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Aaron J. Kennon       June 29, 2011 

Chief Executive Officer 

Dear Investors, 
 
Summer is finally here, and it’s time for my quarterly commentary to close the first half of what is 
proving to be a momentous year for Clear Harbor Asset Management. While our clients take off to enjoy 
sunny vacations with their friends and families, the Clear Harbor team is wrestling with the pullback in 
the stock market and renewed concerns about the sustainability of the US economic recovery. 
 
I'll address the situation, but first I'd like to express my gratitude and appreciation to our clients for 
joining Clear Harbor and helping us spread the word about our service. We continue to grow and find 
new, exciting investment opportunities despite the troubling conditions that are weighing on global 
financial markets. It's worth noting that many of the securities comprising our client portfolios have little 
correlation to the direction of major stock indices, and while we're not immune to the mood swings of 
the market in the short term, we remain confident that our approach will continue to yield superior risk-
adjusted returns over time. 
 
As always, we stand ready to address any questions or concerns you may have about your financial 
position. In contrast to the huge and unwieldy financial institutions that many people use for wealth 
management services, human beings are ready here at Clear Harbor to pick up your phone call and serve 
as your own trusted, personal financial advisor on whatever issues you may face. We're always prepared 
to provide you with full transparency on your portfolio and our investment process, along with direct 
and clear answers to your questions. 
 
The catastrophe that rocked the financial industry not long ago has provided an opening for Clear Harbor 
to present a more sensible alternative to investors looking for an investment firm that is conflict-free 
while providing a transparent approach to building value over time. While other firms are looking for 
ways to cut costs and squeeze clients, we're growing rapidly, adding personnel with complementary 
skill sets and finding new ways to serve our clients. Investment News named Clear Harbor one of its 
top “Up-and Coming Registered Investment Advisors” of 2011. 
 
As for the recent market tremors, we're reminded of the economic “soft patch” that became a source of 
media consternation about a year ago. It was our view then that we were not headed for negative 
economic growth, despite the shaky and uneven nature of the recovery, and that the situation probably 
amounted to an opportunity for those who were underweight “risk” assets to enter the market at a 
discount. Our view was based not only on the prevailing fundamental economic data but also on the 
valuations of our holdings as well as the overall equity market relative to competing asset classes and 
historic metrics. 
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In hindsight, investors were indeed running for the hills at precisely the moment when they should have 
been moving capital into equities. This time around, however, we find more justification for a correction 
and a curbing of some of the exuberance that had begun to creep into financial markets. Stocks have 
staged an impressive rebound over the last two years, but we needn't remind anyone that times are still 
tough and the financial underpinnings of our latest economic expansion remain fragile. 
 
We are currently experiencing a double-dip in the residential housing sector, weakness in manufacturing, 
a slowdown in capital flows, and deteriorating consumer confidence and spending data. Wage growth 
remains stagnant and the nation’s unemployment rate hovers around 9%--far above historical norms 
with no relief in sight. Additionally, inflation rates appear to be rising in the US—with even more 
worrisome monetary trends emerging in China and other developing economies abroad. 
 
It looks to us like the acceleration of economic data points peaked in April of this year and has 
decelerated in May and June. A combination of inflation, a tighter global monetary policy, and a more 
austere fiscal discipline in the developed world are the three major points of concern weighing on 
expectations. 
 
Here in the U.S., the employment report for May was devastating news. It showed employers adding a 
paltry 54,000 new jobs—the fewest in eight months, and the unemployment rate ticked higher to 9.1%. 
The report smelled like confirmation of what many have long feared—the U.S. economic recovery is 
faltering and a return to economic contraction in the near-term remains a possibility. 
 
The good news for the intelligent investor is that the May jobs report and other recent data points like it 
have caused market sentiment to plummet. Some recent gauges show investors just as bearish today as 
they were in March 2009—the moment when equities began one of the greatest rallies in the history of 
the stock market. Meanwhile, the current valuation of the overall U.S. equity market doesn’t suggest 
that stocks are overvalued. The S&P 500 is trading at less than 13 times 2012 earnings estimates—not a 
rich price by historical standards.  
 
Is investor sentiment so low now that the market is poised to rally on just mediocre 
economic and geopolitical news? Perhaps the trading action on Monday June 27th is indicative of where 
market dynamics reside: consumer spending and personal income faltered (for May), the Dallas Federal 
Reserve Manufacturing index (for May) plummeted, and the S&P still tacked on nearly 1%. Even the likes 
of natural-gas behemoth, Chesapeake Energy closed the day unchanged after a negative article was 
published in the Sunday New York Times outlining what the author believes are less-than-compelling 
shale gas economics across the U.S. 
 
We think corporate earnings expectations in the U.S. and abroad may have outpaced reality for the 
second half of the year, and we’re prepared for that possibility. We’ve already seen sell side analysts 
dropping their Q3 and Q4 earnings estimates for major market equity indices—a trend that is likely to 
continue—but we don’t see the recent pullback as anything that should deter investors from entering 
the market or adding to the positions they like. 
 
Banking and financial crises typically lead to extended periods of economic hardship, and we 
experienced the mother of all such crises in 2008, but it's important to note that monthly economic data 
are volatile. From an investor’s perspective, there are still important reasons for optimism. Corporate 
profits remain strong. Advertising markets are hot, and top executives continue to be generally confident 
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in their outlook while their treasuries remain flush with record-amounts of cash.  
 
Backing away from monthly releases of government statistics, the disappointing employment picture 
shouldn’t really surprise anyone—a prolonged period of high unemployment has been widely 
anticipated. The real surprise would be a significant improvement in the U.S. job market, which would 
provide a new tailwind for a recovery that hasn’t been tethered to the stubborn problem of joblessness 
that is plaguing some sectors of our economy. 
 
High unemployment goes hand-in-hand with a broader issue facing the US: the rapidly growing divide 
between the economic health of the country’s corporate sector and its population of lower-income 
consumers. It’s an important problem that needs to be addressed through free-market policies and a 
sensible regulatory structure. However, financial markets have demonstrated an ability to thrive in the 
face of this trend, and this is a picture that we believe could hold true for quite some time. 
 

***** 
Given the growing importance of emerging markets and the effects that the financial turmoil in Europe 
and elsewhere is having on investor confidence here at home, let’s briefly survey the major events that 
are unfolding abroad and discuss their significance: 
 
Accelerating inflation coupled with waning demand for goods and services in the developed world is 
pressuring emerging markets to transform themselves into more balanced economies fueled by 
domestic consumption rather than exports. This transition is critical but most certainly will prove far 
from smooth. And to the extent that developed world demand disappoints, nations such as China, 
Indonesia, Brazil, and India will need to make the shift even more quickly than perhaps anticipated. 
 
From an investment perspective, we look to growth trends and believe those betting on a decline in oil 
prices need to beware despite the recent soft patch experienced in the U.S. economy. For example, 
the International Energy Agency recently said oil demand will increase on average 1.2 million barrels 
per day between now and 2016. Using the IEA’s predictions, global demand for oil could reach over 
95.3 million barrels per day by 2016. According to the IEA, “China, Asia and the Middle East together 
generate around 95% of the net growth.” 
 
We expect coal demand in China to remain robust as well. Electrical generating capacity remains in short 
supply in this segment of the world. In China alone, there is an estimated 49 Giga Watt electricity 
capacity shortage (with a total of 985GW of installed capacity). In fact, energy and infrastructure supply 
bottlenecks are causing black-outs and electricity shortages throughout the country. Coal demand is 
surging in this segment of the world with about 70% of China’s electrical generating capacity still relying 
on this form of energy. We believe that even in a sluggish global economic climate, demand for 
hydrocarbons will remain reasonably robust over the medium to long term. 
 
Other critical inputs to growth and stability in the emerging markets are access to clean water and 
Availability of arable land and critical supplies of phosphates and potash in the form of fertilizer. In fact, 
some provinces in China are experiencing their worst drought in over 100 years while other regions are 
consumed by significant floods. For example, South, Central, and Western China are all taking a hit from 
this dry spell, resulting in the loss of water flow in rivers, dangerously low lake levels, and in some 
provincial regions, a suspension of shipping.  
 
“In Jiangsu Province bordering Anhui, more than 2,000 vessels have been prevented from sailing in 
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Yangzhou City as the water level of the Beijing-Hangzhou Grand Canal was too low due to the drought,” 
according to Xinhua News. In Shanghai, China’s most modern urban center, rainfall is the lowest 
recorded since 1873. Rice and wheat centers within China are also experiencing significant droughts, 
most likely reducing crop yields in the midst of rising global demand for soft commodities. 
 
In Europe, we are witnessing a sovereign debt crisis, a banking capital crisis, and an economic growth 
crisis. How the European Monetary Union handles the crisis in Greece will provide significant insight into 
whether they will successfully handle other challenges throughout the region. The future of the 
European Monetary Union is at stake and we believe that the likelihood of further significant political 
and economic fallout in the region is quite likely. We doubt that European monetary, fiscal, and political 
forces will be able to douse the flames in Greece without sparking further challenges and conflagrations 
throughout the region. As expressed in our “Clear Harbor Flash—Where Is The Euro Headed,” dated June 
14th, we believe that a more aggressive bailout of the greater Euro Area is warranted where the 
central government in Brussels retains significant authority to issue debt on behalf of member states 
while also retaining significant fiscal powers throughout the Euro area. This view is clearly far removed 
from where the current discussion and debate in Europe appears headed. In fact we believe that 
economic collapse in Europe could precede a longer-term solution. The rational for further mayhem 
was recently articulated by George Soros when he recently stated that “there’s no arrangement for 
any countries leaving the euro”.  This past month, I had the opportunity to have a breakfast meeting 
with former U.K. prime minster Gordon Brown who also shared similar sentiments when he stated 
that the European Monetary Union was a political construct that failed at its birth to envision and 
address significant fiscal and economic crises. This reality continues to plague the EMU to this day. 
 
We believe that the ability to reach consensus across the EMU nations on this radical but necessary 
(that is, if the goal is to see the EMU survive) initiative is fraught with risks and unlikely to receive 
support until a greater degree of economic crisis ensues. Lasting economic stability in the Euro Area 
will not occur without such a dramatic series of decisions on the part of each member state. Perhaps 
we need to witness a political and economic train wreck in the region before the final solution is 
proposed, debated, and eventually supported. This could take years to resolve. 
 
In the Middle East, we see a reacceleration of friction between Israel and its neighbors. Additionally, we 
believe that bloodshed in Yemen, Libya, and Syria and instability in Tunisia and Egypt will continue to 
weigh on global economic confidence. 
 
In the midst of all this, oil markets continue to be jittery while spare capacity for light sweet crude 
remains reasonably constrained. An additional challenge confronting the oil markets is the need to 
maintain a higher “fiscal break-even” price of oil in order to pay for the necessary social services and 
jobs programs required to prevent further social turmoil in the region. We witnessed some of this 
friction on public display just a few weeks ago at the OPEC meeting where cartel leaders could not find 
common ground on whether to maintain current production. Clear divisions within the cartel were on 
display as Iran sought to maintain current output as their “break-even” price is clearly higher than even 
that of Saudi Arabia. 
 
The Institute of International Finance believes that the fiscal break-even price has jumped 25% from last 
years to $85 a barrel in 2011. They also estimate that this break-even level will rise to $110 by 2015. We 
highlight the “fiscal break-even” in this article as a means to highlight that the historic relationship 
between the developed nations of the world and the oil-rich nations of the Middle East is experiencing a 
dramatic transformation. Saudi authorities often looked at global growth estimates to determine 
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appropriate output of oil. We expect that this variable will evolve into one of many critical inputs 
required to determine the “safe” level for oil prices in the future. Global economic stability may play 
second fiddle to the need to prevent regime change. 
 
      ***** 
On a more positive note, it appears that that the world’s economic participants—most notably the U.S., 
China, and Europe--are very aware of the risks to global growth and have communicated and acted 
recently in a coordinated manner. Just last week, the International Energy Agency announced that the 
28 IEA member countries agreed to release 60 million barrels of crude from U.S., European, and 
Chinese strategic petroleum reserves. Within 24 hours, we learned that the European Monetary Union 
had agreed on a financial rescue package for Greece, and China’s Premier Wen penned a piece in the 
Financial Times titled, “How China plans to reinforce the global recovery”. And so there you have it: an 
apparently coordinated effort to lower oil prices, keep Europe afloat, and signal to the world the 
China’s inflationary woes are under control. And just this past weekend, the top three news stories 
listed on the online section of The Wall Street Journal read as follows: “Central Banks Reach Deal on 
Capital Buffer” and “China Pledges Support for Europe’s Debt”. We take some solace that while each 
nation must prioritize their sovereign goals, there is a clear understanding and willingness to tackle 
global economic challenges. 
 
In closing, we view economic conditions as more fragile today than they were just one year ago, but 
we’re also finding plenty of new, attractive investment opportunities to bolster our clients’ portfolios 
against the various risks outlined above. The Clear Harbor team will continue to meet with companies 
and travel far and wide in search of new possibilities, and we’ll stay in close touch with you every step of 
the way. We wish you all good health and happiness this summer and look forward to seeing you soon. 
  
Regards, 
Aaron Kennon 
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