
Gluskin Sheff + Associates Inc.

FOCUS ON THE FOREST, NOT THE TREES

 
David A. Rosenberg

 

FOCUS ON THE FOREST, NOT THE TREESFOCUS ON THE FOREST, NOT THE TREES

 
David A. RosenbergDavid A. Rosenberg

Stubbornly Unconventional.TM



1

Gluskin Sheff + Associates Inc.

Crisis?  What Crisis?
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THE KINDLEBERGER CLASSIC —

 

MANIAS, PANICS AND CRASHES



3

Gluskin Sheff + Associates Inc.

WAS YOGI BERRA A “CLOSET”

 

ECONOMIST?

“A nickel ain't

 

worth a dime anymore.”
“I wish I had an answer to that because I'm 

tired of answering that question.”
“When you come to a fork in the road, take it.”
“I don’t want to make the wrong mistake.”
“I never said most of the things I said.”
“The future ain’t

 

what it used to be.”
“In theory there is no difference between 

theory and practice.

 

In practice there is.”
“I always thought that record would stand until 

it was broken.”
“It's like déjà

 

vu all over again.”
“It’s tough making predictions, especially 

about the future.”

10 Famous Quotes from the Legendary Baseball Player and Coach Yogi Berra
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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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IS EVERYONE PLAYING BY THE “OLD RULES”?

Bob Farrell, August 3, 2001

A Secular Inflection Point?

 “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.”
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THE U.S. WILL SPEND YEARS DELEVERAGING THIS CHART

Notes:
*Household, business and financial sector

 

Shaded region represent periods of U.S. recession

 

Source: Federal Reserve Board, Bureau of Economic Analysis

United States: Total Private Sector Debt* Relative to GDP
(ratio)
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DELEVERAGING CYCLE INTENSE BUT IN EARLY YEARS

Notes:
*Household, business and financial sector

 

Shaded region represent periods of U.S. recession

 

Source: Federal Reserve Board

United States: Total Private Sector Debt*
(year-over-year change, $billion)
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WHEN IN DOUBT –

 

RELY ON SOMEONE ELSE’S RESEARCH!

Findings from Rogoff-Reinhart Report1

•Home prices do not bottom for six years

•Equity markets do not bottom for 3½

 

years

•GDP declines for two years (-9% peak-to-trough)

•Unemployment rate rises for four years (by seven percentage points)

•Government debt almost doubles (+86% in real terms)

Findings from McKinsey & Company 2

 

:

“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.”

Where are we? The bottom of the fourth inning
Notes:
1.

 

“The Aftermath of Financial Crises”, December 2008
2.

 

McKinsey Global Institute, Debt and deleveraging: The global credit bubble and its economic consequences, January 2010, pp. 17
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MASSIVE EXPLOSION IN FEDERAL GOVERNMENT DEBT
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Shaded region represent periods of U.S. recession

 

Source: Federal Reserve Board

United States: Federal Government Debt
(year-over-year change, $billion)
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Manias, Panics 
and Crashes
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Source: Haver Analytics
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THE NEW FRUGALITY
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THE U.S. CONSUMER IN PERSPECTIVE: THE BIGGEST ECONOMY IN THE WORLD

Note: 
Source: Bureau of Economic Analysis, IMF
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Source: Bureau of Economic Analysis
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TOO MANY VEHICLES?

Note: 
Source: Federal Highway Administration
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HOMEOWNERSHIP RATE IN MEAN REVERTING PHASE

Note: 
Source: Census Bureau
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TOO MUCH HOUSE?

Note: 
Source: Census Bureau

United States
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The Mother of All Jobless Recoveries
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THE LOST DECADE

Note:  
Source: Bureau of Labor Statistics

United States: Nonfarm Payrolls
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Trauma Hits the U.S. Household Balance 
Sheet and the Income Statement
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WHAT BANK OF AMERICA THINKS OF THE CREDIT BACKDROP

Mario Bartiromo:

 

“What is the lending environment right now?”

Ken Lewis: “There is a dramatic decline in demand, with even some 
sociological implications –

 

consumers wanting to save and not 
spend. I don’t know if that’s permanent or not.”

(BusinessWeek interview, May 4, 2009)
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DEBT-TO-INCOME RATIO ROSE AS MUCH IN THE 
PAST 7 YEARS AS IT DID IN THE PREVIOUS 39 YEARS

Note: 
Source: Federal Reserve Board

United States: Household Debt-to-Income Ratio
(percent)
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MORE THAN 1 IN 7 U.S. HOUSEHOLDS IN FORECLOSURE OR ARREARS
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Source: Mortgage Bankers Association
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RECORD IMPLOSION IN HOUSEHOLD NET WORTH

Note: 
Source: Federal Reserve Board

United States: Household Net Worth
(two-year percent change)
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FIXED INCOME SECURITIES UNDERREPRESENTED

 
IN THE HOUSEHOLD BALANCE SHEET

Notes: 
*Life insurance and pension reserves

 

Source: Federal Reserve Board

United States: Share of Household Assets
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The Loonie Flies Over The Eagle
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COMMODITY PRICES AND THE CANADIAN DOLLAR MOVE TOGETHER

Note: 
Source: Haver Analytics
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HALFWAY THROUGH THE CANADIAN STOCK MARKET OUTPERFORMANCE
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*Dates reflect the trough (August 12, 1982) and the peak (March 24, 2000) in the S&P 500 Composite Index
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FOREIGN INVESTORS REDISCOVER CANADA

Note: 
Source: Statistics Canada
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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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