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Swinging for Singles but not Hiding in the Dugout
I had an epiphany (of sorts) very recently.
I was seeing a prospect (now a client) in the U.S. with one of our senior client
service/risk management professionals when the comment was made and
question asked of us that went something like this: “You guys have done a great
job pitching your firm, but if there was a criticism out there, what would it be?
Everyone has at least one blemish.”
I took this one on and said “I know exactly what the criticism would be of us, and
I will gladly share the blame on this one. But if there were to be a criticism, it
would be that we have focused too much on capital preservation. We have been
too conservative.”
The prospect-turned-client responded with … “that is exactly what I wanted to
hear.”
I went on.
“You know, when you write a daily and talk about risk as much as I do, people
confuse you with some sort of radical perma-bear. But Merrill Lynch never hired
me in 2000 with a bull on my business card because I was some radical permabear. Nor did a high-net-worth wealth management firm like Gluskin Sheff hire
me just over three years ago because I am some radical perma-bear. I made my
name by building a skill-set that takes the economic data points and connects
the dots to what clients in this business need from a market economist, which is
a cogent and thoughtful investment strategy.”
“But yes, we are in the business of risk. When interest rates are near 0% as they
currently are, the money market is telling you something about risk (that it is
high) and about the economic outlook (fragile). So we have an enormous task in
terms of identifying the risk, assessing the risk, managing the risk and then
pricing the risk. At all times, we must ensure that our clients are getting paid
adequately to take on the risks involved across all of our portfolios. The fact that
we invest in the same strategies as our clients makes us sharpen our focus that
much more since seeing our clients do well means we are feeding our families
at the same time.”
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“When Ira Gluskin and Gerry Sheff started the business back in the early 1980s,
we were at the early stages of one of the most pronounced secular bull markets
ever recorded. The first of the boomers were in their early 30s and heading into
their prime risk-taking years. The first of the boomers are now in their mid-60s
and have a reduced tolerance for risk. And the money market at the time, 180
degrees different than what it is flashing today, was signalling a prolonged
period of corporate pricing power and prosperity. Double-digit short-term rates
back then meant that any portfolio manager had a huge hurdle to clear. Then
again, the level of the interest rate was also telling something about the level of
economic growth that lay ahead. So a blessing and a curse at the same time.
Today, 0% money market rates means we are playing from the white tees, but at
the same time, the curse lies in the economic message of debt deflation and, as
such, a very narrow fairway. Back in the early 1980s, Ira more often swung for
the fences and for years hit many home runs — not that there wasn’t the odd
strikeout. And Ira, who recently turned 70 but looks ten years younger, was
hugely successful, especially in those early years.”
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“So I suppose what has changed the most in terms of the investment philosophy
that has permeated many of our strategies since the early days is that we are no
longer going to focus primarily on hitting home runs. Not that we don’t have
power hitters in the lineup that can hit the ball out of the park — we have
strategies on the bench that can indeed hit for power. But moving them up in
the batting order will hinge on the market and macro environment and much
more clarity over the outlook for the global economy — and signs that policy
stimulus is starting to gain traction. So far this has proven elusive. Two rounds of
QE and two rounds of Operation Twists and the broad market averages have
been merely range-bound and the U.S. economy has re-entered a stall-speed
bump for the third time in three post-recession years, which is beyond the realm
of normality. We are going to focus on hitting singles and getting on base all the
time. Hit singles when the market hits home runs (part of 2009 and 2010) and
hit singles when the market strikes out (2011 and a decent chunk of this year,
at least since April). To be sure, at some point, when the vagaries of a postbubble credit collapse stop throwing nasty sliders at the marketplace and we get
into a real hitter’s count of three balls and one strike, we will not be shy about
bringing out the power hitters. But understanding the environment we are in and
actively engaging the markets and what they give us is the key to successful
investing and that is the case all the time. With risk-free rates at or near 0%, this
is no time to run and hide in the dugout. At the same time, it is about ensuring
that we are sending the right batters to the plate, in the right order, to face a lefthander with an unpredictable knuckleball.”
“So if there is a criticism, it is that we focus intensively on capital preservation.
But there is an addendum to that, which is the preservation of cash flows as
well. This requires a complete set of skills to match the market opportunities
that are being presented to us. With that in mind, in a deflationary environment
where rates are at or near 0%, it is not that “cash is king” as much as “cash
flow” is king. Income. Safety and Income at a Reasonable Price or otherwise
known as S.I.R.P. — many of our portfolios fit that bill. The other two D’s, in
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addition to deflation, that I have discussed in detail in the past — deleveraging
and demographics — make the income theme that much more compelling. At
some point — likely in the next secular bull market, which could still be years
away, the income theme will grow stale and we shall see a return to aggressive
growth and capital appreciation strategies. For now, it is important to have
exposure to income-generating strategies within the equity market or the
alternatives space and collect an economic rent as we wait for the inevitable
transition to the next up-cycle.”
I kept going.
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“I’ve been at Gluskin Sheff now for three years and I get asked the question still
as to what the big difference is between being an economist on the “sell side” at
large shops like a Merrill Lynch or a BMO Nesbitt Burns before that, and the life
of an economist on the “buy side” at a wealth management boutique.”
“Well, there are plenty of differences but the most important is this. First, in my
previous life at a large sell-side bank, I flew all over the world seeing all the
portfolio managers. But I would be in a large boardroom in a larger building and
give my spiel in front of countless PMs and analysts, and then leave for the next
meeting at some other building, then another and then off to the airport to go to
another city and do the same thing all over again. Lather. Rinse. Repeat. But
now, the only portfolio managers I speak to are our portfolio managers. And it is
24-7. My office is right beside Ira’s and diagonal to our Chief Investment Officer,
Bill Webb. I am sitting right out there in the trenches with the investment team,
which is light years apart from being part of a research department on a
different floor and often in a different building from the decision makers at a big
bank.”
“The questions I used to field in the old days, mostly from traders and the sales
force were always “Dave, what’s your call on this? ... Dave, what’s your call on
that? In my current role at Gluskin Sheff, the questions I field from our portfolio
managers are quite a bit different. I’ll get asked “what’s your base-case scenario
on this?”. Now keep in mind that I forecast a lot of variables. And only the most
arrogant fool rules anything out, but you have to have a base-case forecast —
the most likely scenario for X, Y and Z. But the question does not stop at “what’s
the base case?”. But the portfolio managers constantly ask “and how much
conviction do you have in your base case?”. And the next question after that is
“and what is the next base case after that, and what is your level of conviction
on that ... and the next base case after that?” and so on and so forth. It’s a
polite way of asking “where could you be wrong in the base-case forecast”, and
beyond that “where could you be wrong on the second most likely scenario” …
this process extends right through the entire range of probable and possible
outcomes.”
“So I finally figured out what actually makes a portfolio manager tick! It took
some time working on the investment floor but I did figure out the lens through
which they look at the world. It is all about the distribution curve probabilities of
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various outcomes and the potential reward of being right across the spectrum of
outcomes benchmarked against the maximum cost of being wrong. It is all about
“expected values” across the entire probability curve. And being able to identify
various scenarios and attach probabilities of them happening and costing out
the possible losses against the potential returns from being right and weighting
them across the entire distribution curve ... well, that, my friends, is the holy grail
in terms of strategic investing. And in terms of my own professional
development, all this goes to show that even for a 50-something like myself, an
old dog can still learn some new tricks in this dynamic business of wealth
management. What the portfolio managers have taught me the most is how to
manage mistakes and learn from them and to spend time thinking about where
my calls can go awry. Knowing how to manage one’s mistakes is what makes
the difference between a great and an average economist, strategist or portfolio
manager.”
“All that said, the key for all of us is to understand that we are still in the throes
of a debt deleveraging cycle that first engulfed the housing and consumer
sectors and is now attacking the government sector in country after country. It is
not only Europe. China and the U.S.A. too. There is still far too much debt at all
levels of society relative to the world’s capacity to service it. This is a critical
reason why government and central bank policies aimed at fighting traditional
recessions in the past have so far been ineffective and now we have monetary
authorities dipping into the toolbox of unconventional balance sheet expansions
and contortions. We have governments battling a debt deleveraging cycle of epic
proportions, and by definition, these phases involve debt paydowns, defaults
and rising savings rates — a highly deflationary brew. And it also means that we
now reside in a world of fat-tail distribution risks, where the range of outcomes is
unusually wide, as opposed to the comfort zone of a classic post-WWII cycle,
where we understood what caused recessions and we knew exactly what it took
to get out of them, and where there was a much thinner tail to the probability
curve.”
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“May those days rest in peace. But once we can acknowledge that we are in a
fat-tail world, it is akin to moving into the acceptance phase of the classic five
Kubler-Ross stages of grief. This is no time for denial. And once we have made
this determination, one can then reasonably construct a prudent investment
strategy that involves exposure to hedge funds that really hedge the risks,
exposure to asset classes that are at least halfway priced for a recessionary
outcome like corporate credit, and exposure to income-generating assets of all
types, including hybrid portfolios with low betas, low but rising payout ratios in
companies with strong balance sheets and a history of generating stable cash
flows.”
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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.
0

OVERVIEW

INVESTMENT STRATEGY & TEAM

As of March 31, 2012, the Firm managed
assets of $5.5 billion.

We have strong and stable portfolio
management, research and client service
teams with “best in class” talent at all
levels.

Gluskin Sheff became a publicly traded
corporation on the Toronto Stock
Exchange (symbol: GS) in May 2006 and
remains 46% owned by its senior
management and employees. We have
public company accountability and
governance with a private company
commitment to innovation and service.
Our investment interests are directly
aligned with those of our clients, as
Gluskin Sheff’s management and
employees are collectively the largest
client of the Firm’s investment portfolios.

We have a strong history of insightful
bottom-up security selection based on
fundamental analysis.

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

For long equities, we look for companies
with a history of long-term growth and
stability, a proven track record,
shareholder-minded management and a
share price below our estimate of intrinsic
value. We look for the opposite in
equities that we sell short.

$1 million invested in our

For corporate bonds, we look for issuers
We offer a diverse platform of investment with a margin of safety for the payment
strategies, including Canadian, U.S. and of interest and principal, and yields which
are attractive relative to the assessed
International Equity strategies,
credit risks involved.
Alternative strategies and Fixed Income
1
strategies.
We assemble concentrated portfolios our top ten holdings typically represent
The minimum investment required to
between 25% to 45% of a portfolio. In this
establish a client relationship with the
way, clients benefit from the ideas in
Firm is $3 million.
which we have the highest conviction.

PERFORMANCE

$1 million invested in our Canadian
Equity Portfolio in 1991 (its inception
2
date) would have grown to $9.3 million
on March 31, 2012 versus $6.2 million for
the S&P/TSX Total Return Index over
the same period.

Our success has often been linked to our
long history of investing in underfollowed and under-appreciated small
and mid cap companies both in Canada
and the U.S.

$1 million usd invested in our U.S.
Equity Portfolio in 1986 (its inception
date) would have grown to $14.5 million
2
usd on March 31, 2012 versus $12.2
million usd for the S&P 500 Total
Return Index over the same period.

In terms of asset mix and portfolio
construction, we offer a unique marriage
between our bottom-up security-specific
fundamental analysis and our top-down
macroeconomic view.

Canadian Equity Portfolio
in 1991 (its inception
date) would have grown to
$9.3 million2 on March
31, 2012 versus $6.2
million for the S&P/TSX
Total Return Index over
the same period.

PORTFOLIO CONSTRUCTION
For further information,
please contact
questions@gluskinsheﬀ.com
H

Notes:
Unless otherwise noted, all values are in Canadian dollars.
1. Not all investment strategies are available to non-Canadian investors. Please contact Gluskin Sheff for information specific to your situation.
2. Returns are based on the composite of segregated Canadian Equity and U.S. Equity portfolios, as applicable, and are presented net of fees and expenses.
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IMPORTANT DISCLOSURES
Copyright 2012 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.
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