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WHILE YOU WERE SLEEPING  

Disappointing results from Apple (off 3.3% in pre-market due to weak 
holiday guidance; current quarter revenues however were in line with 
expectations and earnings-per-share had a modest beat) and lower oil 
(trading down 1.4% to below $50 per barrel to its lowest level since 
October 10th) are weighing on North American equity futures this 
morning. 

The Euro STOXX 50 is off 0.8% with the FTSE 100 a notable 
underperformer — down 1.0% as the pound strengthens after a volatile 
session yesterday — and Germany’s DAX is retreating in similar 
magnitude after hitting a year-to-date high yesterday and reacting to a 
modest miss versus expectations from the GfK Consumer Confidence 
survey (9.7 in November from 10.0 October; lowest reading since May of 
this year). 

Asian markets also took a hit overnight with the exception of Japan’s 
Nikkei adding 27 points or 0.2% to 17,391 (as a December rate hike 
becomes increasingly likely — a 73% probability as per fed funds futures 
represents the highest conviction traders have had on such a move yet 
— the strengthening of the U.S. dollar and weaker yen should continue to 
benefit Japan’s benchmark index).  

Red across the board elsewhere in Asia: China’s Shanghai -0.5%, Hong 
Kong’s Hang Seng, Korea’s Kospi and Thailand all fell 1.0%, Taiwan’s 
TAIEX -0.3%, and India’s Sensex -0.9%.  

Euro area government bonds are backing up three-to-five basis points 
and the U.S. 10-year Treasury note is up two basis points to 1.78%, and 
we are quietly seeing the two-year Treasury note yield push up to 86 
basis points (for what it’s worth when the Fed finally did hike on 
December 16th 2015 we saw a close of over 1.0% on the two-year note, 
and two weeks later almost 1.1%).  

The DXY U.S. dollar index is off marginally after piercing above 99 for the 
first time since early February of this year. One can make the argument 
that equity markets are handling this dollar break-out in a much calmer 
fashion than earlier this year — S&P 500 is up 13% since the last time 
we saw over 99 on the DXY and you don’t hear anyone screaming “sell 
everything” because the yuan is trading at its all-time low against the 
dollar.  

We see continued strength in metals prices (following yesterday’s strong 
session particularly in base metals) which should help underpin strength 
in resource-based currencies.  

The Australian dollar is up a few pips, +0.3% to 76.73 cents (U.S.). Most 
of the increase can be attributed to a better than expected CPI print in 

The Euro STOXX 50 is off 
0.8% with the FTSE 100 a 
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the region (headline inflation rose 1.3% YoY in Q3, consensus was 
looking for 1.1%; a sequential uptick from 1.0% in the Q2) which may 
move expectations for any further easing to the side-lines at least over 
the near-term.  

In general a dearth of data overnight but we did also see Italian retail 
sales with a sizable miss declining 0.1% MoM versus consensus looking 
for a 0.4% increase — this took the YoY trend to a dismal -0.2%! 

LATE IN THE GAME  

That is precisely where we are. And it’s not even an opinion any more. It 
is a market fact.  

The TSX has not made a new high in over two years and it has been 17 
months for the broad NYSE Composite.  

The yield curve is flattening. Leading economic indicators are sputtering.  

Uber-tight credit spreads and ultra-low cap rates in real estate serve as 
confirmations of late-cycle pricing.  

Traditional valuation metrics for equities are every bit as high if not 
higher than they were in the Fall of 2007.  

We are well past the peak in autos and just passed the peak of the 
housing cycle. Other late-cycle indicators.  

Not just that but the broad measures of unemployment have stopped 
going down as well.  

And the mega Merger Mania we are seeing invariably takes place at or 
near cycle peaks, as companies realize that they can no longer grow 
their earnings organically.  

We have just witnessed five multi-billion dollar deals this past week 
alone — $207 billion globally (AT&T/Time Warner; TD 
Ameritrade/Scottrade) in what has been the most active announcement 
list since 1999 … what do you know, near the tail end of that Tech bull 
market too.  

We also were at the receiving end of a really disappointing consumer 
confidence report out of the Conference Board — sliding to a three-
month low of 98.6 in October from 103.5 in September, the sharpest 
slide of the year. And it wasn’t only politics or gas prices — just a general 
malaise.  

Assessments of business conditions now (the biggest one-month drop 
since January 2013 and down to a three-month low) and perceptions for 
the next six months (also down to a three-month low) deteriorated 

The TSX has not made a 
new high in over two years 
and it has been seventeen 
months for the broad NYSE 
Composite 
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significantly, as they did for the jobs market and spending intentions for 
homes and appliances.  

This index generally peaks between 60% and 70% of the way through 
the cycle and so if that traditional pattern holds for this one, it would 
mean bracing for a recession to start any time from October 2017 to 
May 2018. Forewarned is forearmed.  

There also is this little issue of excess valuations, as in the 24x price-to-
earnings multiple on reported GAAP earnings which is about 40% “rich” 
compared to the norm of the past 80 years.  

On top of that, we have twice as many bulls as bears in the sentiment 
survey data. That said, there is not the same level of euphoria as there 
usually is at the top of the market, and this is reflected by the wave of 
mutual fund redemption in equities for much of this year and the fact 
that global portfolio managers are sitting tied for the highest cash ratios 
of the past 15 years.  

So while cautious, the lack of extreme bullishness is actually a good 
thing and suggests that whatever correction or even bear market we 
see, the selloff should be limited and no, it will not look anything like 
2008/09.  

That said, having cash on hand, reducing the beta of the portfolio, 
focusing on the running yield, and stepping up in quality across the 
capital structure, are all going to pay off in terms of preserving capital, 
generating decent mid-single digit net returns at the very least, with a 
view towards allocating the dry powder at better price levels that will 
allow for a return to high-single digit or even double-digit returns once 
the dust settles.  

What is important to know is that the backdrop is one of late cycle. Most 
of the patterns, both in the realm of financial assets and the real 
economy, are flashing this signal — one of a very mature market.  

Now I am not sure if this is the seventh inning, or the ninth, it is likely 
somewhere in between. That’s important to know — we are not in the 
third or fourth, let alone the first or second.  

And even in the seventh, we still have to get out of our seat and stretch. 
That does not mean a stretch for risk — it actually means dialing in the 
risk, at the margin.  

It isn’t just the valuations and the heightened political risks in the U.S. 
and through Europe, or the recent slate of soft macro data for the most 
part. It also is about what the corporate sector is flagging about how 
much more growth there is in this economic cycle, having celebrated its 
seventh birthday four months ago.  

There also is this little issue 
of excess valuations 

The selloff should be limited 
and no, it will not look 
anything like 2008/2009 
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What I’m referring to specifically is Kimberly-Clark’s financial results for 
the latest quarter, which surprised to the downside and the company 
also cut its sales guidance for the year (for which the stock price was 
clocked with a 4.7% loss on the news).  

So I have to say that if this classic Consumer Staple giant, who makes 
Huggies diapers and Kleenex tissue, can’t grow these basic goods, what 
does it say for consumer goods and services that are truly discretionary 
in nature?  

This does not at all bode well for the coming holiday shopping season, 
and if you have looked at the payroll data in recent months, the retailers 
are expecting some nice tidings. They may be in for a rude surprise.  

This is the environment where the Fed is choosing to raise rates, which 
is incredible. The futures market is still priced for a near-70% chance of 
a December move.  

The two-year U.S. Treasury note auction yesterday went quite poorly (the 
bid-cover of 2.53x was the second lowest since December 2008) and 
the yield backed up to a four-month high of 0.85%.  

We’ll see how brave the Fed will be — we know what happened last year 
after the Fed went and for two or three months, it wasn’t a pretty 
picture.  

Now New York Fed president Bill Dudley did say that he would like to 
raise rates again before year-end but the caveat was “… subject to the 
economy continuing to evolve in line with my expectations”.  

Well, if this forecast is aligned with the median on the FOMC, then 
implicitly he is expecting 3% real GDP growth for the fourth quarter... 
good luck with that (we have not seen 3% real GDP growth materialize 
since Q3 2014).  

One thing is certain, if the Fed does raise rates at the short end, we may 
well end up seeing yields decline further out the curve — as we did 
following last year’s rate hike.  

Classic — this is what happens when the Fed starts to tighten into the 
eighth year of the cycle and into the slowest-growth-year of this 
elongated expansion.  

We also have this ongoing “conundrum” (as former Fed Chair Alan 
Greenspan once put it) of there being a global savings glut — at a time 
when the world’s central banks have had to take $18 trillion of “safe 
yield” onto their balance sheets and out of the hands of the general 
investing public.  

Bill Dudley is implicitly 
expecting 3% real GDP 
growth for the fourth 
quarter 
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In fact, there was an article in yesterday’s WSJ (As Europe and Asia 
Hoard Cash, Economists See Echoes of Crisis). The authors of a report 
commissioned by the Council on Foreign Relations said that the global 
savings “glut” has reached epic proportions, with the volume of inflow in 
savings from abroad into U.S. securities totaling an eye-popping $750 
billion in the past two years — $500 billion of which was diverted to 
Treasuries and Agency securities, as America played the role (and still 
does) as the world’s smartest kid in summer school when it comes to 
delivering positive yields on AAA-rated paper.  

What this leaves us, therefore, is the prospect of a continued flattening 
of the yield curve. Again, classic late cycle development.  

Now you will hear cries from many circles to ignore the yield curve, it has 
lost its edge as a leading indicator due to all sorts of reasons, mostly 
related to central bank interventions.  

Don’t believe them.  

Back in 2000, the experts said to ignore the yield curve — it is irrelevant 
in a dotcom world. Wrong.  

In 2007, the gurus also said to ignore the yield curve in a world of 
abundant credit.  

It still matters, and if we were to get the same response this time to the 
Fed as we did just over a year ago, we would then be two, maybe three 
more hikes away from a complete inversion of the Treasury curve.  

Maybe it has lost some of its predictive power, but it has called each of 
the last 10 recessions of the post-WWII period with precision. So I 
wouldn’t exactly abandon it just yet.  

WORDS MATTER 

I’m talking about Canadian monetary policy here, not the nasty election 
campaign south of the border.  

When Bank of Canada Governor Stephen Poloz said ”our best plan right 
now, we think, is to wait for the next 18 months or so” during his 
testimony in the House of Commons on Monday, investors thought he 
was talking about interest rates.  

But that begged the question as to how he could do such a 180 degree 
turn from last week, when the Governor stated openly that a rate cut 
was on the table for discussion at the last policy meeting.  

Besides, how would he know today where rates are going to be 18 
months out?  

The global savings glut has 
reached epic proportions 

Back in 2000, the experts 
said to ignore the yield 
curve — it is irrelevant in a 
dotcom world… wrong 
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What Poloz was referring to — and needed to clarify after the initial spike 
in the Canadian dollar and in front-end Government of Canada bond 
yields — was when the Bank expects the output gap to close.  

It should also be duly noted that while Ottawa decided to extend the 
central bank’s 1% to 3% inflation objective for another five years, the 
mandate of the Bank of Canada was also reupped as well. Specifically, 
the agreement states: 

The primary objective of Canada’s monetary policy is to promote the 
economic and financial welfare of Canadians by contributing to 
sustained economic growth, rising levels of employment and 
improved living standards.  

This is a tall order for any central bank, and while the Bank views it is 
best able to achieve this goal by promoting low and stable inflation 
(which in the past provided the climate for better growth and living 
standards), this broad mandate does provide the central bank with a lot 
of wiggle room when it comes to setting its policy stance. 

In any event, just more ammo for the “lower for longer” interest rate 
theme. 

MANUFACTURING MOMENTUM AS WE ENTER Q4? 

In another generally upbeat sign for the downbeat U.S. manufacturing 
sector, the Richmond Fed’s survey of manufacturing activity in the Fifth 
District (which includes the District of Columbia, Maryland, North 
Carolina, South Carolina, Virginia, and most of West Virginia) showed an 
improvement in October with the headline index up to a three-month 
high, albeit still below zero at -4 (was -8 in September and -11 in 
August). 

The details of the report, though, are actually notably better than the 
negative figure in the overall index would suggest — the indices for 
shipments (+2 versus -4 in September), employment (+3 versus -13) 
and vendor delivery times (+7 from +5) all posted gains that more than 
offset declines in the gauges of new orders (-12 from -7, though still 
above August’s -20) and inventories.  

Just more ammo for the 
“lower for longer” interest 
rate theme 
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The net result is that the ISM-adjusted Richmond Fed index improved to 
a three-month high of 52.2 from 50.6 in September — above the growth 
break-even threshold of 50. 

CHART 1: RICHMOND FED MANUFACTURING INDEX 
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Source: Haver Analytics, Gluskin Sheff 
 

So, we now have three of the five regional Fed factory surveys in hand 
(the other two being the reports from the New York and Philadelphia 
Feds) and each one has shown an improvement on an ISM-adjusted 
basis, which bodes well for the gauge of overall manufacturing activity in 
October showing a somewhat stronger pace of expansion at the start of 
the fourth quarter of 2016.

The ISM-adjusted 
Richmond Fed index 
improved to a three-month 
high of 52.2 from 50.6 in 
September 
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flagship GS+A Premium 

Income Portfolio in 2001 

(its inception date) would 

have grown to 
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2016 versus $2.8 million 

for the S&P/TSX Total 

Return Index3 over the 
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Notes: 

1. Past returns are not necessarily indicative of future performance. Rates of return are those of the composite of segregated Premium Income portfolios and are presented net of 
fees and expenses and assume reinvestment of all income. Portfolios with significant client restrictions which would potentially achieve returns that are not reflective of the
manager’s portfolio returns are excluded from the composite. Returns of the pooled fund versions of the GS+A Premium Income portfolio are not included in the composite.  
2. Investment amounts are presented to reflect the actual return of the composite of segregated Premium Income portfolios and are presented net of fees and expenses.  
3. The S&P/TSX Total Return Index calculation is based on the securities included in the S&P/TSX Composite and includes dividends and rights distributions. This index includes 
only Canadian securities. 
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Copyright 2015 Gluskin Sheff + Associates Inc. (“Gluskin Sheff “). All rights 
reserved.  

This report may provide information, commentary and discussion of issues 
relating to the state of the economy and the capital markets. 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. 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. 

The content of this report is provided for discussion purposes only. Any 
forward looking statements or forecasts included in the content are based 
on assumptions derived from historical results and trends. Actual results 
may vary from any such statements or forecasts. No reliance should be 
placed on any such statements or forecasts when making any investment 
decision, and no investment decisions should be made based on the 
content of this report.  

This report is not intended to provide personal investment advice and it 
does not take into account the specific investment objectives, financial 
situation and particular needs of any specific person. Under no 
circumstances does any information represent a recommendation to buy or 
sell securities or any other asset, or otherwise constitute investment advice. 
Investors should seek financial advice regarding the appropriateness of 
investing in specific securities or financial instruments and implementing 
investment strategies discussed or recommended in this report.  

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. Gluskin Sheff portfolio 
managers may hold different views from those expressed in this report and 
they are not obligated to follow the investments or strategies recommended 
by 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 discussed or impacted 
by this report.  

Securities and other financial instruments discussed in this report are not 
insured 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 the 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.  

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. 

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. 

Individuals identified as economists in this report do not function as 
research analysts. Under U.S. law, reports prepared by them are not 
research reports under applicable U.S. rules and regulations. 

In accordance with rules established by the U.K. Financial Services Authority, 
macroeconomic analysis is considered investment research. 

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. 

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.  

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. 
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of Use which may be viewed at 
research.gluskinsheff.com/epaper/helpandsupport.aspx?subpage=TermsO
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