see Stock 
Recovery in High Gear on page C1 of the WSJ despite this being just about the 
most horrible recovery period in the post-WWII era. Bull markets that are 
premised solely on liquidity are not ones that typically end very well, as the 
lessons of the last boom-bust cycle fully attest.   

From an investment strategy standpoint, a focus on large-cap and mid-cap 
companies with (i) low relative P/E’s, (ii) strong balance sheets, (iii) that are 
meaningful cash-flow generators, (iv) provide reliable dividend growth and yield, 
and (v) uncorrelated with the U.S. economy is perfectly acceptable. Hedge funds 
that manage and hedge out the risk make perfect sense given the slate of risk 
events that lie ahead, and expect there to be turbulence once the Fed stops 
expanding its balance sheet — this has been a strong crutch for the pro-beta, 
pro-cyclical crowd. And yes, we still like fixed income and hybrids, which are 
basically “income equity” strategies. Capital preservation has somehow, in this 
huge bear market rally, been lost on the masses but not on us.  
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The tail end of every massive bear market sees a huge bounce; the current one 
has certainly been impressive as it has been aided and abetted by 
unprecedented fiscal and monetary policy support. At the same time, the bigger 
the bounceback from the lows, the bigger the eventual correction.  

We are prepared for the opportunity much better than most in the business 
because practically every investment manager right now is fully invested and 
when the time comes — sooner than many think, in our view — we are the ones 
that will be picking up the paper at better prices. This market is overbought, 
overextended, and overpriced at the current time, as it has been now for 
months; the 26% post-Bernanke rally has merely reinforced these prevailing 
conditions.  

We were on a call yesterday where the individual was claiming that one must be 
fully locked into equities because policy rates are at zero. Well, they’ve been at 
zero for some time in Japan and they were at zero in the U.S. during that wild 
ride down to the lows from December 2008 to March 2009 and they were at 
zero last year from April to August and the market performed terribly at that 
time. Do not underestimate what the end of QE2 could mean — if it plays out the 
same as the brief end to QE1 did, then expect turbulence ahead — not today or 
tomorrow, but certainly by the time the second quarter rolls around. Sadly, a 
three-month horizon is what passes for “long term” today for most investors.  

One would have thought that such a “what have you done for me lately” 
mentality would have been extinguished by the two crushing bear market lows of 
the past decade — 776 on the S&P 500 in 2002 and 666 in March 2009 — but 
the fact that people’s behaviour has not changed suggests that, sadly enough, 
we will ultimately have to endure, at some point in the not-too-distant future, 
another gut-wrenching experience for one only knows that we have actually 
tested the secular bear market low when the investor psychology has undergone 
profound change. I would have thought — it was hope in fact — that the return to 
classic Graham-Dodd investing for the long-term would have made a 
resurrection coming out of the housing and credit collapse. But when you have 
the Fed Chairman discuss openly the wonders of seeing the Russell 2000 index 
surge 30% in the time span of a few months, you know that speculative fervor 
and the magic of liquidity have come to once again dominate the investment 
landscape.   

Speaking of the unexpected, New Zealand’s finance minister (Bill English) is on 
the tapes this morning suggesting that his country could be on the precipice of 
another recession in the second half of the year. Last we saw, New Zealand was 
somewhat of a play on the global economy given its export orientation. And a 
flood-induced Q1 contraction in Australian GDP already seems like a certainty. 
Hmmmm….  

Also, let’s not forget that the more pernicious inflationary backdrop is taking 
place in emerging markets right now. The need for policy tightening and liquidity 
drainage is a key reason why the equity markets in India, China and Brazil are 
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down 16%, 12% and 11%, respectively, from their recent highs. We have 
mentioned time and again of the series of “event risks” that we expect to 
generate volatility and opportunity in our hedge fund strategies this year. And 
one of them may well be a more dramatic revaluation of China’s exchange rate 
(see the Short View on page 14 of the FT). We have reached an unsustainable 
situation where China’s $2.85 trillion foreign exchange reserves now represents 
half of the countries’ total output. Additionally, have a read of Beijing Bows to 
Inevitable Tightening on page 5 of the FT.  

We can understand that the response to all this is how global risk appetite 
remains extremely strong. That is exactly the point here. The time to be 
discussing the risks is exactly when global risk appetite is strong for that is 
usually the time when investor complacency is at a high. As per Bob Farrell’s rule 
#5: “Fear and greed are stronger than long-term resolve”. Greed has definitely 
taken over. The ones with the long-term resolve are going to come out the other 
side in terrific shape. Count on it. 

If you are seeking distressed securities that still have some semblance of quality 
— it is all about getting enough reward to cover the risk — then the municipal 
bond market seems like a good place to look. I thought the articles today in the 
WSJ provided some comfort that bond holders will not get shafted despite all the 
hysteria over a default wave — see California Deal is Hope for Bondholders on 
page A14 (see how Vallejo and the state is going to ensure that bondholders get 
paid) as well as In Muni-bond Ills, Danger and Hope, which at the end states that 
Bill Gross has been chipping away at the sector. In fact, the Muni Credit column 
today on Bloomberg News is titled Pimco, Cutwater See Bargains After ‘Default 
Panic’. And if you are looking for just a terrific contrary bullish headline for state 
and local government debt, have a read of Hedge Funds Search for Way to Short 
Munis on page 21 of todays FT. 

We see on page 4 of the WSJ an article titled Home Affordability Reaches Pre-
Bubble Levels, and yet, housing starts still came in 25% below forecasts in 
2010. There are structural impediments in the housing recovery, which probably 
does not happen any time before 2015. More on this file tomorrow.    

HOW TO PLAY 2011  

What I do at the start of every year is go back and remind myself that each 
individual year has its own particular story, in preparation for the 12-month 
period that lies ahead.  

For example, 2007 taught everybody that it never hurts to take profits after the 
market doubles and that if something is too good to be true, as was the case 
with the housing and credit bubble, it probably is.  

The lesson in 2008 focused on capital preservation strategies and the urgency 
of managing downside risks.  
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Then, in 2009 it was vital not to overstay a bearish stance in the face of massive 
fiscal and monetary stimulus, even if the economy was in a deep recession for 
half the year. Last year’s lesson was on how to handle the many post-stimulus 
market swings that are inherent in a post-bubble credit collapse.  

It is very tempting to look back at the past year and conclude that it was a great 
year for the markets because the S&P 500 rallied 13% point-to-point, but that is 
about as relevant as the fact that by the end of August, the S&P 500 was off 
14% from the nearby peak and the TSX was down 6%. But the year 2010 was 
most noteworthy for intense financial market volatility — there were no fewer 
than six mini-bull markets and six mini-bear markets (up or down at least 6%) in 
what was truly a roller coaster of a year.  

And we head into 2011 much the same as 2010 — with plenty of optimism and 
growth priced into the U.S. equity market and facing a year chock full of “event 
risks” that will likely produce some very nice trading opportunities. We must be 
very well prepared to take advantage of volatility this year. Last year, we 
concentrated on mitigating downside risks and preserving capital at the expense 
of capitalizing on all the mood swings that took place. In 2010, the concerns 
were over Greece, health care, the end of QE1, and the mid-term elections.  

In 2011, the “event risks” that we expect to generate the volatility and periodic 
spasms that create significant buying opportunities are even larger in number 
and more diverse. These range from Ireland, Portugal and Spain, to the U.S. debt 
ceiling file, to the U.S. state and local government turmoil, to another down-leg in 
U.S. home prices, to surging food and energy prices, and to heightened inflation 
pressure. The threat of policy tightening in the emerging markets (especially 
China) continues, and with the end of QE2 in June, Fed Chairman Ben Bernanke 
will again have a tough choice to make between unwinding the bloated balance 
sheet or reinforcing speculative behaviour in risky assets by embarking on QE3.   

In this light, we fully anticipate another roller coaster ride in the markets this 
year, and we intend to be more pro-active at the intermittent lows with a 
continued eye towards limiting downside risks to our portfolios. The heightened 
volatility means extra reliance on our hedge funds, to mitigate the market 
volatility by focusing primarily on ‘relative value’ trades. This means essentially 
going long on undervalued high quality assets and going short on overvalued, 
lower quality assets.  

While we are still cautious on the overall equity market, we do see a silver lining 
in the energy sector and in large-cap and mid-cap companies that have lagged 
the upturn this cycle and are relatively inexpensive. Here, we focus on large 
cash-flow generators with strong balance sheets that pay out a reliable dividend 
stream. So despite our concerns over complacency among U.S. equity investors, 
there are still needles in the haystack — in oil, in large-cap tech and the 
defensive dividend paying stocks within health care and consumer staples.  
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The recent backup in bond yields sets up potential decent returns in fixed-
income markets, as the hiccup we saw this time last year provided. Corporate 
balance sheets are in terrific shape on both sides of the border and we see 
market interest rates trading in a tight range through most of 2011; therefore, 
credit strategies are going to be an area of focus. The secular bull market in 
commodities is one reason, though not the only one, why we also remain long-
term positive on the outlook for Canada relative to the United States, especially 
with regard to the Canadian dollar.  

I think it pays to focus on three interesting market developments here. First, the 
Canadian dollar towards the end of last year re-attained par against the U.S. 
dollar and I recall that when we saw this unfold in 2007 and 2008 the oil price 
was on its way to $145 a barrel, not $90, and this tells you that this latest leg-up 
in the Canadian dollar is more than just a commodity story. 

Second, look at the bond market and you will see that the yield on a 2-year 
Canada bond trades at a 100 basis points premium relative to U.S. Treasuries, 
which tells you something about the relative strength of the Canadian economy. 
Furthermore, the 30-year Canada bond trades at a 90 basis points discount to 
long U.S. Treasuries, which is unprecedented. This is a huge anomaly but one 
that carries a very important message because the further you go out the yield 
curve the more the market tells you about its view of long-term fiscal and 
inflation risks, and again, this is being transmitted into growing global 
confidence in the Canadian dollar relative to the U.S. dollar.  

Finally, keep in mind that the Canadian dollar didn’t just rally 5½% against the 
U.S. dollar last year but also rallied 5½% against the basket of non-U.S. dollars, 
which is added confirmation that this is as much about a strong Canadian dollar 
story as it is a weak U.S. dollar story. 

IS HIGH-YIELD STARTING TO LOOK FROTHY? YES AND ... NO (SPOKEN LIKE A 
TRUE ECONOMIST) 

The overall not-too-hot/not-too-cold macro backdrop is obviously very 
constructive for the high yield market. These companies have radically 
restructured their balance sheets over the past two years to the point that the 
volume of debt to refinance by 2014 has plunged 44% to $482 billion. Default 
risks have accordingly declined.  

At the same time, the sector trades at a premium and the yield at 7% is flirting 
with all-time lows. Total returns in the past two years have come to total 87% 
versus 53% for the S&P 500.  

Last year’s darlings were the BRICS and now we see these markets faltering and 
escalating outflows from emerging market equity funds. Every dog has its day. 
What is a bit scary is that inflows into high-yield funds are surging — almost $5 
billion so far this year, which is over one-third of the 2010 intake. This is a bit 
worrisome from a contrarian standpoint, but I am at least heartened by the fact 
that portfolio managers in this sector (looking at the ICI data) have cash ratios 
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now that are in excess of 6%. This is a much better cushion than they had going 
into the credit meltdown (when they were just at 4%, and at the worst of the 
crisis in late 2008, they were over 10% cash).    

Spreads have tightened dramatically and are at levels we saw at the 2007 peak 
of the risk cycle. That said, they did get well below 300bps in each of the two 
prior bull runs so there may in fact be more juice left based on recent history but 
not a whole lot.  

CHART 1: SPREADS TIGHTENING DRAMATICALLY 

United States: BofA Merrill Lynch High Yield Corporate Master II: Effective Yield 
(percentage)  
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BOND YIELD BREAKOUT … SIX THINGS TO LOOK OUT FOR  

We were asked what we would look out for in order to call for a more sustained 
backup in bond yields from the broad 2-4% range that we have been locked in 
for the past two years:  

• More rapid expansion of banking sector non-liquid assets  

• Durable revival in the money multiplier and velocity  

• Household credit expanding beyond nominal income growth  

• A sustained increase in core inflation measures 

• Erosion in CDS spreads for U.S. Treasuries  

• Wage growth far in excess of productivity  

JOBLESS RECOVERY … AND MORE (OR LESS) 

The point is made quite often that it is completely normal to see a jobless 
recovery.  

It is true that the cycle of the early 1990s and, again, coming out of the tech 
wreck we saw true jobless recoveries.  
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Before then, employment did lag the upturn, which is why productivity growth is 
always strongest at the beginning of the expansion, but jobless recoveries in the 
sense of either declining, stagnating, or lagging woefully behind the growth in 
overall output is actually very rare.  

What we are now witnessing is without precedent, at least since the Great 
Depression. From the cycle peak to the cycle low in payrolls this time around, 
the plunge was 8.75 million. The rebound since the lows of 11 months ago has 
been barely over 1 million. That means that we have managed to recoup a mere 
12% of the total employment loss. At this stage of the post-tech wreck cycle, 
which had far less government stimulus and was also dubbed as a “jobless 
recovery”, we had already recouped 62% of the aggregate decline in 
employment. In fact, what is “normal” at this stage of the cycle is not only that 
the recession job losses have been reversed but that employment has made a 
new record high. At the rate we are going the new record high won’t take place 
until some time in 2017.  

No doubt we have had decent growth in manufacturing, exports, and what was a 
nice inventory cycle.  

Overall this has been a very weak recovery period, and I think the reason people 
believe it has been strong is because:  

(i) the stock market has been surging and I see this as a rally more rooted in 
liquidity than in a strong economic backdrop, and 

(ii) profits have indeed surged and a lot of this has been due to strong foreign-
based revenues (but I doubt this will continue at the same pace) and 
rampant cost cutting (and the decline in real labour compensation per hour 
has been offset by massive government support to the personal sector to 
keep it afloat).  

Housing is not going anywhere and at best, commercial construction has 
bottomed. The inventory cycle has run its course in terms of peak contribution to 
growth. The government sector is going to be subtracting further from headline 
growth in coming quarters. The case for decent capex growth can be made, but 
likely not at last year’s 13% pace. Moreover, the cash on the balance sheet 
seems to be oriented as much towards dividend payouts, stock buybacks, and of 
course, M&A. The peaking-out in the OECD leading indicator is telling us not to 
expect wonderful things from net exports.  

No doubt we have a boom in manufacturing but that is only 11% of GDP.  

Going forward, it will be up to the consumer. And I think it is important to point 
out again that we have only had one quarter this whole recovery, which began in 
mid-2009, where real Personal Consumption Expenditure growth broke above 
2.5% at an annual rate — it did it in style with a 4.4% burst but this pace would 
have been much closer to 2% absent the oil-related distortion in the price 

What we are now witnessing is 
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deflator and the drop in the savings rate. That said, we have never before had to 
wait so long — six quarters — to see consumer spending finally break above a 
2.5% trend. And there is no sign that the Q4 pace is going to be sustained either, 
with home prices heading back down and providing an offset to the ‘feel good’ 
wealth effect from the equity market rally, not to mention the impact from rising 
food and fuel costs, which have caused real wages to decline now for three 
months running.  

Double dip risks have been taken off the table by the round of intense monetary 
and fiscal stimulus that was unveiled late last year, at least for now. But the 
widespread view of economic acceleration is way off base. Real GDP growth has 
gone from 5% (annual rate) in 2009Q4 to 3.7% in 2010Q1, 1.7% in 2010Q2, 
2.6% in 2010Q3 and 3.2% in 2010Q4 — and that last print would have actually 
been below 1% if not for the above-stated effect of price deflator distortions and 
savings rate drawdown. Even at face value, that 3.2% GDP growth rate posted in 
Q4 was basically half the near-6% pace we normally see six quarters into a post-
recession recovery. Not only that, but it is evident that economic growth in the 
United States actually peaked over a year ago. The same for employment — 
private payrolls printed a +229k pop in April 2010, then was +143k in October, 
+139k in December and then +50k in January of this year.  

So the best that can be said is that the economy skirted a contraction in the 
second half of last year when it looked liked a growing possibility. The economy 
is indeed expanding, but it is not accelerating, and outside of the stimulus which 
managed to buy time, perhaps a year, there is still considerable fragility beneath 
the surface.  

I don’t know, what did I miss? Isn’t this what Ben Bernanke himself concluded 
last week:  

“Even so, with output growth likely to be moderate for a while and with 
employers reportedly still reluctant to add to their payrolls, it will be several 
years before the unemployment rate has returned to a more normal level. Until 
we see a sustained period of stronger job creation, we cannot consider the 
recovery to be truly established.” 

There is no escaping volatility until we return to more normal labour market 
conditions, which the Fed Chairman had stated earlier, could be as long as five 
years away. It’ll be just as fun to watch as paint drying or grass growing. 

TALK ABOUT A JOLT! 

The JOLTS (Job Opening and Labor Turnover) data just came out for December 
and confirmed our thoughts that this U.S. labour market is still very sluggish. 
Consider these:  

• Job openings fell 139k in December after a 126k decline in November and 
are now down in four of the past five months.  

The economy is indeed 
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• New hires fell 30k and this too occurred after a 35k loss in November. Since 
last May, hires are down almost 400k or 9% and somehow we are supposed 
to be buying into the view of a major job market turnaround.  

• At least firings are declining — as the jobless claims data would indicate. 
Layoffs fell 16k but since last May have only declined 66k. In other words, 
the pace of hiring is declining at a rate that exceeds the drop in layoffs by a 
factor of 6. That is absolutely incredible. 

SOME MARKET THOUGHTS 

As the equity market continues its breakout, we can’t help but notice that one 
of the most important non-confirmations has been in the Dow Transports, 
which have fallen short of validating the latest gasp in the industrials to a new 
high. The transports peaked back on January 13th, are down 2.7% since that 
time, and yet the blue chip Dow 30 has managed to rally 4.2% through that 
time.  

Second, we can’t help but notice the S&P 500 dividend yield edging down 
towards 1.7%. At the lows in the market in March 2009, the dividend yield was 
3.6% and the 10-year note yield was 2.8%. Now the dividend yield is 1.8% and 
the 10-year note yield is 3.6%. Talk about a swing. But what we know looking 
at these metrics is that the really great buying opportunity was then, not now. 
In fact, the last time the dividend yield was where it is today was in the 
summer of 2007, so keep that in mind.  

CANADIAN HOUSING STARTS STALL 

Canadian housing starts rose just 0.8% MoM in January, barely making a dent in 
the 13.3% plunge in December. We saw broad-based weakness with single-unit 
starts falling 2%, which are down six of the past seven months. Multi-unit starts 
also declined, falling 1.5%, the third drop in four months. It’s worth noting recent 
trends here: with starts running at around 170k units (seasonally adjusted at an 
annual rate) home building activity has slowed considerably since last spring 
and it’s clear that the building sector has stalled.   

While homebuilding provided a lift to overall growth in the first half of 2010, we 
saw that residential construction fell in Q3, pulling total GDP lower. The recent 
weak trends in housing starts point to an even bigger drag from the residential 
sector for Q4 GDP (which we are expecting to come in at 2%, more or less in line 
with the Bank of Canada’s views). While it’s early in this quarter, this most 
recent data also suggest that residential construction could be an overall drag 
on total economic growth in Q1. In terms of the housing outlook for the rest of 
the year, we could see a rush of demand this spring as home buyers try to get 
into the market before the recently-announced changes to mortgage rules but 
we expect a slower pace of home buying and construction for most of this year.   
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CHART 2: CANADIAN HOUSING ROLLING OVER 

Canada: Housing Starts 
(thousands, seasonally adjusted, annual rate) 

100908070605040302

300

250

200

150

100

Source: Haver Analytics, Gluskin Sheff  
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Gluskin Sheff at a Glance 
0Gluskin Sheff + Associates Inc. is one of Canada’s pre-eminent wealth management firms. 
Founded in 1984 and focused primarily on high net worth private clients, we are dedicated to the 
prudent stewardship of our clients’ wealth through the delivery of strong, risk-adjusted 
investment returns together with the highest level of personalized client service. 
OVERVIEW 
As of December 31, 2010, the Firm 
managed assets of $6.0 billion*. 

Gluskin Sheff became a publicly traded 
corporation on the Toronto Stock 
Exchange (symbol: GS) in May 2006 and 
remains 49% owned by its senior 
management and employees. We have 
public company accountability and 
governance with a private company 
commitment to innovation and service. 

Our investment interests are directly 
aligned with those of our clients, as 
Gluskin Sheff’s management and 
employees are collectively the largest 
client of the Firm’s investment portfolios. 

We offer a diverse platform of investment 
strategies (Canadian and U.S. equities, 
Alternative and Fixed Income) and 
investment styles (Value, Growth and 
Income).1 

The minimum investment required to 
establish a client relationship with the 
Firm is $3 million.  

 

PERFORMANCE 
$1 million invested in our Canadian 
Equity Portfolio in 1991 (its inception 
date) would have grown to $9.1 million2 
on September 30, 2010 versus $5.9 million 
for the S&P/TSX Total Return Index 
over the same period.  

$1 million usd invested in our U.S. 
Equity Portfolio in 1986 (its inception 
date) would have grown to $11.8 million 
usd

2 on September 30, 2010 versus $9.6 
million usd for the S&P 500 Total 
Return Index over the same period. 

 

INVESTMENT STRATEGY & TEAM 
We have strong and stable portfolio 
management, research and client service 
teams. Aside from recent additions, our 
Portfolio Managers have been with the 
Firm for a minimum of ten years and we 
have attracted “best in class” talent at all 
levels. Our performance results are those 
of the team in place. 

We have a strong history of insightful 
bottom-up security selection based on 
fundamental analysis.  

For long equities, we look for companies 
with a history of long-term growth and 
stability, a proven track record, 
shareholder-minded management and a 
share price below our estimate of intrinsic 
value. We look for the opposite in 
equities that we sell short.  

For corporate bonds, we look for issuers 
with a margin of safety for the payment 
of interest and principal, and yields which 
are attractive relative to the assessed 
credit risks involved. 

We assemble concentrated portfolios - 
our top ten holdings typically represent 
between 25% to 45% of a portfolio. In this 
way, clients benefit from the ideas in 
which we have the highest conviction. 

Our success has often been linked to our 
long history of investing in under-
followed and under-appreciated small 
and mid cap companies both in Canada 
and the U.S. 

PORTFOLIO CONSTRUCTION 
In terms of asset mix and portfolio 
construction, we offer a unique marriage 
between our bottom-up security-specific 
fundamental analysis and our top-down 
macroeconomic view.

 
Our investment 
interests are directly 
aligned with those of 
our clients, as Gluskin 
Sheff’s management and 
employees are 
collectively the largest 
client of the Firm’s 
investment portfolios. 
 
 
$1 million invested in our 

Canadian Equity Portfolio 

in 1991 (its inception 

date) would have grown to 

$9.1 million2 on 

September 30, 2010 

versus $5.9 million for the 

S&P/TSX Total Return 

Index over the same 

period. 

 
HHHHHHHFor further information, 
please contact 
questions@gluskinsheff.com 

Notes: 
Unless otherwise noted, all values are in Canadian dollars. 
* Preliminary estimate as of January 17, 2011 
1. Not all investment strategies are available to non-Canadian investors. Please contact Gluskin Sheff for information specific to your situation. 
2. Returns are based on the composite of segregated Value and U.S. Equity portfolios, as applicable, and are presented net of fees and expenses. 
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IMPORTANT DISCLOSURES 

Copyright 2011 Gluskin Sheff + Associates Inc. (“Gluskin Sheff”). All rights 
reserved. This report is prepared for the use of Gluskin Sheff clients and 
subscribers to this report and may not be redistributed, retransmitted or 
disclosed, in whole or in part, or in any form or manner, without the express 
written consent of Gluskin Sheff. Gluskin Sheff reports are distributed 
simultaneously to internal and client websites and other portals by Gluskin 
Sheff and are not publicly available materials. Any unauthorized use or 
disclosure is prohibited.  

Gluskin Sheff may own, buy, or sell, on behalf of its clients, securities of 
issuers that may be discussed in or impacted by this report. As a result, 
readers should be aware that Gluskin Sheff may have a conflict of interest 
that could affect the objectivity of this report. This report should not be 
regarded by recipients as a substitute for the exercise of their own judgment 
and readers are encouraged to seek independent, third-party research on 
any companies covered in or impacted by this report.  

Individuals identified as economists do not function as research analysts 
under U.S. law and reports prepared by them are not research reports under 
applicable U.S. rules and regulations. Macroeconomic analysis is 
considered investment research for purposes of distribution in the U.K. 
under the rules of the Financial Services Authority. 

Neither the information nor any opinion expressed constitutes an offer or an 
invitation to make an offer, to buy or sell any securities or other financial 
instrument or any derivative related to such securities or instruments (e.g., 
options, futures, warrants, and contracts for differences). This report is not 
intended to provide personal investment advice and it does not take into 
account the specific investment objectives, financial situation and the 
particular needs of any specific person. Investors should seek financial 
advice regarding the appropriateness of investing in financial instruments 
and implementing investment strategies discussed or recommended in this 
report and should understand that statements regarding future prospects 
may not be realized. Any decision to purchase or subscribe for securities in 
any offering must be based solely on existing public information on such 
security or the information in the prospectus or other offering document 
issued in connection with such offering, and not on this report. 

Securities and other financial instruments discussed in this report, or 
recommended by Gluskin Sheff, are not insured by the Federal Deposit 
Insurance Corporation and are not deposits or other obligations of any 
insured depository institution. Investments in general and, derivatives, in 
particular, involve numerous risks, including, among others, market risk, 
counterparty default risk and liquidity risk. No security, financial instrument 
or derivative is suitable for all investors. In some cases, securities and other 
financial instruments may be difficult to value or sell and reliable 
information about the value or risks related to the security or financial 
instrument may be difficult to obtain. Investors should note that income 
from such securities and other financial instruments, if any, may fluctuate 
and that price or value of such securities and instruments may rise or fall 

and, in some cases, investors may lose their entire principal investment. 
Past performance is not necessarily a guide to future performance. Levels 
and basis for taxation may change. 

Foreign currency rates of exchange may adversely affect the value, price or 
income of any security or financial instrument mentioned in this report. 
Investors in such securities and instruments effectively assume currency 
risk. 

Materials prepared by Gluskin Sheff research personnel are based on public 
information. Facts and views presented in this material have not been 
reviewed by, and may not reflect information known to, professionals in 
other business areas of Gluskin Sheff. To the extent this report discusses 
any legal proceeding or issues, it has not been prepared as nor is it 
intended to express any legal conclusion, opinion or advice. Investors 
should consult their own legal advisers as to issues of law relating to the 
subject matter of this report. Gluskin Sheff research personnel’s knowledge 
of legal proceedings in which any Gluskin Sheff entity and/or its directors, 
officers and employees may be plaintiffs, defendants, co—defendants or 
co—plaintiffs with or involving companies mentioned in this report is based 
on public information. Facts and views presented in this material that relate 
to any such proceedings have not been reviewed by, discussed with, and 
may not reflect information known to, professionals in other business areas 
of Gluskin Sheff in connection with the legal proceedings or matters 
relevant to such proceedings. 

Any information relating to the tax status of financial instruments discussed 
herein is not intended to provide tax advice or to be used by anyone to 
provide tax advice. Investors are urged to seek tax advice based on their 
particular circumstances from an independent tax professional. 

The information herein (other than disclosure information relating to Gluskin 
Sheff and its affiliates) was obtained from various sources and Gluskin 
Sheff does not guarantee its accuracy. This report may contain links to 
third—party websites. Gluskin Sheff is not responsible for the content of any 
third—party website or any linked content contained in a third—party website. 
Content contained on such third—party websites is not part of this report 
and is not incorporated by reference into this report. The inclusion of a link 
in this report does not imply any endorsement by or any affiliation with 
Gluskin Sheff.  

All opinions, projections and estimates constitute the judgment of the 
author as of the date of the report and are subject to change without notice. 
Prices also are subject to change without notice. Gluskin Sheff is under no 
obligation to update this report and readers should therefore assume that 
Gluskin Sheff will not update any fact, circumstance or opinion contained in 
this report. 

Neither Gluskin Sheff nor any director, officer or employee of Gluskin Sheff 
accepts any liability whatsoever for any direct, indirect or consequential 
damages or losses arising from any use of this report or its contents.  

 

 


