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MARKET MUSINGS & DATA DECIPHERING

Twitter with Dave
TRUMPONOMICS WILL SPARK THE NEXT RECESSION – AND SOON
Trumponomics will cause the next recession within the next 12 months.
I know that sounds soon, but who saw the recession coming in
December, 2006, when visions of endless housing-related prosperity
danced through everyone’s minds? Who saw the recession coming back
in March, 2000, as the Nasdaq was still at nosebleed levels, and talk of
a new paradigm in technological advances went viral?
The policies pursued by Donald Trump’s administration, from purely a
macro standpoint, have on net been detrimental to the economic
outlook. This is not to say that the deregulation efforts were not
beneficial. (But who cares about the environment, right? Or about
ensuring there is an adequate regulatory system for the financial
sector?).
This is not to say that the “reform”’ part of the tax package was not a
great idea – it was absolutely vital to put the United States’ corporate
tax structure on a global competitive footing. Ireland recognized this
long ago. President Emmanuel Macron in France recognizes this. Now,
Australia is trying to push through lower tax rates as well. Only the
federal government in Canada doesn’t seem to get it.
People are simply too scared to talk about the dark side of
Trumponomics. I’m amazed at all the TV pundits waxing about how great
an idea it is to stimulate fiscal policy at this stage of the cycle. So let’s
call it for what it is − stimulus, not just reform. The tax base was never
broadened, there were bells and whistles everywhere, and to sell the
corporate tax cuts to the general public, somebody in Washington
thought it was a dandy idea to also provide tax relief to the personal
sector. Regressive tax cuts at that, which will only serve to accentuate
already-record levels of income inequality. And, to add fuel to the fire,
we get more government spending.
Some will argue that there are tremendous supply-side elements to the
tax package that was passed last year. Pure bunk. It is almost all classic
Keynesian-style stimulus. And it’s all being financed by issuing more
debt at a time when the structural or “cyclically adjusted” budget deficit
already is 3 per cent of GDP. At this stage of the cycle, at full
employment, the government should be running a balanced budget or
even surpluses − as they do in Germany. Running structural deficits at
this level is destabilizing for the financial markets, and I am concerned
that there is less discussion on this than there is on how wonderful the
earnings season is − which is primarily because of the transitory effects
of the tax stimulus.
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As Newton’s laws taught us, every action has an equal and opposite
reaction. To engage in overall fiscal stimulus now is akin to giving
steroids to a musclebound wrestler. And to be tacking on large-scale
deficits on top of an already intractable fiscal largesse will go down in
the history books as one of the most colossal policy missteps of all time.
The opposite reaction is interest rates − they can only go higher given
the current backdrop of heightened material cost pressures; evidence
that wages are picking up and the booming supply crop of Treasuries.
And the same countries that President Trump and his protectionist team
are attacking with tariffs on steel and aluminum are the ones that
financed nearly half of last year’s fiscal deficit, soon to double in size.
Imagine what happens to the U.S. economy if domestic entities have to
be the ones to fund their own fiscal rectitude.
As it stands, the futures market has repriced for better-than-even odds
that the U.S. Federal Reserve hikes rates three more times this year,
compared to a one-in-three chance just a month ago. The yield on the
10-year T-note has broken into a new and higher range, where a 3-percent yield is likely now a floor as opposed to the ceiling it had been for
the past few months. This then comes right back into the housing
market, where mortgage rates are rising in tandem with higher bond
yields, crimping affordability along the way. This is readily evident in the
fact that mortgage applications for new-home purchases have sagged
for three weeks running, housing starts slumped 3.7 per cent
sequentially in April to their low-water mark of the year and the S&P 500
home-building stocks saw a 20-per-cent bear-market decline from the
nearby highs. Housing is the quintessential leading indicator of the
economy, and the action beneath the veneer of the major equity indexes
is flashing a warning sign on this expansion − the second-longest ever at
107 months.
Compounding the problem for the Fed, and the housing market, are
these trade policies. So the Trump team cuts taxes on the one hand,
and then raises them with the other with all these tariffs. If you don’t see
growth-crunching inflation, you obviously haven’t looked at the chart of
lumber prices. Prices have skyrocketed 68 per cent in the past year to
record highs, courtesy of the tariffs imposed on Canadian softwood
lumber. The National Association of Home Builders estimates that this
policy alone has made the average single-family home more expensive
to first-time buyers by $1,360 a unit. All in the name of protecting the
U.S. lumber industry, at the expense of the consumer. Nice going.
Just remember: Ronald Reagan cut taxes in 1981 and the Fed triggered
a recession that same quarter. We had the historic tax reform in the
summer of 1986 and that didn’t stop the stock market a year later from
rolling over in a very material way – again, with the Fed’s thumbprints all
over that event.
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As Albert Einstein famously said, the power of compound interest is the
eighth wonder of the world. He didn’t say late-cycle fiscal stimulus, he
said interest rates. Together with a firmer greenback, monetary
conditions are beginning to tighten in the United States in a rather
material way. This will outlast the ill-timed fiscal relief, and blaze the trail
for another recession that once again is far away from the mainstream
consensus forecast.
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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 meeting the needs of our clients by delivering strong risk-adjusted returns together
with the highest level of personalized client service.
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PERSONAL
As of March 31, 2018, the Firm managed For Gluskin Sheff, delivering outstanding
assets of $9.0 billion.
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 is
investment plans to suit each client’s
17% owned by its senior management and
specific objectives and risk profile.
employees. We have public company
accountability and governance with a
private company commitment to
innovation and service.

LEADING
Our team is an exemplary group of
investment professionals deep in talent,
ideas and experience with industry leaders
in risk management and client service —
all with the objective of providing strong
risk-adjusted returns and the highest level
of personalized client service.
INNOVATIVE
Throughout our history we have
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.

Our success in developing lasting client
relationships is founded on shared values,
a thorough understanding of our clients’
goals and a keen desire to earn their trust
and confidence.

ALIGNED
Our investment interests are directly
aligned with those of our clients, as
Gluskin Sheff’s management and
employees are collectively among the
largest clients of the Firm. Our clients are
our partners, through performance-based
fees that are earned only when prespecified performance benchmarks for
clients’ investments are exceeded.

Our investment
interests are directly
aligned with those of
our clients, as
Gluskin Sheff’s
management and
employees are
collectively among
the largest clients of
the Firm.

$1 million invested in our
flagship GS+A Premium
Income Portfolio in 2001
(its inception date) would
have grown to
approximately $6.3
million2 on April 30, 2018
versus $3.1 million for the
S&P/TSX Total Return
Index3 over the same
period.

For further information, please
contact:
research@gluskinsheff.com

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
Your receipt and use of this report is governed by the Terms and Conditions
of Use which may be viewed at
research.gluskinsheff.com/epaper/helpandsupport.aspx?subpage=TermsO
fUse
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.
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