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“Change of a long term or secular nature is usually gradual enough 
that it is obscured by the noise caused by short-term volatility. By the 
time secular trends are even acknowledged by the majority they are 
generally obvious and mature. In the early stages of a new secular 
paradigm, therefore, most are conditioned to hear only the short-term 
noise they have been conditioned to respond to by the prior existing 
secular condition. Moreover, in a shift of secular or long term 
significance, the markets will be adapting to a new set of rules while 
most market participants will be still playing by the old rules”

- Bob Farrell Aug. 3, 2001

A SECULAR INFLECTION POINT?

Notes:
Source: Bob Farrell, Theme & Profile Investing Update, August 3, 2001
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RATES WILL BITE WITH EXTRA HEIGHT
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Notes:
Source: Haver Analytics, Gluskin Sheff

3

United States: 1-Month T-Bill Yield
(percent)

A DRAMATIC SHIFT IN THE INTEREST RATE LANDSCAPE
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Notes:
Source: Haver Analytics, Gluskin Sheff 

4

COUPLED WITH A SHRINKING FED BALANCE SHEET

United States: Fed Balance Sheet
(12-month change; $ trillions)
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Notes:
Balance sheet adjustments begin with QE1; unadjusted Fed funds rate used prior
Shaded regions represent periods of U.S. recession
Source: Haver Analytics, Gluskin Sheff
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United States: ‘Balance Sheet Adjusted’ Fed Funds Rate
(3-year basis point change)

RECESSIONS FOLLOW FED TIGHTENING CYCLES OF 300 BASIS POINTS OR MORE
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6Notes:
Source: Wall Street Journal (January 17, 2018)

“This is the cause for economic optimism, and bullish 
equities, but keep in mind that we’ve never lived through a 
monetary-policy reversal like the one that is coming.” 
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8Notes:
Source: Federal Reserve, Gluskin Sheff 

(percent)
United States: Median FOMC Terminal Funds Rate Forecast

THE “NEUTRAL” POLICY RATE: A HISTORY OF THE ESTIMATE
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Notes:
Source: Wall Street Journal (January 24, 2018)
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“We’ve been patient in removing 
accommodation, and I think that 
patience has served us well, Mr. 
Powell said at his confirmation 
hearing Nov. 28, after being 
nominated by President Donald 
Trump on Nov. 2. Now that growth 
has picked up, “it’s time for us to 
be normalizing interest rates” he 
added” 

POWELL STARTS OUT AGGRESSIVELY
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Notes:
Source: Interview with PBS (October 3, 2018)
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“…interest rates are still accommodative, but we’re 
gradually moving to a place where they will be 
neutral…we may go past neutral. But we’re a long 
way from neutral at this point, probably.”

- October 3, 2018

TO NEUTRAL…AND BEYOND?
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11Notes:
Source: The Federal Reserve's Framework for Monitoring Financial Stability (November 28, 2018) 

“We therefore began to raise our policy rate gradually 
toward levels that are more normal in a healthy 
economy. Interest rates are still low by historical 
standards, and they remain just below the broad 
range of estimates of the level that would be 
neutral for the economy -- that is, neither speeding 
up nor slowing down growth.”

POWELL WALKS BACK HIS “HAWKISHNESS”… A LITTLE
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12Notes:
Source: Chairman Powell’s Press Conference (January 30, 2019) 

“We think that our policy is at the appropriate point 
right now. We think our policy stance is appropriate
right now – we do. We also know that our policy rate 
is now in the range of the Committee’s estimates of 
neutral. So we’ll be – again, we think our policy 
stance is appropriate.”

“So the range of estimates on the Committee starts at 
2½ percent and that’s kind of roughly where we currently 
are. And as I’ve said a couple of times, when you get to 
that range – you know that we can’t directly observe the 
neutral rate. We only know it by its works. And so we have 
to put aside our own priors of what that rate might be and 
let the data speak to us. So we can do that. We’re in the 
range.” 

POWELL NEUTERS “NEUTRAL”
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13Notes:
Source: Press Release from the Federal Open Market Committee (December 19, 2018; January 30, 2019) 

“The Committee judges that some further gradual 
increases in the target range for the federal funds 
rate will be consistent with sustained expansion of 
economic activity, strong labor market conditions, and 
inflation near the Committee's symmetric 2 percent 
objective over the medium term.”

- December 19, 2018

“In light of global economic and financial developments 
and muted inflation pressures, the Committee will be 
patient as it determines what future adjustments to 
the target range for the federal funds rate may be 
appropriate to support these outcomes.”

- January 30, 2019

THE FED JUST TERMINATED THE INTEREST RATE CYCLE
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Notes:
Source: Minutes of the Federal Open Market Committee (March 28, 1995; July 5 – 6, 1995; June 30 - July 1, 1998); FOMC Press Statement 
(September 29, 1998; November 15, 2000; January 3, 2001; August 7, 2007; September 18, 2007)
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THE FED OFTEN SHIFTED ON A DIME

July 1, 1998 September 29, 1998
“…giving careful consideration to economic, financial, and 
monetary developments, a somewhat higher federal funds rate 
would or a slightly lower federal funds rate might be acceptable in 
the intermeeting period.”

“The Federal Open Market Committee decided today to ease the 
stance of monetary policy slightly, expecting the federal funds rate 
to decline 1/4 percentage point to around 5-1/4 percent.”

November 15, 2000 January 3, 2001
“…the risks continue to be weighted mainly toward conditions that 
may generate heightened inflation pressures in the foreseeable 
future.”

“The Federal Open Market Committee decided today to lower its 
target for the federal funds rate by 50 basis points to 6 percent.”

August 7, 2007 September 18, 2007
“Although the downside risks to growth have increased somewhat, 
the Committee’s predominant policy concern remains the risk that 
inflation will fail to moderate as expected.”

“The Federal Open Market Committee decided today to lower its 
target for the federal funds rate 50 basis points to 4-3/4 percent.”

March 28, 1995 July 6, 1995
“…giving careful consideration to economic, financial, and 
monetary developments, somewhat greater reserve restraint would 
or slightly lesser reserve restraint might be acceptable in the 
intermeeting period.”

“…members indicated that they favored or could support a directive 
that called for some slight easing in the degree of pressure on 
reserve positions and that included a bias toward possible further 
easing of reserve conditions during the intermeeting period.”
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“Economic activity increased in most of the U.S., with eight of twelve Federal 
Reserve Districts reporting modest to moderate growth.”

“Nonauto retail sales grew modestly…Auto sales were flat on balance.” 

“The majority of Districts indicated that manufacturing expanded, but that 
growth had slowed, particularly in the auto and energy sectors.” 

“New home construction and existing home sales were little changed, with 
several Districts reporting that sales were limited by rising prices and low 
inventory.” 

“Commercial real estate activity was also little changed on balance.”

“Most Districts reported modest to moderate growth in activity in the 
nonfinancial services sector, though a few Districts noted that growth there 
had slowed.” 

“Overall, lending volumes grew modestly, though a few Districts noted that 
growth had slowed. Outlooks generally remained positive, but many Districts 
reported that contacts had become less optimistic…” 

“Most Districts indicated that firms' input costs had risen, but reports were 
mixed on whether they could pass the higher costs on to customers.”

Notes:
Source: Fed Beige Book; January 16, 2019

LOOK AT WHAT THE FED BEIGE BOOK HAD TO SAY
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Notes:
Source: Barron’s (February 4, 2019)
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17Notes:
Source: The Federal Reserve's Framework for Monitoring Financial Stability (November 28, 2018) 

“We also know that the economic effects of our gradual 
rate increases are uncertain, and may take a year or 
more to be fully realized.”

MIND THE LAGS!!!
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Notes:
Shaded regions represent periods of U.S. recession
Source: Haver Analytics, Gluskin Sheff

(percent)

United States: Fed Funds Rate

CYCLE PEAK FOLLOWS FED FUNDS PEAK
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FED TIGHTENING CYCLES AND FINANCIAL EVENTS

20
Notes:
Shaded regions represent periods of U.S. recession
Source: Haver Analytics, Gluskin Sheff 
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United States: Federal Funds Rate

-2

0

2

4

6

8

10

12

14

16

18

20

1965 1968 1971 1974 1977 1980 1983 1986 1989 1992 1995 1998 2001 2004 2007 2010 2013 2016

First Penn/Latam Debt 
Crisis

Asian Crisis/Russian 
Default & LTCM

U.S. Housing and 
Credit Collapse

Orange 
County/Mexican Crisis

Penn Central

Continental Illinois 
Bankruptcy

Franklin National

Savings & Loan 
Debacle
Lincoln Savings 

Tech Wreck

?



Gluskin Sheff + Associates Inc.

21

“There are two bubbles: We have a stock market 
bubble, and we have a bond market bubble…what’s 
behind the bubble? Well the fact, that, essentially, we’re 
beginning to run an ever-larger government deficit. As a 
share of GDP debt has been rising very significantly and 
we’re just not paying enough attention to that.”

— January 31, 2018

HE KNOWS BUBBLES BETTER THAN ANYBODY

Notes:
Source: Alan Greenspan, Bloomberg TV, January 31, 2018 
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(ratio)

THIRD MOST OVERVALUED STOCK MARKET

United States: Cyclically Adjusted Price-to-Earnings Ratio

Notes:
Shaded regions represent periods of U.S. recession
Source: Haver Analytics, Gluskin Sheff 
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Notes:
Source: The Economist (May 5th – 11th, 2018)
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Notes:
Shaded regions represent periods of U.S. recession
Source: Haver Analytics, Gluskin Sheff
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United States: Corporate Debt-to-GDP
(percent)

CORPORATE BALANCE SHEETS ARE NOT IN GOOD SHAPE!
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Notes:
Shaded areas represent periods of U.S. recession
Source: Morgan Stanley
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United States: Investment Grade Leverage (Debt-to-EBITDA)
(ratio)

LEVERAGE CONTINUES TO INCREASE
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Notes:
Source: Wall Street Journal (September 21, 2018)
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Source: Bloomberg, Gluskin Sheff
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United States: BBB Share of Investment-Grade Bonds
(percent)

HALF OF INVESTMENT-GRADE COMPANIES ARE RATED BBB 
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Notes:
Combination of High Yield, Leveraged Loans and Investment Grade bonds
Source: Bloomberg, Gluskin Sheff
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United States
($ billions)

A RECORD AMOUNT OF CORPORATE DEBT IS COMING DUE
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NABE Business Conditions Survey

29

Duke CFO Outlook Survey
(percent share of respondents) (percent)

BUSINESSES CURBING THEIR 2019 CAPEX PLANS

United States

Notes:
Source: Haver Analytics, Gluskin Sheff

NFIB Small Business Survey
(percent share of respondents)
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(months)
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Month of Economic Cycle Peak

Notes:
Source: National Bureau of Economic Research, Gluskin Sheff 

SECOND LONGEST EXPANSION ON RECORD!

United States: Duration of Economic Expansions
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Notes:
Source: Wall Street Journal (April 19, 2018)
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“The term spread—the difference between long-term and short-term 
interest rates—is a strikingly accurate predictor of future economic activity. 
Every U.S. recession in the past 60 years was preceded by a negative term 
spread, that is, an inverted yield curve. Furthermore, a negative term 
spread was always followed by an economic slowdown and, except for one 
time, by a recession. While the current environment is somewhat special—
with low interest rates and risk premiums—the power of the term spread to 
predict economic slowdowns appears intact.”

Notes:
Source: Economic Forecasts with the Yield Curve; San Francisco Fed (March 5, 2018)

THE SAN FRAN FED: ECONOMIC FORECASTS WITH THE YIELD CURVE
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Unemployment Rate
(percent) (percent)

THIS IS WHAT THE ST. LOUIS FED HAS TO SAY…

United States

Notes:
Shaded regions represent periods of U.S. recession
Source: St. Louis Fed Economic Synopses; Recession Signals: The Yield Curve vs. Unemployment Rate Troughs (June 1, 2018), Haver Analytics, Gluskin Sheff
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“On average, since 1969, the unemployment rate trough occurred nine months before the NBER-determined recession trough, while the 
yield curve inversion occurred 10 months before…based on this evidence, it appears that both indicators tend to be reliable predictors of 
a business recession.”
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Variable

Average chan ge in  
expans ion s  ( s tart  to 

peak/t rough) This  cyc le
Percen t  of  average 

recovered this  cyc le

Core CPI (bps) 82.0 60.0 73.2%

CRB Commodity Index (%) 37.0% 48.2% 100.0%

2s/10s Yield Curve (bps) -183.0 -209.0 100.0%

Industry Capacity Utilization Rate (ppts) 9.0 12.9 100.0%

Unemployment Rate (ppts) -2.9 -5.7 100.0%

Real GDP (ppts) 8.9 7.8 87.6%

Profit Margins (ppts) 3.9 5.6 100.0%

ISM Manufacturing (pts) 25.0 15.0 60.0%

Auto Sales (%) 56.0% 85.8% 100.0%

Housing Starts (%) 63.5% 128.5% 100.0%

Cyclical GDP Share (ppts) 3.2 4.3 100.0%

Trailing P/E Multiple (pts) 7.8 9.1 100.0%

High Yield Spread (bps) -662.7 -817.7 100.0%

Employment-to-Population Ratio (ppts) 2.5 1.0 40.3%

Consumer Confidence (pts) 43.9 80.7 100.0%

Average 90.7%

35Notes:
Source: Haver Analytics, Gluskin Sheff

WE ARE MORE THAN 90% OF THE WAY THROUGH THE U.S. ECONOMIC CYCLE
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THERE HAVE BEEN 13 FED HIKING CYCLES, 10 LANDED IN RECESSION!
First Hike Last Hike Result
October 1950 May 1953 Recession

October 1955 August 1957 Recession

September 1958 September 1959 Recession

December 1965 September 1966 Soft Landing

November 1967 June 1969 Recession

April 1972 September 1973 Recession

May 1977 March 1980 Recession

August 1980 December 1980 Recession

March 1983 August 1984 Soft Landing

January 1987 May 1989 Recession

February 1994 February 1995 Soft Landing

June 1999 May 2000 Recession

June 2004 June 2006 Recession

December 2015 ??? ???
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United States: NY Fed Probability of U.S. Recession 12-Months Ahead
(probability)

RECESSION PROBABILITIES ARE INCREASING
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Notes:
Source: “Brief Remarks on the U.S. Economy” (September 7, 2018); “Women in Housing and Finance” luncheon (January 10, 2008); FOMC conference 
call (January 3, 2001)

39

“There’s no reason to think that the probability of a recession in the next 
year or two is at all elevated.”

- Jay Powell, September 27th, 2018

“The Federal Reserve is not currently forecasting a recession.”

- Ben Bernanke, January 10th, 2008

“The rate of economic growth continues to fall, although it’s by no means 
a breakaway on the down side…we're certainly not yet in a free fall…we 
are observing an inventory readjustment process.”

- Alan Greenspan, January 3rd, 2001

FAMOUS LAST WORDS
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Notes:
Note: data represents four quarter average of subsequent QoQ (annualized) GDP growth
Source: Haver Analytics, Gluskin Sheff 40

United States

THE FED DOESN’T SEE RECESSIONS WHEN IT IS STARING THEM IN THE FACE

Recession Start

Forecast 
Growth Coming 

Year (%)
What Actually 
Happened (%) Delta (%)

Dec-69 1.2 -0.1 -1.3
Nov-73 2.4 -1.9 -4.3
Jul-81 0.9 -2.6 -3.5
Jul-90 2.0 0.0 -2.0

Mar-01 2.6 1.4 -1.2
Dec-07 1.3 -2.7 -4.0

Average 1.7 -1.0 -2.7
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“The empirical record of policymakers’ ability 
to engineer a growth recession that nicely 
lands the economy at full employment without 
morphing into a full-blown recession is not 
comforting. Similarly, a soft landing from an 
overheated economy — whether unexpected or 
not — to full employment has been a recurrent 
feature of past forecasts, but not of actual 
outcomes.”

— September 13-14, 2018

THE OTHER “ROSIE” ISN’T SO ROSEY

Notes:
Source: Eric Rosengren, Jeffrey Fuhrer, Giovanni Olivei, and Geoffrey Tootell; Should the Fed Regularly Evaluate its Monetary Policy Framework?; 
September 13-14, 2018
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Notes:
Source: Haver Analytics, Gluskin Sheff
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United States: S&P 500

WHAT ‘IF’ WE GET A RECESSION?

Months % Decline Months % Decline Months % Decline 
Oct-49 Jul-53 6 -7.2 2 -8.2 8 -14.8

May-54 Aug-57 12 -9.1 2 -13.8 14 -21.6
Apr-58 Apr-60 8 -10.4 6 -3.8 14 -13.9
Feb-61 Dec-69 13 -15.1 5 -24.7 18 -36.1
Nov-70 Nov-73 10 -20.2 11 -35.1 21 -48.2
Mar-75 Jan-80 0 -0.9 2 -14.0 2 -14.7

Jul-80 Jul-81 8 -6.8 13 -21.8 21 -27.1
Nov-82 Jul-90 0 -3.5 3 -17.0 3 -19.9
Mar-91 Mar-01 12 -24.0 6 -16.8 18 -36.8
Nov-01 Dec-07 2 -6.2 15 -53.9 17 -56.8

7.1 -10.3 6.5 -20.9 13.6 -29.0

Peak to Recession Start Peak to Recession Trough

Average

Expansion Date

Recession Start to 
Recession Trough
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Notes:
Source: Haver Analytics, Gluskin Sheff
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United States: 10-Year Yield Before, During and After Recessions
(percent)

YIELDS DECLINE DURING RECESSIONS 

Peak Before 
Recession

Recession 
Start

Low in 
Recession

End of 
Recession

Feb-61 Dec-69 8.1 7.9 6.3 6.5
Nov-70 Nov-73 7.6 6.7 6.7 8.1
Mar-75 Jan-80 11.2 11.3 9.5 10.8
Jul-80 Jul-81 14.7 15.0 10.4 10.7

Nov-82 Jul-90 9.1 8.3 7.8 8.1
Mar-91 Mar-01 6.8 5.0 4.2 4.8
Nov-01 Dec-07 5.3 4.0 2.1 3.6

Expansion Date

The 10-year yield declines 160 
basis points in recessions
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Notes:
Source: Haver Analytics, Gluskin Sheff
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10-Year T-Note Yield

STOCKS AND BONDS THROUGH THE CYCLE

United States
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Notes:
Returns calculated from six months prior to recession to three months before it ends
Source: Bloomberg, Gluskin Sheff
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46Notes:
Source: USA Today (January 15, 2018)

“Invest in “boring” companies: Another way of preparing for 
an eventual bear market is to begin to shift your holdings 
away from riskier companies towards firms with the 
strongest balance sheets – as measured by financial 
quality ratings like those given by companies such as 
Standard & Poor’s. The stocks of such firms are likely to go 
up as long as the bull market continues but lose a lot less 
than the market when it turns down. Wal-Mart stock, to 
provide one spectacular example, actually went up during 
the 2007-09 financial crisis, gaining 7% even while the 
S&P 500 fell 57%.

To be sure, these higher quality companies, much of whose 
long-term return comes from dividends, can seem boring at 
a time when the stock market is regularly hitting all-time 
highs. But if it’s excitement that you crave, just wait until 
the next bear market. One will begin someday.” 
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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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