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Monitoring the business cycle is of
paramount importance. Since 1965,
two-year rolling losses of 20% or more
have always been preceded by a
business cycle peak. Equity markets
tend to be more volatile following
business cycle peaks than during
periods of economic expansion.
To monitor the business cycle, we
developed our Economic Composite.
The cornerstone of the Economic
Composite is the term structure.
Research by Estrella and Mishkin
(1996, 1998) and Wright (2006)
concludes that the term structure (i.e.,
three-month yields less ten-year
yields) is a viable tool for predicting
business cycle peaks and has a longer
lead time than other economic

variables. Our research concurs with
these studies.
Our model calculates the current term
structure’s decile rank relative to
historical spreads. Other economic
variables such as the ISM survey,
capacity utilization and the
unemployment rate are also converted
to decile ranks relative to their
historical values. The decile ranks of
each variable are combined into one
master rank. When the decile rank of
the master rank records a value of one
(i.e., the bottom decile), then an
Economic Composite business cycle
peak warning signal is triggered.

Ronald Steinhoff, CFA
Portfolio Manager

In our historical study of U.S. business
cycles, Economic Composite business
cycle peak warnings preceded actual
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business cycle peak dates (as defined
by the National Bureau of Economic
Research, or NBER) by an average of
289 days. Since 1960, the average
decline for the S&P 500 Index
following an Economic Composite
warning signal for the U.S. economy to
the subsequent S&P 500 Index low
was 26.1%. The latest Economic
Composite warning signal for the U.S.
economy occurred on October 27,

2006, 430 days before the NBER peak
date of December 2007.
Figure 1 shows the historical NBER
cycle peak dates, historical Economic
Composite warning signals, and the
historical trading price of the S&P 500
Index (log scale).

Figure 1. Economic Composite and NBER cycle peak dates
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DISCLAIMER
The Global Generation Value Private Trust is generally available to investors who can meet certain eligibility
requirements under exemptions from the prospectus requirement in order to invest. Information pertaining
to the Global Generation Value Private Trust is not to be construed as a public offering of securities in any
jurisdiction of Canada. The offering of units in the fund is made pursuant to its offering memorandum only
to those investors in certain jurisdictions of Canada who meet certain eligibility requirements. Please read the
offering memorandum carefully before investing. Investors should contact their investment dealer or Financial
Advisor for more information regarding these exemptions and their requirements.
The information contained herein is for informational and reference purposes only and shall not be construed
to constitute any form of investment advice. Nothing contained herein shall constitute an offer, solicitation,
recommendation or endorsement to buy or sell any security or other financial instrument. Investment
accounts and funds managed by Trapeze Asset Management Inc. may or may not continue to hold any of
the securities mentioned. Trapeze Asset Management Inc., its affiliates and/or their respective officers,
directors, employees or shareholders may from time to time acquire, hold or sell securities mentioned. The
information contained herein may change at any time and we have no obligation to update the information
contained herein and may make investment decisions that are inconsistent with the views expressed in this
presentation. It should not be assumed that any of the securities transactions or holdings mentioned were or
will prove to be profitable, or that the investment decisions we make in the future will be profitable or will
equal the investment performance of the securities mentioned. Past performance is no guarantee of future
results and future returns are not guaranteed.
The information contained herein does not take into consideration the investment objectives, financial
situation or specific needs of any particular person. Trapeze Asset Management Inc. has not taken any steps
to ensure that any securities or investment strategies mentioned are suitable for any particular investor. The
information contained herein must not be used, or relied upon, for the purposes of any investment decisions,
in substitution for the exercise of independent judgment.
The information contained herein has been drawn from sources which we believe to be reliable; however, its
accuracy or completeness is not guaranteed. We make no representation or warranties as to the accuracy,
completeness or timeliness of the information, text, graphics or other items contained herein. We expressly
disclaim all liability for errors or omissions in, or the misuse or misinterpretation of, any information contained
herein.
All products and services provided by Trapeze Asset Management Inc. are subject to the respective
agreements and applicable terms governing their use. The investment products and services referred to
herein are only available to investors in certain jurisdictions where they may be legally offered and to certain
investors who are qualified according to the laws of the applicable jurisdiction. Nothing herein shall constitute
an offer or solicitation to anyone in any jurisdiction where such an offer or solicitation is not authorized or to
any person to whom it is unlawful to make such a solicitation.
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