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20 II will best be remembered as a year in which several major trends emerged in the
global financial markets: the dramatic increase in market volatility, the downgrading of
the creditworthiness of the developed world, and investors' need for assets that produce
Income.
With increasing daily swings in the markets of several hundred points we certainly
became more aware of how volatile the markets can be, and the confidence it takes to
maintain a long-term view. From a US market high on May 2 nd investors watched as
equities dropped 19.8% over the next five months. Then in October the market
rd
rebounded 16.3% in one of its best months in history, fuelled by strong 3 quarter
corporate earnings and a temporary resolution in the US debt ceiling impasse.
The significant increases in market volatility had an inevitable effect on investor
preferences. Higher quality, mega-cap stocks with more predictable earnings became
much more attractive, especially if accompanied by higher dividend yields and more
reasonable price earnings ratios. As investors we know that what works one year seldom
works the second. These volatile times will continue to demand a constant evaluation of
risk, and reevaluation of our portfolios.
This was also the year where the creditworthiness of many developed nations was called
into question. Even the U.S. lost its AAA credit rating, an event catalyzed by the dismal
failure of our elected leaders to get America's fiscal house in order. As disappointing as
this seemed, did it really matter? The short answer is no. The assessment of financial
risk is often relative and the world continued to view the US as the store house of
comparative safety. Consequently billions of dollars flowed into the downgraded U.S.
debt securities as Europe and the Euro continue to suffer from their own funding and
economic cnsls.
The third major financial event in 2011 was the heightened search by investors for assets
that produce income. With further assurance that the Fed would not raise interest rates
any time soon, investors flocked to intermediate and longer maturity bonds, causing ten
year treasury rates to decline below 2%. In addition, this assurance also led many
traditional fixed income investors to alternative, and in some cases Jess liquid, income
strategies.
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As we tum our attention from the rear view milTor to the road ahead, we believe that
uncertainty in the public markets for 2012 will present investors with both continued risk
as well potential opportunity. The stage is surely set for further volatility. There is no
quick fix for the Euro Crisis. Domestically, the rhetoric in Washington will only be
heightened as we countdown to the elections in November - not exactly the environment
for politicians to work together to solve almost intractable problems. In what will most
likely be an ugly fight at both the Presidential and Congressional level, the sense of who
will win and who will lose will certainly ebb and flow, thus creating investor uncertainty.
Despite these market challenges we remain optimistic about the public markets for a
variety of reasons. Most importantly, corporations enter the year with record profits,
strong balance sheets and, in our view, reasonable stock prices. Furthermore, American
consumers continue to rebuild their personal balance sheets, and there have been recent
signs of a bottoming in the unemployment picture. In addition the U.S. treasury market is
still the most liquid market in the world and considered the safest place to hide in times
of trouble. And let's never forget that no other country in the world handles the change
of political power more seamlessly than ours.
Our optimism is tempered though by our assessment that the short term outlook is
probably harder to predict at present than at any time in recent memory. Steady progress
in Europe, and a continued drip feed of positive economic data in the US , will no doubt
have a positive impact on equity prices. However missteps across the 'Pond ' , combined
with hints of stalling in the US economy, will drag down the markets. This is definitely a
time to make sure that investment portfolios are adequately diversified, with asset
allocations that limit the impact of major declines in any market but with enough
exposure to enjoy some of the benefits of any improvements.
Moreover this
diversification should include meaningful investments in non-public alternatives that
have limited correlation to the public markets , and provide the potential to earn returns in
excess of traditional equity performance. As a result we continue to search for attractive
opportunities in the alternatives space. We look forward to sharing these with you in the
year ahead.
As always, we thank you for the privilege of being the stewards of your assets, and look
forward to continuing to work with you during these "challenging times".
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