
 
 

Dear Friends of the Firm               20
th

 October, 2010 

 

Much like the opening of the Charles Dickens classic Tale of Two Cities we seem to be 

constantly battling the story line “It was the best of times, it was the worst of times.”   On the one 

hand there is plenty of evidence of substantial economic growth in the emerging countries, but 

the economic news in the world’s developed countries is less rosy with little in the way of 

improvement. In fact, there is a growing trend to drop the term “emerging” from certain nations 

in favor of “growth” countries.  

Despite the bifurcated global economies equity markets across the board continued their upward 

trend in the third quarter.  Both the S&P 500 and the Russell 2000 index appreciated 11.3%. 

International markets faired even better with the MSCI EAFE index and the MSCI Emerging 

Markets Index rising 16.5% and 18.2% respectively.  

On the domestic front, the King of bond funds, Bill Gross, describes how we are entering a “new 

normal” period where we should expect much slower economic growth and capital market 

returns.  With the overhang of the housing inventory and lack of job growth, he believes real 

growth rates of less than 2% will be the norm.  At the same time we have seen signs from our 

Fed officials that they will do everything they can to assure the market that things will get better, 

including actions such as reinstituting the purchase of U.S. treasuries.  The consequence of these 

policies is leading to widespread debate over their long term benefits and the risks of inflation.  

On that note, we are concerned about the future direction of interest rates and the risks the bond 

investor faces as and when inflation rears its head. A 2% move up in interest rates would cause 

the principal value of a 10 year bond to decline by approximately 14%!  For a 20 Year bond that 

decline would be 30%!  In those scenarios a bond investor would be clipping coupons for many 

years just to break even.  These options pose tough choices for ‘Savers” who might be frustrated 

in their search for seemingly safe options.   

Attached to this letter is a chart of Mutual Fund Assets as of the end of August 2010.  Bullish 

investors argue that there are large sums of money sitting on the sidelines that once put to work 

will drive equity markets higher.  Looking at the makeup of mutual fund assets in the attached 

chart one can see that while total assets are near all time highs, domestic equity funds have seen 

a steady decline in market share for much of the last decade.  Likewise, the bond funds have seen 

an enormous growth in assets.  With interest rates at historical lows we do not expect taxable 



 
 

bond funds to continue on this path of increasing market share.  However, large amounts of 

capital are likely to continue to flow into international equity funds (especially emerging 

markets) due to their stronger economic outlook relative to our own domestic markets. 

At the same time we are seeing plenty of opportunities in the ‘alternative’ investment space, in 

private real estate and mezzanine debt and expect to see the same in the private equity area going 

forward. In order to take advantage of the potential returns caused by problems in the banking 

industry (they are just not making credit as freely available as was once the case) or the real 

estate market (too much leverage, mortgage fraud, declining prices) the investor is required to be 

comfortable with both a lack of liquidity and more complex deal structures. We are investing 

considerable time in searching out opportunities in these areas for individual clients and look 

forward discussing these where appropriate. 

The election results in November will have a significant impact on the psychology of the 

country, and could have a major impact on tax and economic policy coming out of Washington. 

We expect some clarification or changes in the remaining months of the year especially in the 

income and capital gains tax arena. We will be following the legislative process in Congress and 

will be ready to discuss year end planning matters as they may relate to your portfolio. 

As part of the firm’s long term commitment to educating the next generation we will be holding 

a “Money & Responsibility” seminar on January 5
th

 and 6
th

.   This seminar is designed for young 

adults who are either in college or just beginning their careers and will give them a well 

grounded understanding of money issues.  This symposium follows the highly successful 

programs we have orchestrated the past two summers in Cambridge, England.  More information 

will follow as we build out the curriculum and speaker list.  Please let us know if there are 

friends and family members who could benefit from this discussion.   

It is hard to believe that Thanksgiving is around the corner. As we approach this festive time of 

year we are especially thankful to our family of clients for your support and friendship. 

 

 

 


