
 

 

Dear Clients and Friends,             20
th

 January, 2011 

2010 was a year initially marked by wild swings in the global stock markets based on worrisome 

economic news. A roller coaster ride in the first quarter was followed by a significant sell off in 

the second quarter that had most investors seriously concerned that the US economy was headed 

for a double dip recession. Headlines were full of talk about a crisis that was meant to culminate 

in a “predicted” sell off of global stock markets in September 2010. With attention grabbing 

forecasts such as these, it's little wonder that investors’ long term commitment to the markets 

was continually challenged. 

As investors questioned the risks of equity investing, the coffers of Fixed Income funds swelled 

to levels not seen in decades - helping push the yield on the 10 Year Treasury below 2.4%. But 

corporate earnings do not listen to the prognostications of economists and by the third quarter we 

were again off to the races. Global markets shrugged off any pessimism and we witnessed the 

power of a stock market that responds to the strength of growing corporate earnings. The S&P 

500 index reached its low just before Independence Day before going on to gain 22.9% through 

the end of the year.  

Last year turned out to be rewarding for most equity asset classes, especially those outside of 

Western Europe. The S&P 500 Index gained 15.1%, the Russell 2000 Index returned 26.8%, 

while the EAFE was up only 8.2% as compared to the Emerging Markets Index, which returned 

19.2%. 

 

In contrast to equities, the Barclays Aggregate Bond Index was up 6.5%. Late in the year we 

witnessed the damage rising interest rates can inflict on bond portfolios. In anticipation of this 

possibility we had been shortening the duration of our fixed income portfolios all year as a 

protective measure. As you know bond portfolios are at risk of loss if interest rates climb or 

inflation accelerates unexpectedly. We believe there could be more significant losses in bonds as 

the need for governments to borrow continues to rise. 

 

While the status of the fixed income markets could provide a stronger headwind for the stock 

market we see two predominant themes within the equity markets. First, high quality U.S. large-

cap stocks currently trade at a discount to the market, with relative valuations not seen since 

1992. Investors tended to be less focused on higher quality and more stable earning companies 

and more interested in economically sensitive lower quality stocks. Investors have also bid up 

the prices of smaller U.S. companies leaving larger companies more attractively priced. 

Furthermore, dividend yields are still competitive with safe investment alternatives, and a high 

quality stock portfolio has additional free cash flow to reinvest in the business and/or buy back 

stock – both of which should lead to earnings growth and eventually increases in share prices.  



 

 

 

The second theme continues to be the investment opportunities presented overseas. The equity 

markets of the Growth Economies (Emerging Markets) present significant long term return 

potential especially as we continue to see GDP growth in those countries running at 2, 3 or even 

4 times that of the already developed world economies. Demographic trends such as the 

emergence of the middle class are swiftly changing these economies, a factor that we would 

expect to have a pronounced impact on the capital value of those countries’ markets. 

 

 
 

The above chart demonstrates the extent to which market valuations can grow to more closely 

reflect GDP and population trends in the emerging markets. 

  

As mentioned in previous letters we continue to see attractive opportunities in the Private Debt, 

Private Equity and Real Estate markets. These are typically illiquid investments and we therefore 

are spending much time to examine the quality and realism of projected returns of the 

opportunities presented to us. This analysis will enable a more thorough assessment of the 

risk/reward trade off available to our clients for tying up their capital. 

We were delighted with the turn out and enthusiasm shown by students attending our “Money & 

Responsibility” program held earlier this month. We also plan to provide some shorter programs 

for our clients and parents of the students. It appears that there is a great demand to learn and get 

a better understanding of investment basics.  

With this backdrop it remains for us to wish you a happy, healthy and successful 2011. It is a 

privilege to serve you and we are grateful, as always, for that opportunity. 

 


