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MARKET MUSINGS & DATA DECIPHERING 

Breakfast with Dave 
WHILE YOU WERE SLEEPING  

Asian markets are up right across the board though European bourses are 
rather mixed. Emerging markets turned in an impressive 1.2% gain. Bonds are 
quite flat but yields are up 6-7bps along the debt-challenged European periphery 
(at the same time, CDS spreads on European bank bonds widened out by 6bps 
to 166 — the highest since the end of January). The U.S. dollar is enjoying a nice 
countertrend rally, aided in part by the recent retreat in the oil price. At the same 
time, gold is hanging in well as the 50- and 100-day moving averages converge 
for the first time since last September (when the spot price was $1,250 an 
ounce and on its way to pierce $1,400 two months later).  

On the data front, we saw Japanese GDP for Q4 barely cause a ripple even 
though it showed a 1.1% contraction (QoQ at an annual rate) — the consensus 
was looking for -2.0% and is widely viewed as being just a temporary setback. 
The Nikkei enjoyed a 119 point bounce today to 10,725 and don’t look now but 
is up nearly 5% for the year. We see that with the help of the global equity 
market rally, the OECD leading indicator also ticked up a nice 0.3 point in 
December to 102.8, which means the global economic expansion still has some 
legs. The fact that the U.S. 2-year note yields are at eight-month highs and 
Japanese 10-year yields at 10-month highs tells you something about how the 
government debt markets have already positioned themselves for this outcome. 
And U.S. machine tool orders, a leading though volatile data series that leads 
industrial output, soared 41% in December (after two declines) and are up a 
huge 105% from year-ago levels.   

BIG WEEK AHEAD 

We have important data points in terms of January retail sales and CPI, 
Bernanke speaks twice, the FOMC minutes from the last meeting and President 
Obama releases his budget, which will set the tone for the coming fiscal 
austerity debate. In the meantime, the Treasury is looking for ways to keep the 
government running and ensure the bills get paid on time as the debt ceiling 
issue moves to the front burner.  

It was tough to read about anything other than what is going on in Egypt over the 
weekend. For the stock market, outside of the first day of turmoil, it has been a 
straight line up again, especially for the Dow, which hasn’t missed a beat. The 
rally on Friday was a tad tenuous since volume was light but the cyclical rally in 
the price continues unabated despite the market being overbought, expensive 
on some measures and certainly sentiment has moved to extreme levels. 
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No doubt the bulls still have the upper hand here. Two years into the rally and 
we have the S&P 500 up 98% from the lows and now just 18% shy of those 
October 2007 peaks. The glass is half empty crowd will point to the fact that the 
stock market has achieved in two years what it took five years to accomplish in 
the last bear market rally. The glass is half full group will gladly point to the 
historical record, that magnitude of the rally aside, these bull runs typically last 
four years ― with the “average” increase from the low being 136%, which in turn 
means this run has another 38% to go and won’t end until early 2013. Looking 
at all the cycles of the past 80 years, by the time the second anniversary comes 
around, the market is up 102%. So once again, the bulls would point to the 
historical experience that there is nothing untoward here, whether or not this is 
the onset of a new secular bull market or just a bear market rally. 

Then again, using averages in a post-bubble credit collapse that has required so 
much tape and glue from the Fed, Treasury, White House, and Congress, may 
not be that prudent of an approach going forward. Remember last year ― a year 
that saw 3% real GDP growth, 30.6% growth in corporate profits; another round 
of fiscal and monetary stimulus to boot ,no fewer than six periods when the S&P 
500 was up and down at least 6% ,and one heck of a correction during the 
spring and summer. We are on the lookout for a better buying opportunity here, 
knowing that while averages are limited in value, and even if the economy, 
earnings and market performance again surprise on the upside in 2011, rare is 
the year in which January-February represented the best buying opportunity of 
the year. We are prepared to add exposure when interim corrections arise and 
provide better buying opportunity and until then we are very excited about the 
return to normal sector correlations and what that means for hedge funds that 
really hedge; hybrids that have low betas with the market but carry a yield that 
you can’t get in the government bond market; the oil sector and the large-cap 
high-quality blue-chips that trade with low P/Es and high dividend growth and 
yields. 

BIG CALL ON BIG OIL 

Have a look at the feature interview in Barron’s (page 30) -- and the call on oil 
hitting $300 a barrel by 2020. And this is not from some neophyte ― the energy 
analyst from Weeden in the Barron’s interview cites Suncor and Cenovus among 
his top picks. Alternative energy and natural gas are secular growth themes.  

WHAT A TRADE NUMBER! 

Canadian exports soared 9.7 in December in what was the sharpest gain in 
three decades. And the story wasn’t just commodity prices, it was also in stellar 
volume growth. As a result, a $115 million deficit swung to a $3 billion surplus ― 
the first foray into black ink in ten months and the largest surplus since the last 
leg of the global credit collapse in October 2008. The energy sector is clearly on 
fire but there were many export advances in other sectors too like agriculture, 
forest products and industrial equipment. The trade data are unequivocally 
bullish for the Canadian dollar on three counts: 
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1. It now looks as though real GDP growth is going to be closer to 3% at an 
annual rate for Q4 than 2%. 

2. This in turn is causing market participants to price in an earlier rate hike by 
the Bank of Canada, reinforcing wider interest rate spreads vis-à-vis the 
U.S.A. at the short end of the yield curve.  

3. The data should lay to rest the notion that Canadian producers can’t 
compete with the loonie above par. 

LESS TO THE UNIVERSITY OF MICHIGAN DATA THAN MEETS THE EYE 

U.S. consumer sentiment came in better than expected in February but only at 
the headline level ― at 75.1 it was better than the 74.2 print in January and the 
highest level since June. The good news stopped there. 

The expectations component leads spending growth and this critical sub-index 
slipped to 67.6 from 69.3 in January. 

What was interesting to see is that all the gains in consumer confidence in the 
past month were concentrated in the high income segment ― soaring to 88.2 in 
February from 80.7, which is the best reading since December 2007. That is a 
sure sign of how the equity wealth effect has taken over, at least among the 
folks that own stocks. But sentiment among the lowest income group actually 
tumbled from 72.1 to 67.7, a three-month low, and that may reflect the 
unintended consequence of QE2, which was to send the prices of food and fuel 
sharply higher.  

Interestingly, sentiment saw a massive increase in the South, while the rest of 
the country saw flat-to-down confidence in February. Within the age cohorts, 
sentiment was up in the 55+ year old category and that was it. Sentiment was 
flat-to-down for all the other cohorts and actually plunged 9.6 points for those 
between the ages of 18 and 34, and that may be telling us something about the 
job market backdrop. 

Home buying intentions slipped a notch to 150 from 151. While auto intentions 
did edge up to 124 from 122 they are still well below the 135 level that finished 
2010. Expectations for growth in real family income slid to 55 from 60 and only 
three other times in the five-decade history of the series has this sub-index ever 
been so low. What we do like from a contrary standpoint and seeing as we are 
still secular bulls on fixed-income, is the fact that 55% of the public believe 
interest rates are headed higher while a mere 8% see them coming down.  

Finally, in the name of highlighting just how horrible this recovery has been, with 
all deference to the post-QE2 rebound from the summertime lull in activity, by 
the time the sixth quarter of expansion rolls around we are typically seeing 6% 
real GDP growth and with far less stimulus; not 3%. By the time the 18th month 
of employment growth comes around after a recession ends, we are printing 
payroll numbers much closer to 200k than 100k. And the same holds true for 
consumer confidence. The gaggle of economists go ga-ga over the fact that 
University of Michigan sentiment comes in better than expected at 75.1 and yet 
this is the very lowest level on this measure ever recorded this far into an 

U.S. consumer sentiment came 
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economic expansion (February is 19 months now). Even in the jobless recovery 
in the early 1990s, University of Michigan was 10 points higher than it is today. 
Go back to the post-tech wreck recession, and at this point of recovery the 
University of Michigan index was already north of 90. In fact, what is “normal” is 
that this far into the post-recession recovery phase, both in terms of mean and 
median, University of Michigan sentiment is sitting at 92.6. Just to put a 75.1 
print into its proper perspective. 

CHART 1: LOWEST CONSUMER SENTIMENT ON RECORD AT THIS STAGE 
OF A RECOVERY 

United States: University of Michigan Consumer Sentiment Index  
(20th month after the end of a recession, index level, Q1 1966 =100) 

Source: Haver Analytics, Gluskin Sheff 

 

CHART 2: HOUSEHOLDS STILL DON’T SEE ANY IMPROVEMENT IN REAL 
INCOME … FOURTH LOWEST LEVEL ON RECORD 

United States: University of Michigan Consumer Sentiment Survey: Expectations: 
Personal Finance: Change in Real Income  
(index level, relative score) 
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FISCAL DRAG COMING AND NO MORE QE’S 

In a weekend largely devoid of anything earth-shattering in terms of our clippings 
file, what did come out loud and clear is that fiscal stimulus is about to turn 
towards restraint in a significant fashion. Even the White House recognizes the 
need for fiscal discipline and is on the precipice of unveiling a much more 
austere budget for 2011 ― see Obama to Propose Cuts as Opening Bid in 
Showdown on page 4 of the Sunday NYT. And this is going to coincide with 
massive tax hikes and spending cuts at the lower levels of government too. The 
surgery is much more preferable now than becoming a banana republic down 
the road.  

The deficit has become increasingly structural and capping, let alone reversing 
the seemingly intractable uptrend in the debt/GDP ratio is going to exert a 
deflationary force on domestic economic activity. At the same time, the future of 
QE2 is looking more certain ― it will live to see June of this year but the chances 
of a QE3 are remote. And these QEs have been damaging to bonds while 
providing a big assist for risk assets. So one really has to wonder how bond 
yields are going to embark on any sustainable upward trend with steep budget 
cuts that will trim the deficit, and at the same time, a loss of monetary support 
for the equity market in the second half of the year. As it stands, it could be 
argued that QE2 was a success if the job of the central bank is simply to target 
the equity market. But what a nutty way to run the economy ― on hopes of 
creating asset inflation. The one thing we do know is that bond yields are higher, 
mortgage rates are therefore also higher, and there is not a shred of evidence 
that the array of Fed policies have done anything to turn the housing market 
around (See Housing Crash is Hitting Cities Once Thought to be Stable on the 
front page of today’s NYT). 

 

The future of QE2 is looking 
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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. 
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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.  

 

 


