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U.S. CONSUMER CONFIDENCE — LESS THAN MEETS THE EYE

The University of Michigan consumer sentiment index ticked up in November, to
69.3 from 67.7 in October, and the headlines were screaming at how it hit a
five-month high. There was no mention of the fact that:

1. Itis still off the 76.0 nearby peak posted in June.

2. At 69.3, it is not only well below average economic expansion levels of 99.0,
but is still below what we generally see in recessions (74.0).

3. The report itself was hardly universally positive — sentiment was down in the
Northeast (64.5 from 65.2), the South (65.2 from 68.3) and was basically
flat in the Midwest (72.8 from 72.4). All the strength was in the West —
77.1 from 63.3 — and was likely more due to the Giants’ World Series victory
than anything to do with the economy.

4. People aged 35-54 saw their confidence levels fall too (only the breadwinner
age group) — to a four-month low of 70.2 from 70.5 (a record high
unemployment rate of over 8% likely at play here for this age group).

What's incredible was how little impact the weak U.S. dollar and the bounce in
commodity prices have had on household inflation expectations. The median 5-
10-year inflation expectation measure remained at 2.8%, about where it has
been for six months. Now the one-year median inflation expectations gauge did
rise to 3.0% in November from 2.7% in October and 2.2% in September, so this
is not a case of the consumer being ignorant about what is happening to the
price of crude, copper and food. It is just that the consumer knows that the
commodity boom and weakness in the U.S. dollar is likely not going to be a
multi-year feature of the landscape any more than it was when oil was piercing
$140/bbl in the summer of 2008 (recall that six months later, everyone was
talking about deflation — who would-a thunk?).

THE LONG AND THE SHORT OF IT

Following the Fed’s first strong hints at QE2 in late August, we saw some wild
movements in terms of market positioning across a variety of asset classes.
These swings are highlighted in the weekly Commitment of Traders report, which
we have discussed in the recent past. While fundamentals, valuation and
technicals are all key in determining the direction of asset prices, how investors
are positioned is no less important and right now, there is still an extreme level
of speculative activity in some cases that is set to unwind as the risk-on trade
fades away.

Please see important disclosures at the end of this document.

IN THE FULL ISSUE OF
BREAKFAST WITH DAVE

e While you were sleeping:
the action in equities is
rather mixed, but with a
downward bias; bond
markets across the globe
are selling off; the U.S.
dollar is firm on continued
debt concerns in Europe

e U.S. consumer confidence,
less than meets the eye:
yes, the early reading on
the University of Michigan
consumer sentiment index
did pop to a five-month
high, but this is still below
the level we saw back in
June and the whole report
itself is not universally
positive

The long and the short of
it: while fundamentals,
valuation and technicals
are all key in determining
the direction of asset
prices, how investors are
positioned is no less
important and right now,
there is still an extreme
level of speculative activity
in some cases that is set
to unwind as the risk-on
trade fades away.

Equity market sentiment
still too bullish

Discord, not accord

Putting the pop in the crop

Three reasons why I'm
worried about U.S.
retailers

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 meeting the needs of our clients by delivering strong, risk-adjusted returns together with the highest
level of personalized client service. For more information or to subscribe to Gluskin Sheft economic reports, visit www.gluskinsheff.com




November 15, 2010 - BREAKFAST LITE WITH DAVE

EQUITY MARKET SENTIMENT STILL TOO BULLISH

As we said last week, the fact that the Market Vane Sentiment Poll was at the
high end of the range, the Investors Intelligence poll showing more than twice as
many bulls as there are bears, the Barron’s Big Money poll revealing 62%
bullishness towards equities and only 3% towards bonds, and the fact that
equity PMs are now just sitting at 3.5% cash, were all signs of a stock market
that was overextended and ripe for a corrective phase. And, despite the sloppy
week the market just endured — for the first time in over two months — page B7
of the weekend WSJ still runs with a huge article titled How to Play a Market
Rally. We're not sure, from a contrary perspective, if this is what a bull wants to
see at the high end of the range for the S&P 500.

DISCORD, NOT ACCORD

In late 2008, the G20 got together in Washington to solve the world’s problems
as the Great Recession deepened. This actually turned out to be a major turning
point since everyone was on the same page in terms of rescuing the global
economy. China came out of the gates with a massive fiscal package, which
started to percolate right away; Germany was the first to unveil a ‘cash-for-
clunkers’ program to spur consumer spending; then the U.S. unveiled a large-
scale fiscal stimulus plan, which of course, never did live up to its advanced
billing in terms of redressing what is now very clearly a chronic unemployment
problem.

So, this latest G20 meeting where lots was discussed but little action taken may
well be a watershed but in a different direction because what it underscored was
how divided the world is right now and how insular it has become. The front
page of the weekend WSJ said it best, U.S. Gets Scant Help at Divided Summit.

PUTTING THE POP IN THE CROP

If you are looking for secular growth, then focus on the farm — great article on
this file on page A3 of the weekend WSJ — Land Becomes Cash Crop in Farm
Belt. Farmland values in the U.S. are up a healthy and hardly bubbly 6.4% over
the past year. And, because of the runup in cotton, corn wheat and soybean
prices, net farm incomes have enjoyed a 24% increase, to $77 billion. The
continued protein shift in China coupled with the weak U.S. dollar remains a
boon for this sector of the economy and perhaps one reason why the latest
economic data out of the Midwest have looked particularly decent.

Canadian real estate of all kinds have been in a bull market too and while
looking pricey in many areas, it could well reflect demand from fundamental
forces as opposed to speculative pressures. In particular, organic growth from
solid demographics. Just have a look at the front page of the Saturday NYT —
Defying Trend, Canada Lures More Migrants.
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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, 2010, the Firm
managed assets of $5.8 billion.

Gluskin Sheff became a publicly traded
corporation on the Toronto Stock
Exchange (symbol: GS) in May 2006 and
remains 49% 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).!

The minimum investment required to
establish a client relationship with the
Firm is $3 million for Canadian investors
and s5 million for U.S. & International
investors.

PERFORMANCE

s1 million invested in our Canadian
Equity Portfolio in 1991 (its inception
date) would have grown to $9.1 million’
on September 30, 2010 versus $5.9 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 $11.8 million
UsD” on September 30, 2010 versus $9.6
million usp for the S&P 500 Total

Return Index over the same period.

Notes:
Unless otherwise noted, all values are in Canadian dollars.

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.

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
tundamental analysis and our top-down
macroeconomic view.
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For further information,
please contact

questions@gluskinsheff-com

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 Value and U.S. Equity portfolios, as applicable, and are presented net of fees and expenses.
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IMPORTANT DISCLOSURES
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Copyright 2010 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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