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Stubbornly Unconventional.TM
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BOB FARRELL’S 10 MARKET RULES TO REMEMBER

1 Markets tend to return to the mean over time

2 Excesses in one direction will lead to an opposite excess in the

 

other direction
3 There are no new eras –

 

excesses are never permanent

4 Exponential rapidly rising or falling markets usually go further

 

than you think, but 
they do not correct by going sideways

5 The public buys the most at the top and the least at the bottom

6 Fear and greed are stronger than long-term resolve

7 Markets are strongest when they are broad and weakest when they narrow to a 
handful of blue chip names

8 Bear markets have three stages –

 

i) sharp down, ii) reflexive rebound, and          
iii) a drawn-out fundamental downtrend

9 When all the experts and forecasts agree, something else is going to happen

10 Bull markets are more fun than bear markets
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BULLISH SENTIMENT ENTRENCHED FOR 2011
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THE SUPPORTING CASTS

Note:
Source: The Economist (April 21, 2001), The Wall Street Journal (The Journal Report, January 3, 2011)

From the Wall Street Journal’s Year-End Review 
(Markets continued to benefit from interventions in 2010; 
The question is, can the Fed and others exit neatly?)

Greenspan to the Rescue

 
(Who knew he would have to cut 
interest rates another 400bps? )
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SHARE OF PERSONAL INCOME COMING FROM UNCLE SAM HITS A NEW HIGH

Note:
Source: Bureau of Economic Analysis

United States

Record High!
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2010 IN REVIEW: QE2 SAVED THE YEAR
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EVENT RISK –

 

2011 VERSUS 2010

2010 2011
1.

 

Europe

2.

 

End of QE1?

3.

 

Midterm elections

4.

 

Bush tax cuts

1.

 

Middle East/North Africa

2.

 

Japan

3.

 

Europe

4.

 

Food and fuel inflation

5.

 

Policy tightening in EM (and ECB policy 
mistake?) 

6.

 

End to QE2? 

7.

 

U.S. debt ceiling 

8.

 

State governments vs. public sector unions 

9.

 

Federal/Ontario elections   

10.

 

Payroll tax cuts/bonus depreciation allowance 
(end on Dec 31)  
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SEARCHING FOR WHAT IS SCARCE: VALUE & YIELD

Note:  
Source: Robert Shiller, Standard and Poor’s
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FOR 2011, BIGGER IS BETTER

Note:
Source: Wall Street Journal
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FOR 2011, THE LESS CYCLICAL-ECONOMIC SENSITIVE THE BETTER

Source: Standard & Poor’s

(ratio)
Ratio of S&P 500 Defensive and Cyclical Stocks, January 1, 2010 = 100*
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THE FOCUS THIS YEAR WILL BE ON HIGH QUALITY STOCKS
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Source: Bloomberg, S&P 500
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IF JAPANESE STOCKS MEAN REVERT, THE NIKKEI WOULD SOAR NEARLY 20%

Note:
Source: Wall Street Journal/ Financial Times/Haver Analytics

Ratio of Nikkei to Global Stocks
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CORPORATE SECTOR FINANCES IN GOOD SHAPE

Note:
Source: Federal Reserve Board

United States: Nonfarm Nonfinancial Corporate Business (percent)

Liquid Assets to Short-term Debt Ratio Long-term Debt to Credit Market Debt Ratio
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HELICOPTER BEN BERNANKE ….
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BERNANKE’S THOUGHTS ON GOLD AND MONEY

“Like gold, U.S. dollars have value only to the extent that they are strictly limited 
in supply. But the U.S. government has a technology, called a printing press (or, 
today, its electronic equivalent), that allows it to produce as many U.S. dollars as 
it wishes at essentially no cost. By increasing the number of U.S. dollars in 
circulation, or even by credibly threatening to do so, the U.S. government can 
also reduce the value of a dollar in terms of goods and services, which is 
equivalent to raising the prices in dollars of those goods and services. We 
conclude that, under a paper-money system, a determined government can 
always generate higher spending and hence positive inflation.”

Deflation: Making Sure “It”

 

Doesn't Happen Here, speech to the National 
Economists Club, Washington, D.C., November 21, 2002 
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MONEY HAS TO BE PRINTED  
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GOLD HAS TO BE MINED
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TWO REASONS TO BE BULLISH ON GOLD

Annual Global Gold Mining Output

 
(tonnes)

U.S. Adjusted Monetary Base

 
(US$ trillion)

Note:
Source: U.S. Geological Survey, World Gold Council, Haver Analytics, Gluskin Sheff

Global Gold 
Mining Stagnant

Fed Chairman 
Bernanke was 
appointed here
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CALL IT THE WILE E. COYOTE ECONOMY
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THE FED STILL SEEMS CONCERNED
Most participants continued to anticipate that the recovery in economic activity was 
likely to be restrained by a variety of economic factors, including still-high 
unemployment, modest income growth, lower housing wealth, high rates of mortgage 
foreclosures, elevated inventories of unsold homes, and tight credit conditions in a 
number of sectors. In addition, although many business contacts expressed more 
optimism about the economic recovery, a number had aimed their recent investments 
primarily at enhancing productivity rather than expanding employment, and hiring for 
some businesses was reportedly focused on temporary workers.

 (The Minutes from the January 25-26, 2011 Federal Open Market Committee Meeting, 
released on February 16, 2011)
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SO FAR, A SUB-PAR U.S. ECONOMIC RECOVERY

Note:  
Source: Bureau of Economic Analysis, Bureau of Labour Statistics

United States

Real GDP Six Quarters After A Recession Ends
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NO REVIVAL IN HOUSING DEMAND

Note:
Source: Mortgage Bankers Association, Census Bureau

United States

New Home Sales

 
(seasonally adjusted, $ thousands)

Mortgage Loan Application for Home Purchase

 
(seasonally adjusted, March 16, 1990 = 100)
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HOUSEHOLD DEMAND FOR CREDIT IS DECLINING

Note:
Source: Federal Reserve Board

United States: Senior Loan Officer Survey

 

(4-quarter moving average, percent)

Banks Reporting Stronger 
Demand for Consumer Loans

Banks Reporting More 
Demand for Residential Mortgages
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Contracting

Expanding
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Near Record 
High!
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Source: Federal Reserve Board

United States: Household Credit Market Debt
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Findings from McKinsey & Company:
“While we cannot say for certain whether 
these sectors will deleverage, we do know 
that nearly every significant financial crisis in 
the post-World War II period was followed by 
a lengthy and painful period of 
deleveraging.

 

These episodes lasted on 
average six to seven years, with total debt 
as a percentage of GDP declining by 
roughly 25 percent.

 

GDP contracted in the 
initial years of deleveraging but rebounded 
in the later years.

 

If history is a guide, 
therefore, we would expect a significant 
period of deleveraging to come, which will 
dampen GDP growth.”

MCKINSEY ON FINANCE: PERSPECTIVE ON CORPORATE FINANCE & STRATEGY
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WHAT, ME WORRY?
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RECORD LEVEL OF VACANT RESIDENTIAL REAL ESTATE

Note: 
Source: Census Bureau

United States

Total Vacant Housing Units
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Record High!
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HOUSE PRICE DEFLATION NOT OVER

Note:
Source: Robert Shiller

 

(“Irrational Exuberance”), Haver

 

Analytics 

United States: Case-Shiller

 

Home Price Index Composite 10
(not seasonally adjusted, January 2000 = 100)

Long-term trend
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UNEMPLOYMENT STILL A MAJOR PROBLEM…

Notes:
*Includes all marginally attached workers and those employed part-time for economic reasons. 
Source: Bureau of Labor Statistics, Federal Reserve

United States (percent)

U6 Unemployment Rate*Official Unemployment Rate

Record High 
Levels!

Still high: 
currently at 8.9%!



Gluskin Sheff + Associates Inc.

0

1

2

3

4

5

6

7

'48 '53 '58 '63 '68 '73 '78 '83 '88 '93 '98 '03 '08

0

5

10

15

20

25

30

35

40

45

50

'48 '53 '58 '63 '68 '73 '78 '83 '88 '93 '98 '03 '08

…

 

NOT ONLY ECONOMIC, BUT SOCIAL TOO

Notes:
Shaded area represent periods of U.S. recession

 

Source: Bureau of Labor Statistics

United States: Civilians Unemployed for 27 Weeks or Over

As a percentage of total unemployed

 
(percent)

Total

 
(millions)

Record 
High!

Record 
High!
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LOOK AT THIS —

 

THE TWO-YEAR MOVE IN OIL PRICES

Notes:
Shaded region represent periods of U.S. recession

 

Source: Haver

 

Analytics

Oil Price: West Texas Intermediate
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FOOD INFLATION —

 

BIG NEWS FOR EMERGING ASIA

CRB

 

Spot Commodity Price Index: Foodstuffs

Notes:
Shaded region represent periods of U.S. recession

 

Source: Commodity Research Bureau

(index, 1967=100)
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STATE & LOCAL GOVERNMENT CUTBACKS REMAIN A KEY MACRO RISK

Notes:
Shaded region represent periods of U.S. recession

 

Source: Bureau of Economic Analysis, Bureau of Labor Statistics

United States (year-over-year percent change)

Employment: State & Local GovernmentReal State & Local Government Gross Investment
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Shaded bars and dotted lines represent estimates (interest payments/total revenue estimates by Gluskin Sheff and debt/GDP estimates by the OMB)

 

Source: OECD, U.S. Office of Management and Budget (OMB)
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THE WORLD IS AWASH IN DEBT
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Shaded bars represent OECD estimates

 

Source: OECD
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THE CANADIAN RENAISSANCE
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CANADA OFFERS A YIELD PREMIUM

Note: 
Source: Haver

 

Analytics
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HAS CANADA BEEN RE-RATED?

Oil on its way 
to $145/bbl

Oil on its way 
to $100/bbl

At par with the USD
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CANADIAN DOLLAR NOT JUST A USD

 

STORY

Notes:
*A weighted average of bilateral exchange rates for the Canadian

 

dollar against the currencies of Canada's major trading partners. The six foreign 
currencies in the basket are the U.S. dollar, the Euro, the Japanese Yen, the U.K. Pound, the Chinese Yuan, and the Mexican Peso. 
Source: Haver
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SHORT END OF CANADIAN YIELD CURVE REFLECTS ECONOMIC STRENGTH …

 
THE LONG END REFLECTS A SOLID BALANCE SHEET

Canada minus U.S. 2-Year Government Note Spread

Note: 
Source: U.S. Federal Reserve Board, Bank of Canada

(basis points)

Canada minus U.S. Long Government Bond Spread

Over 100 
basis point 
premium

Near record 
discount
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TWIN PEAKS –

 

LEVEL OF BOTH REAL GDP 
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A TALE OF TWO CENTRAL BANKS’

 

BALANCE SHEETS:  
FED EXPANSION, BOC

 

CONTRACTION
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NO QUANTITATIVE EASING IN CANADA

Percent Change in Central Banks’

 

Balance Sheets Since Mid 2008

Note:
Source: Federal Reserve Board, ECB, BoJ, and Bank of Canada
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CANADA’S JOBLESS RATE IS NOW SIGNIFICANTLY LOWER THAN THE U.S. RATE …

Unemployment Rate

Notes:
*Seasonally adjusted by Haver
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Source: Statistics Canada, U.S. Bureau of Labor Statistics, Haver
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(percent)

United States

Canada: U.S. Comparable Rate (R3)*
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FOREIGN INVESTORS REDISCOVER CANADA

Note: 
Source: Statistics Canada
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Record highs!
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LONG-TERM INVESTMENT INFLOWS FROM ABROAD ALSO VERY SUPPORTIVE

Note:
Source: Statistics Canada

(C$ billion)
Canada: International Investments –

 

Foreign Direct Investment in Canada
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NOT JUST MONEY FLOWING INTO CANADA: PEOPLE TOO

Note:
Source: Haver

 

Analytics, Citizenship and Immigration Canada

Canada: International Immigration
(thousands of persons)
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Q3 2010 had the highest
number of immigrants
since the 1950s!
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HALFWAY THROUGH THE CANADIAN STOCK MARKET OUTPERFORMANCE

Notes:
*Dates reflect the trough (August 12, 1982) and the peak (March 24, 2000) in the S&P

 

500 Composite Index

 

Source: Bloomberg, Haver

 

Analytics

March 24, 2000 to February 28, 2011August 12, 1982 –

 

March 24, 2000*

Then … … And Now
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DISCLAIMER

The information, opinions, and other materials contained in this

 

presentation is the 
property of Gluskin Sheff + Associates Inc. and may not be reproduced in any way, in 
whole or in part, without express authorization of the copyright

 

holder in writing. The 
statements and statistics contained herein have been prepared by

 

Gluskin Sheff + 
Associates Inc. based on information from sources considered to be reliable. We make 
no representation or warranty, express or implied, as to its accuracy or completeness. 
This publication is for the information of investors and business persons and does not 
constitute an offer to sell or a solicitation to buy securities.
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