
 
 

Dear Clients and Friends, April 19, 2010 

 

Welcome to our first quarterly letter of 2010.  After a shaky start in the early part of the year, we 
ended the quarter with almost every investment class in positive territory. For the first three 
months the S&P 500 was up 5.39% and the Russell 2000 was up 8.85%. Measured by these high 
standards many foreign markets underperformed. For example, EAFE was up by just 0.94% for 
the first quarter, but much of this underperformance can be attributed to a strengthening dollar. 
Despite this short term outcome for foreign equities we still expect that companies with 
significant exposure to global commerce, and especially to emerging markets, will provide 
strong long term returns. 

As the equity market recovery continued, two highly regarded investors dispensed wisdom 
which provides excellent guidance for navigating the current markets.  

In the first, Warren Buffet’s annual letter to shareholders of Berkshire Hathaway reinforced 
several of the investment philosophies that have underpinned his success. Possibly the most 
important of these ‘home truths’ was the recurring theme of buying when everyone else is 
selling. The market slump in 2008 certainly provided rare opportunities to follow this aphorism. 
Even with the recent improvement in US public equity prices we still believe that there is further 
upside potential especially given one key point - American corporations are flush with cash. As 
time passes the executives of these companies will put that cash to work either by expanding 
their businesses, buying back their stock, raising dividends or buying other companies. All of 
these actions will be viewed favorably by the equity markets. At the same time, in the early 
stages of an economic recovery there is inevitably a battle between the encouraging signs of 
economic growth and the persisting concerns about unemployment. Moreover, volatility will be 
accentuated by unknowable wildcards such as volcanic eruptions and SEC investigations of 
Goldman Sachs. 

The second piece of investment wisdom is particularly pertinent for investors who can afford less 
liquidity and are looking for returns above those available in the public markets.  This wisdom 
can be discerned from the annual report from the Yale Endowment. David Swensen, Yale’s 
Chief Investment Officer and another constant market contrarian, has generated remarkable 
returns through the use of less liquid private investments. Of late he has shifted further to 
alternatives through investments in Private Equity and Real Assets and reductions in public 
equity exposure as shown in the table below.  
 
 
 
 
 



Yale University Endowment Highlights 

Fiscal Year 

2009 2008 2007 2006 2005
Asset Allocation (as of June 30th) 

Absolute Return 24.3% 25.1% 23.3% 23.3% 25.7%
Domestic Equity 7.5% 10.1% 11.0% 11.6% 14.1%
Fixed Income 4.0% 4.0% 4.0% 3.8% 4.9%
Foreign Equity 9.8% 15.2% 14.1% 14.6% 13.7%
Private equity 24.3% 20.2% 18.7% 16.4% 14.8%
Real Assets 32.0% 29.3% 27.1% 27.8% 25.0%
Cash -1.9% -3.9% 1.9% 2.5% 1.9%

Like David Swensen we believe the current financial environment provides significant 
opportunities for investors in non-public investments. Another of Warren Buffet’s investment 
tenets is to always have liquidity so you can take advantage of a buying opportunity. We are now 
seeing a number of excellent opportunities in private equity, private real estate and private debt – 
areas which are currently ‘buyer’s markets’ due to the lack of traditional capital that has funded 
these investments for years. Please let us know if this is an area of interest to you so we can 
discuss the appropriateness of these types of investments. 

We have attached as an addendum to this letter a summary of Yale’s expected returns and risk 
levels for each asset class, which we feel will give helpful input to investment decisions in years 
to come. Also enclosed is a copy of our Privacy Policy, and other information we are required to 
provide to you. 

Please contact us if there is any part of the information in this letter which you would like to 
discuss further. As always, we appreciate the opportunity to be of service and are grateful for 
your support. 

Carl Gambrell   Nicholas J. Hoffman   Gary B. Martin 
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