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MARKET MUSINGS & DATA DECIPHERING 

Breakfast Lite with Dave 
NOT MUCH OUT OF G20 

Much of the pledges made are standard fare. The key takeaway is the 
acknowledgment of fiscal restraint, which will be the dominant macro theme for 
at least the next three years.  This confab was in stark contrast to the pro-growth 
stimulus theme of a year ago.  No mention of currencies in the aftermath of the 
Chinese announcement to revalue; at least moderately.   

All in, the stress on fiscal consolidation implies the need for policy rates to 
remain at ultra-low levels for a prolonged period of time.  This in turn limits the 
chance of any sustained rise in government bond yields.   In terms of any goals 
established, there is an objective to shave fiscal deficits in half by 2013, and to 
stabilize debt-to-GDP ratios with a 2016 deadline.  But specific timelines are at 
the discretion of each government.   Ditto on the issue of bank taxes and global 
financial regulations. 

“THE THIRD DEPRESSION” 

That is the title of today’s spirited column by Paul Krugman in the NYT’s editorial 
section.  His arguments can be debated as we are sure the entire Austrian 
school (along with Robert Barro) would take him to task on the efficacy of even 
more government intrusion at this point.  However, Krugman’s view on what this 
cycle is all about is right on the mark: a deflationary depression.  In our view, the 
best medicine from governments is to prevent credit bubbles from occurring in 
the first place – it’s not as if the U.S. didn’t have warning signs once Fannie and 
Freddie morphed into de facto hedge funds. 

A LOOK BACK IN TIME ... NO HAPPY RETURNS 

When we lunched with Bob Farrell two weeks ago, he brought along a report he 
wrote back on December 27, 1999 titled “Here Comes Santa Clause and the 
Bus Stops Here.”  The major point on the front page of the report was that 
investor expectations for annual returns from the equity market “in the next 10 
years have risen from 14 per cent to 19 per cent in the past year.”  However, 
instead of +19% per year, investors have endured -3% returns annually over the 
past decade.  The allure of the equity market is likely not going away; however, 
one cannot deny that bonds and bullion have clearly been, and will likely remain, 
the top-performing asset classes.   

OH CANADA! 

We wrote a piece last week reiterating why it is that Canadian assets have been 
re-rated coming out of the credit collapse.  With that in mind, it was extremely 
encouraging to see Canada: Land of the Free on page A11 of the weekend WSJ, 
based largely on an interview with Finance Minister Flaherty.  The opposite 
direction that Canada and the U.S.A. are going is rather striking.  
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IS BRITAIN THE POSTER BOY FOR FISCAL RENEWAL? 

Only time will tell if the emergency budget unveiled by the new U.K. government 
will prove to be a colossal policy error that tips the economy back into recession 
– with global repercussions – or an absolute necessity.  The retrenchment is one 
part tax hikes (the VAT surges next year to 20% from 17.5%) to four parts 
spending cuts, which will drain GDP by 6.3% over the next five years.  

DEFLATION THE PRIMARY RISK AHEAD 

The weekend press was filled with stories of dramatic restraint still coming out 
of the State and local government sector, and not just to deal with huge budget 
deficits but also massive unfunded pension liabilities.  For one example of how 
deep the cuts are, see Facing Deficit, Oakland Puts Police Force on Chopping 
Block (this is happening in one of the country’s most crime-laden cities).  And in 
today’s FT, also have a look at this article on the matter – U.S. State Budget 
Crises Threaten Social Fabric. 

Pressures are building in Washington to start exercising some fiscal prudence 
too, though there is little sign that the White House is listening.  But as we saw 
last week with the failed attempt to pass yet another extension of jobless 
benefits, it is Congress that legislates, not the Administration.  And there are 
other pressures building from within – just have a read of U.S. Deficit Proved 
Key to Orszag Departure on page 3 of the weekend FT.    

The trend back to fiscal probity is gaining popularity.  We see it in Canada and 
look what is happening in the U.K. – talk about resolve if the budget austerity 
measures actually see the light of day (Mr. Osborne considers himself to be a 
modern-day Maggie Thatcher).  The Germans are turning a deaf ear to President 
Obama’s calls for more stimulus.  Japan is set to double its consumption tax 
rate.  The Club Med countries have no choice but to undergo dramatic 
retrenchment – either that, or face default.   

This move towards fiscal restraint has triggered no shortage of complaints from 
the neo-Keynesians, but the reality is that 80%-plus debt-to-GDP ratios are a real 
game changer in the industrialized world.  You reach a point of diminished 
returns, and we are likely at that point.  And at a time of a sputtering recovery, 
fiscal belt-tightening will likely intensify global deflation pressures – with the risk 
that the deflation itself will impede, though not necessarily reverse, the move 
towards fiscal rectitude.   

DELEVERAGING AT ITS PENULTIMATE 

The entire special section on the credit contraction in the Economist is a must-
read, if there ever was one.  The section provides evidence of just how large the 
problem is – total private and public sector debt in the 10 largest industrial 
economies soared from 200%of GDP in 1995 to 300% in 2008.  Servicing this 
debt is becoming increasingly onerous and acting as a dead-weight drag on the 
developed world economy.   
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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. 
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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  
For further information, 
please contact 
questions@gluskinsheff.com 

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.
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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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