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Dear Clients and Friends,        21
st
 October, 2011 

 

The third quarter of 2011 continued the investors’ roller coaster ride that has characterized this 

year, with no sign of the white knuckle journey ending just yet. The world continues to shrink 

and market volatility rises as news flies around the world faster than the information can be 

digested.  The world seems to have changed but what does the hard data say? 

 

Well, increased market volatility has clearly been on the rise for some time. For example, New 

York Times researchers found that in the last ten years price fluctuations of 4% or more during 

the trading day have occurred almost six times more than in the four previous decades. The chart 

below from Bain & Company confirms that the average holding period for stocks has declined 

dramatically over a similar time frame.  

 

 
 

While this long term trend is significant, events this year have further exacerbated the problem. 

Almost half the trading days so far in 2011 have seen movements in the DJIA of 100 points or 

more. Moreover, intraday volatility in the third quarter alone had grown by approximately 60% 

as compared with the first half of the year. 

 

This extreme volatility provides wonderful fodder for the talking heads on TV shows such as 

Squawk Box, Fast Money and Mad Money. And by the way do you really think of your money 

as “fast” and “mad”? It’s insane and our sanity is further challenged by vacuous analysis of why 

China was down because of Europe, that Europe was up because of what happened in the US, 

and that the US was reacting to Germany’s decision on Greece.  
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The result of all this volatility in the last quarter was that the S&P 500 was down -13.9%, the 

Russell 2000 was down -17% and the EAFE index was down -14.6% while the Barclays 

Aggregate Bond Index was up 3.8%. 

 

All this begs the simple question for the long term investor: what should I do? 

 

The first thing we must equip ourselves with is a sound plan based on strategic thinking. The 

plan must include analysis of the needs that our assets are required to provide for, making sure 

that our cash resources are adequate to take care of spending and capital commitments. Secondly, 

we must remain committed to focusing on the longer term and avoid the expensive temptations 

of hourly trading. Thirdly, we must remember that in chaos there is opportunity. Now is the time 

to be searching the horizon for the next new opportunity that will provide growth or added 

income. We are seeing an increasing number of compelling investments in the alternatives arena. 

In addition high quality global enterprises are providing attractive and growing dividend yields. 

As the following chart shows almost one quarter of Large Cap US companies have a dividend 

yield higher than the average of 10 Year corporate debt. The market has started to shift its 

attention to these stocks not least given the Federal Reserve’s plan to keep short term rates low 

until 2013. 

 

 
 

Finally, we need to understand that increased market volatility will not go away anytime soon – 

and maybe it will become a permanent feature of the investment markets. As a consequence our 

patience and anxiety as investors will be challenged on a more frequent basis. We stand ready to 

help each of our clients structure their portfolios within the context of this new world and thank 

you as always for the opportunity to help you in that endeavor. 

 

We are delighted to announce that Chiquita Brewer has joined the firm primarily to help our 

marketing efforts. She previously worked with Carl on the institutional side of Merrill Lynch and 

she looks forward meeting you all in due course. 

 

 

 

 

 

 


