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Breakfast with Dave
WHILE YOU WERE SLEEPING
Some decent follow-through this morning from yesterday’s positive U.S. market
action that took the NASDAQ and S&P 500 to fresh all-time highs.
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The Euro STOXX 600 is up 1.1% thus far and the U.K.’s FTSE 100 has inched
ahead by 0.2%.
In Asia, we had solid gains in Japan (+1.4%), Hong Kong (+0.4%), India (+1.2%),
Taiwan (+0.3%), Shanghai (+0.2%) and Korea (+0.1%).
The Materials group is leading the way today — iron-ore futures have spiked 1%
to the highest level in nearly two years (on reports of heavy Chinese buying, and
in recent days, the PBOC has been pumping a record amount of liquidity, more
than is seasonally needed, into the money market).
All in, the MSCI All-Country World index climbed to its best level since June
2015.
Japan’s outperformance was aided and abetted by a stable yen at ¥113.6 and
the news that Japan snapped a 14-month run of slipping exports in December
(outbound shipments to China hit a record high).
Investors, overall, are shrugging their shoulders at Donald Trump putting words
into action when it comes to foreign trade (see Remaking Global Trade Brings
New Order on page A6 of the WSJ), and over this new brand of capitalism which
is pressuring companies to invest where the new president wants them to (at
home).
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Have a look at the brilliant op-ed column on this file on page A15 of the WSJ
(Corporate America Taken Hostage) — Trump’s free-markets move to revive two
oil-pipeline projects (Keystone and Dakota Access) involves a mix of anti-free
trade protectionism as their construction must only involve U.S.-made steel
(“America First” means everyone else gets to be tied for last).
And when one reads Executives Stay Mum on Trump Profit Rise on page B1 of
the WSJ, you come to a quick resolution as to how the market overall is
breathing in a whole lot of “animal spirits” here — the business community
seems to be a tad more circumspect than the investment community is, at the
present time.
Bonds remain in moderate selloff mode — up from one to three basis points
abroad and the yield on the 10-year U.S. Treasury note has found the 50-day

Page 1 of 9

January 25, 2017

moving average of 2.41% tough to break below (now trading at 2.48%). Some
pressure out to the longer end of the curves being accentuated by heavier
supply coming out of Europe, and at the mid-part of the Treasury curve too.
Some of the more positive earnings releases, like D.R. Horton yesterday, are at
play here as well, benefitting stocks at the expense of bonds. To be sure, the
article that found its way to the front page of today’s New York Times — Federal
Debt Projected to Grow by Nearly $10 Trillion Over Next Decade likely raised
some eyebrows as well.
In FX-land, the DXY U.S. dollar index is down 25 pips to 100.1 and gold is off a
bit too despite this softer underbelly to the U.S. dollar (down $5 per ounce to
$1,203).
Much of the move in the currency market has been centered in the U.K. pound
which rallied as much as 0.5% to $1.2585 against the dollar, the highest it has
been since December 14th, as investors remain hopeful that some sort of nonacrimonious new deal can be inked with the European Union
The Aussie is also softer against the greenback to $0.7560 (and the bond
market one of few where yields are declining) in response to some easing in
inflation there (the CPI rose 0.5% QoQ in Q4 versus expectations of 0.7%).
Not just this, but headlines such as Pricing War Takes Toll on Verizon on page
B3 of the WSJ, and I simply cannot get too excited over the prospect of any
meaningful or sustainable inflation run up, with all deference to commodity
markets and Trump-onomics.
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Ditto for Johnson & Johnson, which missed on its quarterly revenue target and
issued soft guidance for the year — in a signpost of how intense competitive
pressures globally will simply not allow for an inflationary cycle to persist. The
one we have on our hands right now is mixed, uneven, and premised largely on
depressed year-ago effects when oil prices were on the floor (the WTI crude
price, as an aside, is seeing a four-day winning streak end on the back of
surprisingly high API inventory data (off 0.9% currently to $52.70 per barrel).
Headline U.S. consumer inflation is now +2.1% YoY. The peak in the 2002 to
2007 cycle was 4.7%. In the 1990s cycle the peak was 5.0%. In the 1980s antiinflation cycle, it was 5.4%.
So if we peak at 3.7% YoY or lower this time around (which seems more than
likely), this will go down as one of the lowest cycle-highs for the inflation
rate ever recorded.
The core CPI trend at +2.2% YoY should be put into the same perspective — the
peak in the last cycle was +2.9% and in the 1980s and 1990s the peaks barely
topped 5%. The highest peak before the 1970s inflation outbreak was 2.7% in
the late 1950s.
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So that 2.2% rate offers up some important color here. As is the case with bond
yields — and why the secular theme has not been broken — the lows in both
inflation (core and total) and in market rates, are getting lower and lower in each
progressive cycle.
To repeat: what makes this cycle the same as the most recent others, is that the
peaks in inflation (as are the lows) are getting lower, despite eight years of
radical global efforts to turn the tide.
The equity rally and bond market slippage has taken hold today even though the
key piece of data that came out (German Ifo for January) disappointed. The
index of German business sentiment dropped to 109.8 from the near-three-year
high of 111.0 posted in December and at the same time fell short of consensus
views (111.3) — notably, the “expectations” component slipped to 103.2 from
105.5 in December.

The peaks in inflation are
getting lower, despite eight
years of radical global
efforts to turn the tide

The INSEE index of French manufacturing stayed at 106 in January but the
service sector gauge fell to 102 from 106.
All of a sudden, the streak of relatively hot economic data has come to an end.
THE “GREAT DIVIDE”
We continue to see this great divide between the bullish survey “animal spirits”
reports and the lukewarm actual “hard” incoming data flow.
Yesterday’s data flow showed another miss on an actual activity indicator —
existing home sales down 2.8% MoM to 5.49 million annualized units,
undershooting expectations for a smaller decline to 5.52 million — and betterthan-anticipated results on two surveys — the Richmond Fed’s manufacturing
index rose up to a 10-month high of +12 from +8 in December, ahead of
consensus of +7; the Markit version of the U.S. manufacturing PMI surprised to
the high-side, up to its best level since March 2015 at 55.1 from 54.3 in
December and exceeding consensus calls for 54.5.
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The modestly larger-than-expected pullback in resale housing activity to close
out 2016 (note that existing home sales totalled 5.441 million units in 2016 as
a whole, up 4.0% from 2015 and the best annual performance since 2006)
reflected broad-based declines across market segments — sales of single-family
homes (-1.8% to a three-month low) and condos & co-ops (-10.3% to reverse the
bulk of November’s 13.3% bounce) both moderated, and activity declined in the
Northeast (-6.2%), South (-4.8%) and Midwest (-3.8%) while holding steady in the
South.
Sales to first-time buyers accounted for 32% of the total, unchanged from either
November or last December — this also matched the share of total sales for
2016 which was the highest since 2011 while my estimate for sales to first-time
buyers (1.7 million) is the best tally since 2009.
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CHART 1: FIRST-TIME HOMEBUYERS’ SHARE OF EXISTING HOME SALES
United States
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Source: National Association of Realtors, Gluskin Sheff

Sales to repeat buyers rose 1.5% in 2016 and reached the highest level since
this data started being collected at the end of 2008, but the general trend has
largely been sideways since 2013 — any “growth” in resale housing activity has
largely been focused on the increased participation of the first-time homebuying
cohort.

Any “growth” in resale
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homebuying cohort

CHART 2: EXISTING HOME SALES BY TYPE OF BUYER
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Given that the first-timers still are punching below their weight in terms of
market share (the pre-recession norm was closer to 40%), that points to some
lingering obstacles in the way of this crucial segment of the real estate market.

First-time homebuyers are
still punching below their
weight
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One of them, in addition to a tough jobs market, is this lingering crisis in student
debt, and how stubbornly high delinquency rates negatively affect credit scores
and ability to secure a mortgage (perhaps one reason why mortgage purchase
applications are on a discernible downtrend).
As well, affordability conditions are worsening against an ever-decreasing supply
of homes actually available for sales — the homes on the market plunged 10.8%
in December (the third straight decline and fourth in the last five months) and
touched an all-time low for the data back to 1999.

Affordability conditions are
worsening against an everdecreasing supply of homes
available for sale

CHART 3: EXISTING HOMES AVAILABLE FOR SALES
United States
(millions)

Shaded regions represent periods of U.S. recession
Source: Haver Analytics, Gluskin Sheff

The months’ supply measure of inventories plunged to a record-low matching
3.6 months to close out 2016, from 3.9 in November and 4.3 in October. A thin
level of inventory is one of the factors holding back housing market activity, that
is for sure.
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CHART 4: MONTHS’ SUPPLY OF EXISTING HOMES FOR SALE
United States
(months)

Shaded regions represent periods of U.S. recession
Source: Haver Analytics, Gluskin Sheff

Affordability pressures have the biggest impact of restraining first-time buyers
given that they typically have less capital to work with and find themselves
among the first to be priced out of a bidding war. In the absence of an increased
supply of housing (particularly at the lower-end of the pricing spectrum), there is
fairly limited potential for the upside scope to really materialize in earnest.

Affordability pressures have
the biggest impact on firsttime buyers

This dearth of supply is underpinning home price appreciation (median sales
prices were up 4.0% YoY) while rising mortgage rates are also pushing carrying
costs up in tandem (the 30-year conventional fixed mortgage rate breached 4%
in December for the first time in a year and a half).
In terms of the survey data, the Richmond Fed’s factory survey’s activity gauge
bounced to a 10-month high of +12 from +8 in December (consensus was for
+7), but that surge wasn’t quite echoed in the ISM-adjusted version of the
measure, though it remains very firm at 55.6 (was 55.7 in December, which
marked a nine-month high).
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CHART 5: RICHMOND FED MANUFACTURING INDEX
United States
(index; >0 denotes expansion)

Shaded region represents period of U.S. recession
Source: Haver Analytics, Gluskin Sheff

The three regional Fed factory surveys that we currently have in hand
(Richmond, Philly, New York) are pointing to a notable further improvement in
the national-level ISM manufacturing index for January, which is something that
the preliminary read of the Markit version of that data for January also showed.
It is worth repeating, though, that this significant uptick in sentiment has yet to
actually show up in the “hard” factory activity data.

The significant uptick in
sentiment has yet to
actually show up in the
“hard” factory activity data
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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 serving high net worth private clients and institutional investors, we are
dedicated to providing our clients with strong risk-adjusted returns together with the highest
level of personalized client service.
0

OVERVIEW
As of September 30, 2016, the Firm
managed assets of $8.5 billion.

PERSONAL
For Gluskin Sheff, delivering outstanding
client service is as fundamental as
delivering strong investment results. Our
Gluskin Sheff is a publicly traded
clients are unique, and so are their needs.
corporation on the Toronto Stock
This is why we offer customized
Exchange (symbol: GS) and remains
investment plans to suit each client’s
21% owned by its senior management and
specific objectives and risk profile.
employees. We have public company
accountability and governance with a
Our success in developing lasting client
private company commitment to
relationships is founded on shared values,
innovation and service.
a thorough understanding of our clients’
goals and a keen desire to earn their trust
LEADING
and confidence.
Our team is an exemplary group of
ALIGNED
investment professionals deep in talent,
ideas and experience with the industry’s
Our investment interests are directly
top leaders in risk management and client aligned with those of our clients, as
service – all with the objective of
Gluskin Sheff’s management and
providing strong risk-adjusted returns
employees are collectively among the
and the highest level of personalized
largest clients of the Firm. Our clients are
client service.
our partners, through performance-based
fees that are earned only when preINNOVATIVE
specified performance benchmarks for
Throughout our history we have
clients’ investments are exceeded.
consistently pursued innovative
approaches to wealth management for
our clients. Today, we offer a diverse
platform of investment strategies,
including Canadian, U.S. and
international equity strategies, alternative
strategies and fixed income strategies.

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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IMPORTANT DISCLOSURES
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.
TERMS AND CONDITIONS OF USE
YOU AGREE YOU ARE USING THIS REPORT AND THE GLUSKIN SHEFF
SUBSCRIPTION SERVICES AT YOUR OWN RISK AND LIABILITY. NEITHER
GLUSKIN SHEFF, NOR ANY DIRECTOR, OFFICER, EMPLOYEE OR AGENT OF
GLUSKIN SHEFF, ACCEPTS ANY LIABILITY WHATSOEVER FOR ANY DIRECT,
INDIRECT, CONSEQUENTIAL, MORAL, INCIDENTAL, COLLATERAL OR SPECIAL
DAMAGES OR LOSSES OF ANY KIND, INCLUDING, WITHOUT LIMITATION,
THOSE DAMAGES ARISING FROM ANY DECISION MADE OR ACTION TAKEN
BY YOU IN RELIANCE ON THE CONTENT OF THIS REPORT, OR THOSE
DAMAGES RESULTING FROM LOSS OF USE, DATA OR PROFITS, WHETHER
FROM THE USE OF OR INABILITY TO USE ANY CONTENT OR SOFTWARE
OBTAINED FROM THIRD PARTIES REQUIRED TO OBTAIN ACCESS TO THE
CONTENT, OR ANY OTHER CAUSE, EVEN IF GLUSKIN SHEFF IS ADVISED OF
THE POSSIBILITY OF SUCH DAMAGES OR LOSSES AND EVEN IF CAUSED BY
ANY ACT, OMISSION OR NEGLIGENCE OF GLUSKIN SHEFF OR ITS
DIRECTORS, OFFICERS, EMPLOYEES OR AGENTS AND EVEN IF ANY OF
THEM HAS BEEN APPRISED OF THE LIKELIHOOD OF SUCH DAMAGES
OCCURRING.
If you have received this report in error, or no longer wish to receive this
report, you may ask to have your contact information removed from our
distribution list by emailing research@gluskinsheff.com.

Page 9 of 9

