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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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Notes:
Source: The Economist (October 7th – 13th, 2017)
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THIS ONE MAY HAVE MARKED THE TOP FOR THIS CYCLE!
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Notes:
2018 returns as of October 25th

All returns in local currencies
Source: Bloomberg, Gluskin Sheff

Last Year
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(percent return) (percent return)

2018: A REVERSAL OF FORTUNE
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Notes:
Source: Haver Analytics, Gluskin Sheff
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United States: Dow Jones World ex. US Index
(index)

STEEP CORRECTION OUTSIDE THE USA
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Notes:
Source: Bloomberg, Gluskin Sheff

Last Year
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(index) (index)

EVEN THE UNITED STATES HAS SEEN A CHANGE IN COMPLEXION

United States: S&P 500
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HISTORICAL DOUBLE TOPS – CLASSIC TOPPING FORMATION

United States: S&P 500

Notes:
Source: Haver Analytics, Gluskin Sheff
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Notes:
Source: Wall Street Journal (January 25, 2018)
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“What will the ultimate economic 
consequences be? Eventually the 
boost from reduced tax and 
regulations will peter out, and the 
drag from higher trade barriers 
and less immigration will show. Yet 
the most important determinant is 
monetary policy.” 
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9Notes:
Source: The 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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Notes:
Source: Haver Analytics, Gluskin Sheff
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United States: 2-Year Treasury Note Yield
(percent)

THE FRONT END OF THE CURVE HAS HAD A CORONARY
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Notes:
Source: Haver Analytics, Gluskin Sheff 
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COUPLED WITH A SHRINKING FED BALANCE SHEET

United States: Fed Balance Sheet
(12-month change; $ trillions)
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12Notes:
Source: Meeting of the FOMC (October 23-24, 2012), Speech at the C. Peter McColough Series (April 8, 2015) 

“I think we are actually at a point of encouraging 
risk-taking, and that should give us pause. Investors 
really do understand now that we will be there to 
prevent serious losses. It is not that it is easy for them 
to make money but that they have every incentive to 
take more risk, and they are doing so. Meanwhile, we 
look like we are blowing a fixed-income duration 
bubble right across the credit spectrum that will 
result in big losses when rates come up down the 
road. You can almost say that that is our strategy.”

-October 24, 2012

“Overly accommodative monetary policy also poses 
risks. First, the economy could overheat, and rising 
inflation could require the Committee to raise rates 
faster, which--if overdone--could produce a damaging 
recession. For now, I would be more concerned with 
a second risk, which is that more-accommodative 
policy could lead to frothy financial conditions and 
eventually undermine financial stability. While I do 
not see a troubling buildup of these risks today, tighter 
monetary policy might eventually be necessary if such 
risks do appear.”

-April 8, 2015

POWELL CAUTIOUS ON RISK-TAKING

Oct. 2012 Apr. 2015 Today

Trailing P/E 14.5x 18.8x 18.6x

Forward P/E 12.7x 16.9x 15.2x

High Yield 
Spreads 554 bps 459 bps 369 bps
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“Whatever the cause, in the run-up to the 
past two recessions, destabilizing excesses 
appeared mainly in financial markets 
rather than in inflation. Thus, risk 
management suggests looking beyond 
inflation for signs of excesses.”

— August 24, 2018

Notes:
Source: Jerome Powell; Monetary Policy in a Changing Economy; August 24, 2018

POWELL AT JACKSON HOLE



Gluskin Sheff + Associates Inc.

SO WHERE HAS INFLATION BEEN?…IN ASSETS!

14Notes:
Source: Haver Analytics, Gluskin Sheff 
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Trough Date Peak Date S&P 500 Nominal GDP Real GDP Months
13-Jun-49 15-Jul-57 17.3 7.3 4.6 97
22-Oct-57 3-Jan-62 15.4 5.4 3.8 51
26-Jun-62 29-Nov-68 12.0 7.7 5.0 77
26-May-70 11-Jan-73 23.3 10.0 5.1 32
3-Oct-74 28-Nov-80 14.1 10.8 3.2 73

12-Aug-82 16-Jul-90 17.5 7.6 4.2 95
11-Oct-90 24-Mar-00 19.0 5.6 3.5 113
9-Oct-02 9-Oct-07 15.0 5.8 2.9 60
9-Mar-09 20-Sep-18 16.6 3.8 2.2 114

16.7 7.1 3.8 79.1Average

Notes:
Source: Haver Analytics, Gluskin Sheff 
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(annualized percent change)

PAYING MORE FOR SLOWER GROWTH!

United States: Historical Bull Markets
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S&P 500 Divisor

16

S&P 500 Buybacks
(billions of shares) ($ billions)

SUPPLY-SIDE FORCES HAVE BEEN UNDERPINNING EQUITY MARKET

United States
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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” 



Gluskin Sheff + Associates Inc.Gluskin Sheff + Associates Inc.

18Notes:
Source: Federal Reserve, Gluskin Sheff 

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

THE FED HAS SLICED ITS NEUTRAL POLICY RATE FORECAST
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Notes:
Shaded regions represent periods of U.S. recession
Source: Haver Analytics, Gluskin Sheff 

(percent)
United States: Unemployment Rate

LITTLE (IF ANY) SLACK LEFT IN THE LABOR FORCE 
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Notes:
Shaded regions represent periods of U.S. recession
Source: Haver Analytics, Gluskin Sheff 
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(year-over-year percent change)

MAKING INFLATION GREAT AGAIN!

United States: PCE Deflator
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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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FED TIGHTENING CYCLES AND FINANCIAL EVENTS

22
Notes:
Shaded regions represent periods of U.S. recession
Source: Haver Analytics, Gluskin Sheff 

(percent)
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“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 



Gluskin Sheff + Associates Inc.

24

(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: Bloomberg, Gluskin Sheff

Microsoft, Intel, Lucent, Cisco, Oracle, and Dell

25

FAANGM Stocks
(percent)(percent)

CAVEAT EMPTOR AT 17%!!

United States: Market Cap as a Share of S&P 500
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Notes:
As of September 28, 2018
Source: Bloomberg, Gluskin Sheff

Relative Contribution of the S&P 500 – 2018 
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Percent Change – 2018 
(percent) (percent)

U.S. STOCK MARKET HIGHLY CONCENTRATED
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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 — sharp down, reflexive rebound 

and 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

BOB FARRELL’S 10 MARKET RULES TO REMEMBER
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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:
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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“The past few times unemployment fell to levels as 
low as those projected over the next year, signs of 
overheating showed up in financial-sector 
imbalances rather than in accelerating inflation. 
The Federal Reserve’s assessment suggests that 
financial vulnerabilities are building, which might be 
expected after a long period of economic expansion 
and very low interest rates. Rising risks are 
notable in the corporate sector, where low 
spreads and loosening credit terms are mirrored 
by rising indebtedness among corporations that 
could be vulnerable to downgrades in the event 
of unexpected adverse developments.”

— September 12, 2018

Notes:
Source: Lael Brainard; What Do We Mean by Neutral and What Role Does It Play in Monetary Policy?; September 12, 2018 

BRAINARD ON HEIGHTENED RISKS
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United States: Industrials: BBB Credit minus U.S. Treasuries
(basis points)

CORPORATE BOND SPREADS SUPER TIGHT

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

34

Month of Economic Cycle Peak

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

THE U.S. CYCLE IS VERY LATE

United States: Duration of Economic Expansions

0

20

40

60

80

100

120

140

Ju
n-

18
57

Oc
t-1

86
0

Ap
r-1

86
5

Ju
n-

18
69

Oc
t-1

87
3

M
ar

-1
88

2
M

ar
-1

88
7

Ju
l-1

89
0

Ja
n-

18
93

De
c-1

89
5

Ju
n-

18
99

Se
p-

19
02

M
ay

-1
90

7
Ja

n-
19

10
Ja

n-
19

13
Au

g-
19

18
Ja

n-
19

20
M

ay
-1

92
3

Oc
t-1

92
6

Au
g-

19
29

M
ay

-1
93

7
Fe

b-
19

45
No

v-1
94

8
Ju

l-1
95

3
Au

g-
19

57
Ap

r-1
96

0
De

c-1
96

9
No

v-1
97

3
Ja

n-
19

80
Ju

l-1
98

1
Ju

l-1
99

0
M

ar
-2

00
1

De
c-2

00
7

Cu
rre

nt

Second 
longest!

Average



Gluskin Sheff + Associates Inc.Gluskin Sheff + Associates Inc.

Notes:
Shaded regions represent periods of U.S. recession
Source: Haver Analytics, Gluskin Sheff
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United States: Output Gap
(percent)

U.S. ECONOMY HAS SHIFTED TO AN EXCESS DEMAND BACKDROP (INFLATIONARY)
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RUNNING OUT OF WORKERS

36
Notes:
Shaded regions represent periods of U.S. recession
Source: Haver Analytics, Gluskin Sheff 
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A SKILL-LESS JOBS EXPANSION

37
Notes:
Shaded regions represent periods of U.S. recession
Source: Haver Analytics, Gluskin Sheff 

(percent share)
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DITTO!

38
Notes:
Shaded regions represent periods of U.S. recession
Source: Haver Analytics, Gluskin Sheff 

(percent)

United States: NFIB: Quality of Labor Single Most Important Problem
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Employment/Population Ratio: Less Than HS Diploma

39

Unemployment Rate: Less Than HS Diploma
(percent) (percent)

A SKILL-LESS JOBS RECOVERY

United States

Notes:
Shaded regions represent periods of U.S. recession
Source: Haver Analytics, Gluskin Sheff
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WORKERS ARE JOB HOPPING THE MOST IN YEARS

40
Notes:
Shaded regions represent periods of U.S. recession
Source: Haver Analytics, Gluskin Sheff 
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EVIDENCE OF RISING WAGE GROWTH

41
Notes:
Shaded regions represent periods of U.S. recession
Source: Haver Analytics, Gluskin Sheff 

(year-over-year percent change)
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MORE WAGE ACCELERATION IS ON ITS WAY

42
Notes:
Shaded regions represent periods of U.S. recession
Source: Haver Analytics, Gluskin Sheff 

(percent)
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Notes:
Source: WSJ, The New York Times (February 7, 8, 9, 12, 13, 16, 2018)

43

A RETURN TO LARGE FISCAL DEFICITS
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Notes:
Source: Minutes of the Federal Open Market Committee (March 20-21, 2018)

44

…“participants generally regarded 
the magnitude and timing of the 
economic effects of the fiscal policy 
changes as uncertain, partly 
because there have been few 
historical examples of expansionary 
fiscal policy being implemented 
when the economy was operating at 
a high level of resource utilization. A 
number of participants also 
suggested that uncertainty about 
whether all elements of the tax cuts 
would be made permanent, or 
about the implications of higher 
budget deficits for fiscal 
sustainability and real interest 
rates, represented sources of 
downside risk to the economic 
outlook.”

AN UNPRECEDENTED LATE-CYCLE FISCAL BOOST 
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Notes:
Source: Minutes of the Federal Open Market Committee (July 31 - August 1, 2018)

45

“In addition, all participants pointed to 
ongoing trade disagreements and 
proposed trade measures as an important 
source of uncertainty and risks. 
Participants observed that if a large-scale 
and prolonged dispute over trade policies 
developed, there would likely be adverse 
effects on business sentiment, investment 
spending, and employment. Moreover, 
wide-ranging tariff increases would also 
reduce the purchasing power of U.S. 
households. 

Further negative effects in such a scenario 
could include reductions in productivity 
and disruptions of supply chains.”

THE FED ON TRADE DISPUTES
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46Notes:
Source: Financial Times (August 27, 2018)

INFLATION SURPRISE AHEAD?

“An increasing number of firms are telling us that 
they are going to start passing the cost increases 
through and will be reflected in final goods 
prices. Businesses have told me that they have been 
able to absorb a fair amount of the price increases to 
date but that their ability to do that is 
diminishing” (Raphael Bostic, President of the Atlanta 
Fed). 

“More and more of them [ed note: companies] are 
telling me for the first time in years ‘I am putting 
through price increases’ or ‘I intend to put 
through price increases’. It wouldn’t surprise me if 
we see it show up in the data here in the near future” 
(Robert Kaplan, President of the Dallas Fed). 

“If we continue to have these rolling tariffs where they 
keep increasing and adding on and adding on then 
you could have a longer spurt of inflation and that 
would make things a little more complicated” (Loretta 
Mester, President of the Cleveland Fed). 
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BUSINESSES ARE PLANNING TO RAISE PRICES

47
Notes:
Shaded regions represent periods of U.S. recession
Source: Haver Analytics, Gluskin Sheff 

(percent)
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Notes:
Source: Haver Analytics, Gluskin Sheff
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United States
(year-over-year percent change)

LEADING INFLATION INDICATORS POINTING UPWARD
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United States: 10-Year Less 2-Year Treasury Yield
(basis points)

49
Notes:
Shaded regions represent periods of U.S. recession
Source: Haver Analytics, Gluskin Sheff 

FLATTER YIELD CURVE – CLASSIC LATE-CYCLE
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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 (March 5, 2018)

THE SAN FRAN FED: ECONOMIC FORECASTS WITH THE YIELD CURVE
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U.S. 10-Year T-Note Yield LESS U.S. 2-Year T-Note Yield

52

Unemployment Rate
(basis points) (percent)

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

United States

Notes:
Shaded regions represent periods of U.S. recession
Source: 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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United States: NY Fed Probability of U.S. Recession 12-Months Ahead
(probability)

RECESSION PROBABILITIES ARE INCREASING
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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%

54Notes:
Source: Haver Analytics, Gluskin Sheff

14 OF 15 VARIABLES SUGGEST WE ARE IN THE FINAL INNINGS IN THE U.S.
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AS THE CYCLE TURNS…SO SHOULD YOUR PORTFOLIO

55

We are here

Early
-High yield bonds
-Low quality/high beta stocks
-Housing/autos
-Industrials
-Emerging Markets

Middle
-Technology
-Growth stocks
-Financials
-Commercial real estate

Late
-Credit hedge funds
-Low beta stocks
-Floating rate notes
-Inflation protection
-Energy Stocks
-Lifecos

Notes:
Source: Gluskin Sheff 
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56Notes:
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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