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MARKET MUSINGS & DATA DECIPHERING 

Breakfast Lite with Dave 
WHILE YOU WERE SLEEPING 

Investors are fleeing to the relative safety of Treasuries and it is truly remarkable 
to see the mea culpa from Wall Street economists — at the start of the year, the 
consensus thought that we would see the yield on the U.S. 10-year note rise to 
4.14% by the end of 2010 — and even in May that forecast was sitting at 4.04%.  
Even as projections come down, everybody still thinks that the trend from here 
in yield activity will be up, not down (and we can see reading research notes and 
the Bloomberg screens this morning that there seems to be this craving among 
analysts to once again view this selloff in equities as a buying opportunity).   

Inflation, not deflation, is still seen by the masses as the primary risk going 
forward.  We recall all too well the Barron’s column last December titled 2010 
Unlikely To Make Treasury Holders Smile.  Of the 11 economists polled, five saw 
the 10-year note yield at 4% or higher by mid-year and only two believed it could 
actually be as low as 3% (the other nine economist where expecting 3.5% or 
higher).  The lone bond bulls at the time were us and the terrific economics team 
at Goldman Sachs.  We have noticed several articles (in the WSJ, NYT and 
Bloomberg) recently talking about how everybody missed the big story of the 
year, which was this huge rally in the bond market.  Well, if truth be told, not 
everybody missed it.     

If there was a piece of good news overnight, it was in the form of the German 
manufacturing orders data for April — up 2.8% MoM and this was on top of a 
5.1% surge the month before.  The problem is that April now seems like a 
lifetime ago — the euro was sitting at 1.35, bund yields were north of 3% and 
the stock market was testing new highs for the cycle.     

BAD SESSION, BAD WEEK  

I’ll have the goulash soup and a side of tzatziki.   

Not only was the stock market pummeled last Friday but the selling was on 
much higher volume.  Distribution days are never a good sign, and not one Dow 
stock could manage to eke out a gain.  The blue-chips are now at their lowest 
level since February 8 and the S&P 500 broke below the 1,070 level, which had 
been acting as a very critical support of late.  You can see within the action that 
risk-aversion is increasingly setting in with the Dow’s 2% decline last week 
comparing to the 4.2% slump in the Russell 2000.   
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VOLATILITY THE HALLMARK OF A BEAR PHASE 

In the past 30 trading days, the difference between the intraday low and high in 
the Dow has exceeded 200 points in 23 sessions or over three-quarters of the 
time.  That’s insane.  If you look at the daily swings of 100 or more points 
(between the intraday high and low), then we are talking about 21 consecutive 
trading days or 106 days in the last 107!  Now how’s that for a heart-stopper?  
But there is a way to minimize the wide fluctuations and allow the capital to grow 
prudently over time — even in a bear market too, so long as you are on the right 
side of the trade.  It’s called true hedge funds or classic long-short strategies.   

A FEW MORE DISTURBING EMPLOYMENT TIDBITS  

First, if it weren’t for the plunge in the labour force, the U.S. unemployment rate 
would have climbed to 10% in May.  Second, the Household survey actually 
flagged a 35,000 outright decline in employment last month.  Third, the 41,000 
increase in private payrolls, about one-third of what was widely expected and the 
low-water mark for the year, was exaggerated by a 29,000 boost from the “birth-
death” model.  Fourth, the fact that the hottest sector of the economy, 
manufacturing, could only post a 29,000 gain, a sharp slowing from 40,000 in 
April is quite disconcerting — especially since it is clear that the ISM index has 
peaked for the cycle.  Fifth, the declines in the financial sector, construction and 
State/local governments are a vivid reminder that the parts of the economy that 
were most affected by the bursting of the housing and credit bubble are still 
licking their wounds and cannot be relied upon to play any role in helping revive 
what is still very much a moribund jobs market.   

GROWTH SLOWDOWN COMING  

While the focus over the weekend was on Hungary’s fiscal crunch and the 
spreading debt crisis in Europe, let’s not take our eyes off the economic ball.  
The pace of activity is on the precipice of slowing down sharply.  Indeed, the 
smoothed ECRI leading index slipped in the May 28th week for the fourth week in 
a row and now in eight of the past nine.  It is now at its lowest level since June 
12, 2009 — when the S&P 500 was sitting at 946 (interestingly enough from a 
technical standpoint, right near the 50% retracement level of the bear market 
rally from the March 2009 low to the April 2010 high.  The ECRI is now just basis 
points shy of breaking below zero but a double-dip is going to become a real 
likelihood if the index breaks to and through the -10 threshold.   

IT’S STILL ABOUT DEFLATION   

Maybe this is why Bill Gross was rumoured to be in buying long Treasuries late 
last week.  It is never too late to change one’s mind, and secular trendlines offer 
all sorts of opportunities to do so.  Imagine the labour market softening at a time 
when underlying inflation is running below a 1% annual rate.  And, we haven’t 
even seen the full impact of the stronger U.S. dollar and the pullback in 
commodity prices hit home yet.  If German bund yields are heading down to 
2½%, make no mistake — Treasury and Canada yields are not far behind.   
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In the past 30 trading days, 
the difference between the 
intraday low and high in the 
Dow has exceeded 200 
points in 23 sessions or over 
three-quarters of the time… 
that’s insane 

Let’s not take our eyes off 
the economic ball — the 
pace of economic activity is 
on the precipice of slowing 
down sharply 
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Gluskin Sheff at a Glance 
Gluskin 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 March 31, 2010, the Firm managed 
assets of $5.6 billion. 

Gluskin Sheff became a publicly traded 
corporation on the Toronto Stock 
Exchange (symbol: GS) in May 2006 and 
remains 54% 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 for Canadian investors 
and $5 million for U.S. & International 
investors. 

PERFORMANCE 
$1 million invested in our Canadian Value 
Portfolio in 1991 (its inception date) 
would have grown to $11.7 million2 on 
March 31, 2010 versus $5.7 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 $8.7 million 
usd

2 on March 31, 2010 versus $6.9 
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. 

 
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 Value Portfolio 
in 1991 (its inception 
date) would have grown to 
$11.7 million2 on March 
31, 2010 versus $5.7 
million for the S&P/TSX 
Total Return Index over 
the same period. 

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.

For further information, 
please contact 
questions@gluskinsheff.com 
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Notes: 
Unless otherwise noted, all values are in Canadian dollars. 
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 2010 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.  
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