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MARKET MUSINGS & DATA DECIPHERING 

Breakfast with Dave 
U.S. UNEMPLOYMENT RATE HEADED FOR 12.0-13.0%  

• How does the U.S. 
government do the things 
it does with a 10% deficit-
to-GDP ratio?    

 

IN THIS ISSUE 
 
•The unemployment rate is 

likely headed for 12.0-
13.0%, but this is really 
meaningless except that 
it is very likely going to be 
a headline grabber 

• Small businesses in the 
U.S. still have the 
recession mentality  

There are serious structural issues undermining the U.S. labour market as 
companies continue to adjust their order books, production schedules and 
staffing requirements to a semi-permanently impaired credit backdrop.  The 
bottom line is that the level of credit per unit of GDP is going to be much, much 
lower in the future than has been the case in the last two decades.  While we 
may be getting close to a bottom in terms of employment, the jobless rate is very 
likely going to be climbing much further in the future due to the secular 
dynamics within the labour market that need to be discussed:   

• For the first time in at least six decades, private sector employment is 
negative on a 10-year basis (first turned negative in August).  Hence, the 
changes are not merely cyclical or short-term in nature.  Many of the jobs 
created between the 2001 and 2008 recessions were related either directly 
or indirectly to the parabolic extension of credit.   

• During this two-year recession, employment has declined a record 8 million.  
Even in percent terms, this is a record in the post-WWII experience.   

• Looking at the split, there were 11 million full-time jobs lost (usually we see 
three million in a garden-variety recession), of which three million were shifted 
into part-time work.   

• There are now a record 9.3 million Americans working part-time because they 
have no choice.  In past recessions, that number rarely got much above six 
million.   

• The workweek was sliced this cycle from 33.8 hours to a record low 33.0 
hours — the labour input equivalent is another 2.4 million jobs lost.  So when 
you count in hours, it’s as if we lost over 10 million jobs this cycle.  
Remarkable.  

• The number of permanent job losses this cycle (unemployed but not for 
temporary purposes) increased by a record 6.2 million.  In fact, well over half 
of the total unemployment pool of 15.7 million was generated just in this past 
recession alone.  A record 5.6 million people have been unemployed for at 
least six months (this number rarely gets above two million in a normal 
downturn) which is nearly a 36% share of the jobless ranks (again, this rarely 
gets above 20%).  Both the median (18.7 weeks) and average (26.9 weeks) 
duration of unemployment have risen to all-time highs.     
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• The longer it takes for these folks to find employment (and now they can go on 
the government benefit list for up to two years) the more difficult it is going to 
be to retrain them in the future when labour demand does begin to pick up.  
Not only that, but we have a youth unemployment rate now approaching a 
record 20%.  Again, this is going to prove to be very problematic for employers 
in the future who are going to be looking for skills and experience when the 
boomers finally do begin to retire.   

Employment is not going 
to zero, of that we are 
sure.  But when the 
economic clouds do 
depart, what are U.S. 
employers likely to do 
first?  

Well, the first thing 
companies would do is to 
increase the workweek, 
not to instantly hire new 
workers  

In a nutshell, to be calling for a 12.0-13.0% unemployment rate is 
meaningless except that it is very likely going to be a headline grabber.  The 
most inclusive definition of them all, the U6 measure of the unemployment 
rate, which includes all forms of unemployed and underemployed, is already at 
17.5%.  The posted U3 jobless rate that everyone focuses on is at 10.2% 
(though if it weren’t for the drop in the labour force participation rate, to 
65.1% from 66.0% a year ago, the unemployment rate would be testing the 
post-WWII high of 10.8% right now).  The gap between the U6 and the official 
U3 rate is at a record 7.3 percentage points.  Normally this spread is between 
3-4 percentage points and ultimately we will see a reversion to the mean, to 
some unhappy middle where the U6 may be closer to 15.0-16.0% and the 
posted jobless rate closer to 12%.  This will undoubtedly be a major political 
issue, especially in the context of a mid-term elections and the GOP starting to 
gain some electoral ground.  

Think about it.  We haven’t yet hit bottom on employment but that will happen at 
some point.  Employment is not going to zero, of that we can assure you.  But 
when we do start to see the economic clouds part in a more decisive fashion, 
what are employers likely to do first?  Well, naturally they will begin to boost the 
workweek and just getting back to pre-recession levels would be the same as 
hiring more than two million people.  Then there are the record number of 
people who got furloughed into part-time work and again, they total over nine 
million, and these folks are not counted as unemployed even if they are working 
considerably fewer days than they were before the credit crunch began.   

So the business sector has a vast pool of resources to draw from before they 
start tapping into the ranks of the unemployed or the typical 100,000-125,000 
new entrants into the labour force when the economy turns the corner.  Hence 
the unemployment rate is going to very likely be making new highs long after the 
recession is over — perhaps even years.   
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After all, the recession ended in November 2001 with an unemployment rate at 
5.5% and yet the unemployment rate did not peak until June 2003, at 6.3%.  
The recession ended in March 1991 when the jobless rate was 6.8% and it did 
not peak until June 1992, at 7.8%.  In both cases, the unemployment rate 
peaked well more than a year after the recession technically ended.  The 2001 
cycle was a tech capital stock deflation; the 1991 cycle was the Savings & Loan 
debacle; this past cycle was an asset deflation and credit collapse of epic 
proportions.  And economists think that the unemployment rate is in the process 
of cresting now?  Just remember it is the same consensus community that 
predicted at the beginning of 2008 that the jobless rate would peak out below 
6% this cycle.  Thanks for coming out.    

The unemployment rate 
almost always peaks after 
the recession technically 
ends   

SMALL BUSINESSES STILL HAVE THE RECESSION MENTALITY  

First, let’s put the 89.1 reading into some perspective.  In recessions, the 
National Federation of Independent Business (NFIB) small business optimism 
index averages 92.5.  In expansions, it averages 100.2.  So let’s get a grip — the 
index, at its current level, is still consistent with a contracting economy.  In fact, 
private payrolls are declining and GDP excluding government support is stagnant 
at best.  By the time the S&P 500 was up 60% in the fall of 2005, the NFIB index 
was already well north of 100.     

The NFIB small business 
optimism index, at 89.1, is 
still consistent with a 
contracting economy   

The labour components of the small businesses survey are worrisome.  The net 
share with a job opening was stuck at +8.  Hiring intentions did improve from -4 
to -1 but remained in negative terrain as it has since Lehman collapsed.  The 
index measuring wage increases fell to a four-month low of 4 from 7 in 
September.     

The data from the NFIB seem to be completely at odds with the profit data 
coming out from the S&P 500, but we are talking about two different universes 
here as the NFIB focuses on small companies.  For the third month in a row, the 
profit improvement index remained and an abysmal -40.  The net share 
reporting higher sales actually worsened to a three-month low of -31 from -26.  
When it came to citing top concerns, what was at the very front of the list was 
“poor sales” at 33% (from 32%) — tied for a new high.    

With regard to business spending — the index measuring expansion plans 
dropped form 9 to 7.  Capex intentions dipped to 17 from 18, and we see no 
signs at all of an inventory-cycle taking hold at all.  The net share saying 
inventories were “too low” actually went from 0 to -3; the share adding to 
inventories declined to -26 from -24 in September (second worst reading ever); 
and the net share indicating a desire to re-stock went from -6 to -3 (again, this 
shows that even if companies may be cutting inventories in the future at a lower 
rate, they will still be cutting nonetheless and we find this a very bizarre way to 
embark on a sustained economic revival).  
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The biggest worry for small 
businesses in the U.S. is 
poor sales 

In terms of financing, the net share saying that ‘credit is hard to get’ stayed at a 
high 14 (third highest in the past three decades); ditto for the share believing 
that credit conditions are going to improve in the near-term (this index actually 
declined to -16 from -15 and again the third worst reading in the past three 
decades).  So, somehow all the best efforts to unclog the credit arteries have 
bypassed the small business sector.       

The inflation data were extremely bond-friendly — the pricing power index sagged 
to a four-month low of 5 in October from 6 in September and 8 in August.  What 
was truly striking was that of all the items listed as a top concern, only 2% cited 
inflation as the major problem — a six-year low.  Compare that to the 33% who 
cited poor sales; the 22% who said taxes were the most profound worry; and the 
11% who complained about government policy (but what about the stimulus?).   

HOW DOES THE U.S. GOVERNMENT DO THAT (WITH A 10% DEFICIT/GDP 
RATIO TO BOOT)?   

• It is trying to promote consumer spending at a time when the 
consumption/GDP ratio is at a record high of 71% and well above the long-
term norm of 64%.  

• It is trying to promote credit creation at a time when household debt/income 
ratio at 125% is still near an all-time high and twice the historical norm.   

• It is trying to promote a higher homeownership rate even though, at 67.4%, 
it is just about the highest in the world and still well above the historical 
norm of 64.0%.  
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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 focused primarily on high net worth private clients, we are dedicated to the 
prudent stewardship of our clients’ wealth through the delivery of strong, risk-adjusted 
investment returns together with the highest level of personalized client service. 
OVERVIEW 
As of September 30, 2009, the Firm 
managed assets of $5.0 billion. 

Gluskin Sheff became a publicly traded 
corporation on the Toronto Stock 
Exchange (symbol: GS) in May 2006 and 
remains 65% 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 offer a diverse platform of investment 
strategies (Canadian and U.S. equities, 
Alternative and Fixed Income) and 
investment styles (Value, Growth and 
Income).1 

The minimum investment required to 
establish a client relationship with the 
Firm is $3 million for Canadian investors 
and $5 million for U.S. & International 
investors. 

PERFORMANCE 
$1 million invested in our Canadian Value 
Portfolio in 1991 (its inception date) 
would have grown to $15.5 million2 on 
September 30, 2009 versus $9.7 million 
for the S&P/TSX Total Return Index 
over the same period.  

$1 million usd invested in our U.S. 
Equity Portfolio in 1986 (its inception 
date) would have grown to $11.2 million 
usd

2 on September 30, 2009 versus $8.7 
million usd for the S&P 500 Total 
Return Index over the same period. 

 

INVESTMENT STRATEGY & TEAM 
We have strong and stable portfolio 
management, research and client service 
teams. Aside from recent additions, our 
Portfolio Managers have been with the 
Firm for a minimum of ten years and we 
have attracted “best in class” talent at all 
levels. Our performance results are those 
of the team in place. 

 
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. 
 
 
$1 million invested in our 

Canadian Value Portfolio 

in 1991 (its inception 

date) would have grown to 

$15.5 million2 on 

September 30, 2009 

versus $9.7 million for the 

S&P/TSX Total Return 

Index over the same 

period. 

 

We have a strong history of insightful 
bottom-up security selection based on 
fundamental analysis. 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. For corporate 
bonds, we look for issuers with a margin of 
safety for the payment of interest and 
principal, and yields which are attractive 
relative to the assessed credit risks involved. 

We assemble concentrated portfolios 
— our top ten holdings typically 
represent between 25% to 45% of a 
portfolio. In this way, clients benefit 
from the ideas in which we have the 
highest conviction. 

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

PORTFOLIO CONSTRUCTION 
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, with the noted 
addition of David Rosenberg as Chief 
Economist & Strategist.

For further information, 
please contact 
questions@gluskinsheff.com 

Notes: 
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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 Value and U.S. Equity portfolios, as applicable, and are presented net of fees and expenses. 
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IMPORTANT DISCLOSURES 
Copyright 2009 Gluskin Sheff + Associates Inc. (“Gluskin Sheff”).  All rights 
reserved.  This report is prepared for the use of Gluskin Sheff clients and 
subscribers to this report and may not be redistributed, retransmitted or 
disclosed, in whole or in part, or in any form or manner, without the express 
written consent of 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.   

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.  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 covered in or impacted by this report.  

Individuals identified as economists do not function as research analysts 
under U.S. law and reports prepared by them are not research reports under 
applicable U.S. rules and regulations. Macroeconomic analysis is 
considered investment research for purposes of distribution in the U.K. 
under the rules of the Financial Services Authority. 

Neither the information nor any opinion expressed constitutes an offer or an 
invitation to make an offer, to buy or sell any securities or other financial 
instrument or any derivative related to such securities or instruments (e.g., 
options, futures, warrants, and contracts for differences).  This report is not 
intended to provide personal investment advice and it does not take into 
account the specific investment objectives, financial situation and the 
particular needs of any specific person.  Investors should seek financial 
advice regarding the appropriateness of investing in financial instruments 
and implementing investment strategies discussed or recommended in this 
report and should understand that statements regarding future prospects 
may not be realized.  Any decision to purchase or subscribe for securities in 
any offering must be based solely on existing public information on such 
security or the information in the prospectus or other offering document 
issued in connection with such offering, and not on this report. 

Securities and other financial instruments discussed in this report, or 
recommended by Gluskin Sheff, are not insured by the Federal Deposit 
Insurance Corporation 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 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.  Levels 
and basis for taxation may change. 

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. 

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. 

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. 

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.   

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.  
Prices also 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. 

Neither Gluskin Sheff nor any director, officer or employee of Gluskin Sheff 
accepts any liability whatsoever for any direct, indirect or consequential 
damages or losses arising from any use of this report or its contents.  
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