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Dear Friend of Clear Harbor, 

As I complete my outlook for the new year from the Green Mountains of Vermont, fickle weather once 
again proves a fitting metaphor for financial markets. The week started with sunshine; since then, a 
Nor’easter has dumped a foot of snow overnight and throughout the day. 

In retrospect, 2012 provided investors with a world of reasons to keep the foul-weather gear at the 
ready. The Eurozone debt melodrama and geopolitical uncertainty in the Middle East flared continually. 
Important economies such as Brazil and Japan raised more questions about growth than answers. China, 
which had promised to be a lonely outpost of continued optimism early in the year, suddenly 
threatened to stall.  

Here in the world’s largest economy, the parade of potential event risk included the debt ceiling and 
credit rating crisis over the summer, the Supreme Court’s decision to uphold the Affordable Care Act 
(Obamacare), the presidential election, and now the Fiscal Cliff, as examined in a recent Clear Harbor 
Flash (“The Fiscal Cliff: Hang In There,” December 19, 2012).  

Yet for the most part, markets continued to climb these walls of worry. Investors who ran for cover in 
cash or Treasuries saw their strategies underperform all other major asset classes by significant margins. 
As of December 26th 2012, 7 to 10-year Treasuriesi had returned just 1.91 percent, compared with 
15.45 percent in the S&P 500 and 3.72 percent for the Barclays Aggregate bond index.  

While the MSCI Index, a common benchmark for non-U.S. equities, experienced a significant correction 
over the spring months, it recovered to end the year up 16.2 percent. Gold, natural gas and many core 
soft commodities experienced gains of 6 to more than 20 percent. 

 

  

http://www.clearharboram.com/


 
 

 
 Visit our web site: www.ClearHarborAM.com or call us at +1 (212) 867-7310 
 
        Clear Harbor Asset Management, LLC | 420 Lexington Avenue, Suite 2006, New York 10170 

CLEAR HARBOR’S PERFORMANCE IN 2012 

This strong performance in global financial markets has perplexed many who focused on headline risk in 
2012. Yet all told, reported earnings for the broader market generally reflected consensus expectations 
as the year progressed, providing a level of comfort in a range of risk assets. 

At Clear Harbor, our approach blends an objective assessment of market conditions and valuations of 
asset classes and companies with a clear-eyed willingness to adapt our investment theses to emerging 
information. This year, our team was able not only to gauge key macro trends, but to apply those views 
to preserve and enhance client portfolio value.  

For example: 

• We reduced overall weightings to China, which protected clients when the Shanghai Index 
ended flat, among the worst major equity market performers this year.  

• We also anticipated that monetary policy would provide another year of positive return for gold. 
This gave us confidence to maintain a core position in the yellow metal as it continued its rise. 

• At the sector level, significant floods in Thailand in late 2011 presented an opportunity for 
selective allocations within technology in 2012. We viewed the supply chain disruption as 
temporary, but seized upon this catalyst as manufacturers diversified their sourcing strategies.  

• With natural gas in North America bottoming at $2/MMBTU, we sought out exploration and 
production companies with exposure to prices that have since rebounded significantly.  

• Our team took early notice of the fundamental shift in the housing data this year, allocating 
capital to well-researched residential loan funds.  

• We also observed significant shifts in credit availability across sectors, ultimately choosing to 
invest in select business-development companies.  

• As the financial crisis abated in 2010, we perceived that the most compelling risk/reward 
opportunities within the financial sector lay with select property & casualty insurance 
companies (Clear Harbor Flash, “Do You Have Insurance?” September 21, 2010), with interest 
rates declining and many of the best-managed firms trading at substantial discounts to book 
value. With momentum that only accelerated during 2012, premium growth ever since has 
indeed supported significant and continuing earnings and valuation improvements for our core 
holdings. 

 

We certainly did not predict every outcome correctly this year. However, our view on key trends at the 
sector and broader macro level provide us with a valuable “dashboard” from which to construct 
portfolios on behalf of our clients. This approach has proven valuable to Clear Harbor since our 
founding, and continues to guide our thinking as we enter 2013.  
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2013 GLOBAL ECONOMIC OUTLOOK 

The United States 

• Deleveraging: a work in progress 
 
2012 witnessed a continued deleveraging of the American household balance sheet. Aggregate 
consumer debt is down by $1.37 trillion to $11.31 trillion since the historic peak in Q3 2008. Mortgages 
have led the pace of deleveraging, and now represent 71 percent of total consumer debt. Foreclosures 
have contributed to the rapid decline in consumer debt over the last several years. However, more 
recently, foreclosures rates have trended back toward levels seen prior to 2008. We need to see 
significant declines in unemployment and, in particular, debt per capita before concluding that the cycle 
has truly turned.  

• Consumer credit: increasing interest and availability 
 
At the same time, we have seen a spike in financing activity for homes, as rates remain historically low 
and renewed optimism has attracted buyers to the market. In fact, new housing starts for October were 
reported at 894,000, levels not seen since July 2008. Housing confidence is also moving significantly off 
the lows witnessed in early 2009, and has now resumed levels not seen since early 2006.  

We see reasons for this recovery in demand to continue, and to finally contribute once more to GDP 
after several years on the bench. While U.S. demographics are always dynamic, we see considerable 
pent-up demand among adults under the age of 35, who tend to participate in the housing market as 
they form families. Indeed, annual household formation has recovered to 2005 levels of 1.1 million, 
when housing peaked at 2.15 million units.  

The difficult employment conditions of the last several years have delayed home purchases for many, 
leaving just 37 percent of percent adults 35 and younger owning a home today. As the economy 
continues to improve, we should see steady reversion toward the mean, perhaps recapturing in time the 
43.5 percent participation reached in 2004.  

We also note that auto loans have surged and are now at $768 billion, the highest level in four years. 
This correlates with the November new auto sales data, which rose to an annualized rate of 15.5 million 
as Americans seek to update a national fleet whose age is at an all-time high.  
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US New Privately Owned Housing Units by Total (in thousands) 

  

• Capex 
 
While the individual appears more confident as we enter 2013, the stewards of America’s corporate 
capital remain markedly cautious. Capital goods orders and capital spending remains a significant drag 
on the economy due to uncertainty over the fiscal cliff and expectations of slower global growth. With 
that said, business confidence appears to have stabilized at a modest but sustainable level, presaging 
more robust business spending in 2013-15. 

The Eurozone 

We expect a recession in the Eurozone in 2013, but believe that economic data will gradually improve 
and end the year favorably versus 2012. News flow and concerns over the trajectory of growth are likely 
to keep investors on their toes, with continued volatility well in excess of that in U.S. markets. 

ECB President Mario Draghi’s proclamation that the monetary body would do “whatever it takes to save 
the euro” marked a significant shift escalation in rhetoric, communicating a clear intention to expand 
their balance sheet, monetize deficits, address liquidity concerns within the banking system, and 
ultimately devalue their currency relative to assets. This was a turning point in the capital markets this 
past year, and a significant reason we now put the risk of an exit by Greece at less than 25 percent. 

With that said, the austerity measures needed to satisfy German citizens and policymakers that the 
Eurozone is worth preserving has already begun to ignite populist sentiment within the weaker nations 
themselves. What risk of a Eurozone exit remains may now come not from the push of Germany, but the 
pull of Greeks and others impatient with the impact of austerity regimes on growth and employment.  
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China 

The much-awaited transition of leadership this year in China coincided uncomfortably with slower 
growth at home and abroad. Only five year ago, China reported growth of 14.2 percent; in 2012, growth 
is hovering just below 8 percent, a rate we expect to continue in 2013. While this remains robust by 
Western standards, we expect profit margins to continue to decline as government officials demand 
higher wages relative to corporate revenues. We are seeing evidence of this trend on corporate income 
statements and in direct conversations with local management, and look for it to continue in 2013. 

We also expect China to continue to allocate their foreign currency reserves to hard assets and 
operating companies abroad, particularly in the natural resource sector. In 2012, we witnessed several 
transactions by which Chinese state-owned energy companies acquired assets of leading Canadian oil 
and natural gas producers. PetroChina’s joint venture with Canadian-based natural gas producer Encana 
is an example we should expect to see more of in 2013, as well. 

Japan 

We continue to believe that Japan’s ability to fund their ever-increasing deficits will prove challenging as 
yields expand. While an aging population and high savings rates have provided the Bank of Japan with 
domestic capital to fund the nation’s failed “pump-priming” efforts for more than a quarter-century, the 
last year has witnessed a fundamental shift, with about 10 percent of deficit funding now originating 
outside of Japan.  

This proportion is expected to rise markedly in the coming years. We believe that international investors 
will demand higher yields to participate in this debt market. At the same time, we see the most recent 
election in Japan as a mandate to more aggressively tackle deflation and indeed reflate the economy. 
Together, these two trends should finally provide a measure of relief for investors who have suffered in 
recent years from attempts to profit from a weaker Yen—just as data suggests that impatience with 
such strategies has peaked. We have already adjusted team equity and balanced portfolios to reflect this 
view on the direction of the yen and its impact on Japanese export-focused equities.   

 

MONETARY AND FISCAL POLICY 

• The “fiscal cliff” 
 
The “fiscal cliff” as dubbed by Fed Chairman Bernanke has clearly consumed both congress and Wall 
Street over the past month. It stands as a potential major distortion to the U.S. economy—with the final 
outcome much harder to predict. 
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What is the fiscal cliff, anyway? On January 1st, the Bush administration’s tax cuts on capital gains, 
dividends, and ordinary income will expire, and rates will automatically revert to Clinton-era levels. At 
the same time, massive spending cuts will be made across the board, with particularly deep reductions 
in the defense budget. These cuts were a feature of the temporary agreement to raise the debt ceiling in 
the summer of 2012, with the expectation that more comprehensive fiscal reform would have taken 
place by now.  

Another aspect of the fiscal cliff that will require action early in 2013 is the raising of the debt ceiling. 
The final element is long-term entitlement spending. While technically separate from the fiscal cliff, 
entitlement reform is widely viewed as even more central to a comprehensive solution to our fiscal 
challenges over the coming decades, and a key bargaining chip Congressional Republicans will wield to 
offset unavoidable concessions on tax rates. 

As we outlined in our most recent Clear Harbor Flash, our team believes that Congress and the President 
will pass new temporary reforms on taxes within a few weeks of New Year’s Day in order to avert a crisis 
of confidence on the part of credit rating agencies and equity market participants. However, we do not 
believe that a comprehensive solution that addresses tax rates, unsustainable spending, the debt ceiling, 
and entitlement reform will pass Congress in 2012 or perhaps even 2013. Any “grand bargain” delivering 
broad-based reform will likely be agreed to only over a period of a year or more, with full 
implementation literally taking decades.  

Even if a temporary fix is enacted in the next few weeks, I would expect significant uncertainty to tamp 
down market enthusiasm as we enter 2013. If the path to a series of more structural reforms is achieved 
in the first six months of 2013, we would expect an acceleration of growth in the back half of the year.  

• The “hundred-year” monetary flood—now entering its fifth year 
  
The liquidity unleashed on financial markets by the Federal Reserve and other monetary authorities 
since 2008 represents a global cycle of unprecedented accommodative policy. ISI group has observed 
some 320 distinct policy actions taken over the last 16 months alone.  

In fact, the Federal Reserve’s recent announcement that it would target not only growth and inflation 
(now up to 2.5 percent) but also a specific level for unemployment (6.5 percent) only cements this 
conviction. In China, December alone saw officials of state-sponsored insurance companies and possibly 
even banks accelerating purchases of domestic equities on the open market in order to stimulate the 
major Mainland indices.  

As I have outlined in previous quarterly commentaries, my skepticism concerns not conventional 
monetary tools (e.g., lowering the federal funds rate), but rather the unconventional actions dubbed 
“quantitative easing.” Note that we will see the Federal Reserve’s balance sheet most likely expand by 
an additional $1 trillion in 2013, with the ECB following suit.  
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This road leads to the “bridge to nowhere.” The systematic manipulation of money flows currently being 
engineered from Washington to Brussels to Beijing shows little sign of providing an alternative engine of 
prosperity to match the one the private sector has delivered for half a millennium. Until policymakers 
stop picking winning and losing asset classes and once again allow intrinsic value to direct price 
discovery, our path will remain the illusory one travelled by the Japanese.  

Finally, yet another risk in an environment of slow growth and easy money is the temptation to fight 
over the smaller global economic pie by erecting trade barriers, which raise global tensions that do not 
always stay limited to trade.  A world of honest money and fair trade is invariably a safer world as well. 

• “A central planner’s Valhalla” 
 
This moment in global economic history is a central planner’s Valhalla. Since the financial crisis, 
policymakers—both elected and unelected, in both the fiscal realm and the monetary—have envisioned 
their actions as lifelines for the real economy. But the historical evidence for the success of massive 
interventions outside of crisis situations is scant. In many cases, leaders are ideologically blind to the 
potentially serious consequences of sustaining “emergency measures” so long after the actual crisis has 
given way to the type of sluggish recovery that is common in the wake of a financial recession.  

Indeed, even if we see both parties work toward an agreement on the debt ceiling and taxes in 2013, we 
run a high risk of our country embracing the higher tax way forward without even tackling the 
entitlement obligations that are the most significant contributor to future imbalances. This would 
constitute a huge missed opportunity for our country—a new and ultimately more expensive form of 
kicking the can yet further down the road.   

The question of what kind of government we want may seem a question for politics, but it has 
enormous economic consequences for the country and for investors. Note that this is true not only of 
taxes alone, but at the complex and little-understood intersection between public spending and 
monetary policy. If our elected leaders continue to simply follow polls that reflect greater demands of 
government without sufficient GDP growth to support it, the answer will inescapably be the continued 
printing of money, a further expansion of the Fed’s balance sheet, and long-term erosion in the value of 
the dollar versus real assets.  

Nor will merely shifting massive amounts of debt from the private sector to the public sector truly 
reduce the burden we shoulder as a society. Rising debt ratios are extraordinarily challenging to rein in, 
particularly as they exceed 90 percent of GDP, as Carmen and Vincent Reinhart and Ken Rogoff, 
researchers at the University of Maryland and Harvard, have demonstrated. They found that in over 26 
separate episodes in 22 countries since 1800 in which central government debt exceeded 90 percent for 
more than 5 years, economies sacrificed an average 1.2 percentage points of GDP, with high-debt 
periods lasting an average 23 years.   
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The United States is now officially past the 90 percent threshold. It took two centuries to create our first 
trillion-dollar deficit; now it takes 250 days. Lots of spending at unsustainably low interest rates feeds a 
false sense of economic security as it relates to every major asset class and the predictability of cash 
flows and income that they generate. And so while our approach to investment has been to “not fight 
the Fed,” we remain alert for the signs of reckoning in the coming years, being mindful of the 
unforgiving role of markets in clearing prices when the time comes. 

 

EARNINGS FUNDAMENTALS AND MAJOR ASSET CLASSES 

Before addressing specific investment themes we expect to follow in 2013, I would like to share Clear 
Harbor’s overview of corporate earnings, equities, and fixed income prospects. 

• Corporate earnings 
 
Analysts had a reasonably good year predicting corporate earnings, with full-year S&P 500 earnings of 
about $103 within a few percent of the initial Bloomberg consensus of $108 back in January. This 
represented expectations of 5.2 percent growth in 2012—expectations which have risen to 10.48 
percent for 2013. 

• Equities: prospects for multiples expansion  
 
For purposes of asset allocation, we have established a year-end 2013 S&P target of 1575. This is based 
on a more conservative assumption of earnings growth of five percent in 2013 as consumers and 
investors digest the uncertainties of the fiscal cliff in the first half, balanced by a bit of multiple 
expansion made possible by the direction of competing asset classes.  

Specifically, we expect Treasury yields in the 5- to 30-year segment of the curve to trend higher and 
close the year with a negative total return as investors demand more yield, particularly in the 
environment of higher inflation that policymakers now explicitly seek. This will push capital from 
Treasuries into credit and even equities.  And so while I continue to adjust our balanced strategies to 
include bonds, commodities, and cash, I believe a bias toward equities remains warranted, albeit in 
anticipation of multiple expansion more than earnings growth.  

The one historical point of caution is that multiples tend to trough, on average, 10 months prior a 
bottoming in earnings. We have clearly not seen this yet, and we believe further downward revisions in 
earnings estimates are in the cards for 2013. However, unprecedented monetary policy—with short-
term end rates already near zero percent, and longer-dated issues poised to correct as inflation takes 
hold—has left investors few alternatives but to consider asset classes offering more attractive 
risk/return fundamentals.  
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• By the numbers: relative yields and P/Es 
 
Just how attractive? The earnings yield on the S&P 500 is currently approximately 7.4 percent, versus a 
yield of 1.74 percent for the 10-year Treasury—a 2 standard deviation level, constituting a clear 
historical anomaly. Compared with investment grade credit yields, the spread remains extremely 
pronounced. Price-to-earnings multiples also look attractive at 14.5x, compared with 19.5x during the 
1990s, 20.1x during the 2000s and an average 15.7x over the last 60 years. Combined with other 
quantitative and qualitative metrics, the P/E ratio provides perspective on the overall state of the 
market, and one useful guidepost among many as we pursue security selection.  

• Fixed Income 
 
What can fixed-income investors expect? As we outlined in a November 2012 Clear Harbor Flash, 10-
year Treasury yields need to trend toward 0.7 percent in order to achieve the nearly 9 percent 
annualized returns of the last several years. We would not bet the bank on that. However, fixed income 
as a broader asset class retains an important role in many client portfolios. And while the risk/reward of 
Treasuries continues to diminish, corporate bonds have recently outperformed, and appear poised for 
continued relative and absolute strength in the coming year.  In general, fund flows continue to depart 
the equity market for bonds. From 2008 through October 2012, $1.04 trillion entered the bond mutual 
fund market, while $480bln fled equity funds. While this data is not perfect (for example, some capital 
flows can be attributed to the movement from mutual funds to exchange-traded funds), it captures the 
mood of the herd.  

The continuance of such trends at what are clearly expensive levels by any historic measure does not 
bode well for absolute returns going forward. While opportunities may remain in some segments of the 
corporate bond market, the overall trajectory for rates increasingly favors equities for investors able to 
accept the relative increase in risk. 

 

SELECT INVESTMENT THEMES AND AREAS OF FOCUS 

While we maintain a wide range of investments across the spectrum of sectors and asset classes, several 
areas of special focus at CHAM warrant an update. 

• Core soft commodities 
 
Major soft commodities witnessed significant returns this year, with corn, wheat and soybeans better by 
7.3 percent, 18.6 percent, and 18.9 percent respectively. Sugar was the only core soft commodity to 
falter this year, declining 17.2 percent. I expect prices to remain firm and perhaps even move 
significantly higher in 2013 despite the significant rally witnessed in 2013. A combination of weather, 
end demand, and geopolitical risks could trigger such a move. 
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• Gold bullion and the GLD ETF 
 
Although gold returned approximately 6 percent in 2012, it has recently trended down through its 200-
day moving average price—a technical level that often foreshadows lower prices. Prior to this month, 
gold has only witnessed a downside correction through the 200-day moving average on three occasions 
in the last five years: in Q3 2008, Q4 2011, and Q1 2012. The total correction from the 200-day moving 
average were 20.3 percent, 5.2 percent, and 8.0 percent respectively.  

We believe that gold still has an important place in a client’s overall portfolio allocation for several 
reasons. First, we view gold as a type of insurance policy that protects against the mistakes of monetary 
policy officials and other central planners, particularly in any environment of accelerating global growth 
and attendant inflation. Second, we consider gold as an alternative currency with the potential to 
capture significant tail winds in times of both deflation and inflation in fiat currencies. Third—in part for 
reasons similar to those given above—global central banks may undertake purchases or sales of the 
yellow metal sufficient to affect supply/demand and hence, pricing. Fourth, Chinese retail perceptions of 
inflation and the demand on the streets of Shanghai and Beijing have become a force in pricing. Fifth, 
Indian demand for the yellow metal has deep cultural roots, with rising prosperity enabling ever-greater 
purchases on the subcontinent. 

These are some of the most important and enduring reasons to maintain a core position in gold. 
However, we also are mindful that with higher taxes for capital gains on the horizon, many multi-year 
investors are taking profits on their gold ETF positions, locking in profits, and also possibly placing 
temporary pressure on the yellow metal.  

• Gold mining stocks 
 
Separately, we believe that at particular moments in the economic cycle investors should not only own 
gold itself, but also consider an allocation to gold mining stocks. These stocks appear quite attractive 
today, with historically low multiples of earnings and cash flow relative to total enterprise value. The 
industry has been out of favor in recent years, markedly underperforming the price of gold itself. The 
benchmark gold miners equity ETF (NYSE: GDX) was introduced in May of 2006 and has returned 21 
percent since inception. Over the same period, the gold bullion ETF (NYSE: GLD) returned 146.3 percent.  

Why such an obvious underperformance on the equity side? We believe that one culprit is the simple 
existence of gold bullion ETFs themselves, a relatively new development that has provided investors 
with a liquid investment vehicle to reflect their view on the price of gold without assuming equity 
market risk. However, we also believe that many managers of mining companies have demonstrated 
poor understanding of the capital markets and the importance of allocating shareholder capital in a 
prudent manner, driving shares south. At the same time, rising skilled labor costs, capital expenditures 
for equipment and mine construction, and taxes and royalties have kept a lid on margin expansion, and 
led to a significant contraction in P/E multiples across the sector.  

http://www.clearharboram.com/


 
 

 
 Visit our web site: www.ClearHarborAM.com or call us at +1 (212) 867-7310 
 
        Clear Harbor Asset Management, LLC | 420 Lexington Avenue, Suite 2006, New York 10170 

While investors should not view an investment in gold equities as equivalent to an allocation to gold 
itself (or to a bullion ETF), we do believe that select, well managed companies have been unfairly tarred 
by the mistakes of others in the sector, and as a result are currently trading at significant discounts to 
net asset value.  

• Natural Resources 
 
This topic always seems to capture the attention of our readers as natural resources are, in some sense, 
the foundation of all other sectors of our economy. Every product across the global economy ultimately 
derives from materials that are either mined or grown.  

It was nonetheless a challenging year for the sector, as global growth stalled and investors shunned core 
segments of the natural resources market. The S&P Global Natural Resources Index ended 2012 better 
by nearly 6 percent, underperforming the broader market by a wide margin. This did reflect a range of 
outcomes: Natural Gas was better by 13.2 percent, but Brent oil only advanced by 3.4%. The most 
significant drag was seen in metals and mining, where the environment for capital raising faltered and 
skeptics questioned the ability of mining companies to add long-term value to shareholders through 
efficient allocation of capital.  

Clear Harbor’s Natural Resources Strategy outperformed this benchmark index by nearly 9 percent 
through Novemberii.  As with the gold miners, we believe that significant opportunities remain in well-
managed companies that have fallen in outright sympathy with the dullards, and so are trading at 
significant discounts to our estimated net-asset-valuation.  

A few other observations to consider as we enter 2013: 

 We expect differentials in the price of oil will remain volatile as North America’s contribution to 
oil supply expands, and incremental demand emanates from the emerging markets. We believe 
that price differentials will provide significant challenges to producers attempting to hedge their 
production with benchmark prices (i.e. WTI or Brent Crude).  
 

 As expressed in previous commentaries, we believe that natural gas prices still lack a floor, and 
that diversified producers with the ability to pump oil at current prices will not shift production 
significantly until gas prices approach $5/mcf. While we do own a few very well positioned 
“pure play” natural gas producers, we believe that the most prudent approach in this uncertain 
price environment is to purchase shares in balanced production companies that offer high-
margin oil operations with incremental gas production. 

 
 While we see some overcapacity in the oil service sector, there do exist many well-managed and 

well-positioned companies that are trading at compelling valuations—in many cases trading 
below tangible book value. 
 

 We expect continued industry consolidation in the oil and gas production, services, and mining 
sectors as companies and countries attempt to build efficiencies and replace their reserves.  
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A final compelling theme in this sector is the anticipated acceleration in the growth of America’s energy 
infrastructure, which is needed to allow “stranded” oil and gas to find more efficient routes to the most 
optimal markets. We likewise expect the exportation of LNG to find further support and momentum at 
both the legislative and corporate level, with demand for further energy infrastructure benefiting 
specialty construction companies, pipeline manufacturers and coating companies. We consider this a 
multi-decade opportunity for such companies and their investors. 

The Clear Harbor team meets with several hundred natural resources companies on an annual basis. We 
are proud of our track record of identifying companies who are particularly well positioned to execute 
prudent strategies in a capable manner, and thus provide outsized returns to shareholders over time.  

• Water and Natural Gas Infrastructure 
 
It surprises many to observe that when the Wall Street Journal or other top-flight news organizations 
discuss utilities, they consistently exclude natural gas and water utilities. We consider this a remarkable 
omission of the companies that distribute natural gas to your furnace and oven, and transport water 
from a natural source such as a reservoir to your faucet. 

Our vice-chairman Roger Liddell has built his career with an extraordinary focus on these absolute 
fundaments of our civilized life. In most cases, these utilities are regulated and the capital expenditures 
made by these companies to lay pipe, modernize systems, and expand their coverage area are pre-
approved by a regional regulatory entity that agrees to pass through these expenditures to end users, 
with a stated return that is passed on to shareholders in the form of dividends.  

The appeal of natural gas and water utilities is their unique blend of reliable dividends and long-term 
growth opportunities—most notably the need to upgrade and expand the pipeline infrastructure. On 
average water infrastructure is over 50 years old; in many areas the infrastructure dates back to 1900. In 
the case of water utilities, we also see areas of growth from potential sales of water infrastructure and 
wastewater systems from cash-strapped municipalities to the private sector. We see significant merit in 
allocating a portion of a well-diversified portfolio to these opportunities, where the cost of growth 
opportunities from expanded and upgraded systems are borne by ratepayers rather than the companies 
themselves.  

• Technology 
 
In the highly competitive consumer technology sector, we see several opportunities in companies that 
are attempting to break the Apple juggernaut. For example, we have recently allocated capital to a 
supplier of LCD drivers which will ultimately provide the likes of Samsung and Google to respond to 
Apple’s competitive position. We also see further expansion and consolidation in the specialty 
manufacturing sector of the economy. For example, although Apple owns the patents on its hardware, 
actual production is handled by China’s Foxconn. Several companies are similarly positioned to capture 
increasing market share from those technology companies that continue to outsource their 
manufacturing to a third party.  
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• Special situations 
 
Beyond these core areas largely familiar to Clear Harbor readers, we currently see “special situation” 
opportunities across a broad array of investments. For example: 

 We perceive significant opportunities in particular segments of the specialty finance market that 
offer investors diversified exposure to the middle-market loan market.  
 

 While many investors have been conditioned to see red whenever they hear “green,” we see 
the industry and sector as maturing in ways that will provide a great deal of opportunity in the 
coming quarters and years. We believe that renewable and energy-efficiency technologies will 
continue to evolve and provide opportunities to capture return for our clients.  
 

 The revolution in domestic oil and gas production has produced secondary opportunities for 
those with a deep understanding of the industry and take a holistic view of its operations. For 
example, we have invested in a short-line rail company that transports oil out of the North 
Dakota’s Bakken shale. 

 
 The supply/demand fundamentals in the nuclear industry point toward a rebound in the price of 

uranium in 2013 as supply uncertainty reaches a tipping point in politically unstable regions of 
the world while demand accelerates in both in China, Japan, Russia and even Europe.  
 

Clear Harbor remains alert to such opportunities wherever they may appear, while maintaining an acute 
appreciation of the need for specialized expertise to adequately evaluate specific sectors and 
companies. 

 

2013: A BALANCED APPROACH TO THE MARKETS 

I will leave you with a few notes on our process that I believe will make a particular difference in our 
ability to maintain and enhance client wealth in 2013.  

• We will remain nimble. While one cannot accurate time every market move, incremental capital 
can be allocated or withdrawn to seize upon moments of extreme pessimism or euphoria. We 
will continue to experience significant ebbs and flows in market volatility, sentiment, 
confidence, and expectations for earnings while awaiting the resolution of fiscal, monetary, and 
even geopolitical crises. Remaining alert to sentiment, technical measures and fundamental 
value indicators can enhance portfolio performance even during volatile periods. This approach 
proved its value during the equity market correction associated with the Eurozone crisis, and we 
shall be alert to similar opportunities as fallout from the fiscal cliff and other matters continues. 
 

• While we prefer to remain long-term owners in well-managed companies, we also recognize the 
reality of fluctuations in relative value across the capital structure of a given company. At some 
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moments, credit can prove more attractive than equity or vice-versa. We believe that remaining 
agnostic tiers within the capital structure of given company is a significant advantage in 
maximizing incremental risk-adjusted return to our clients. 

 
• The team at Clear Harbor sees its most fundamental mandate as determining the unique 

financial needs of each client, with a special focus on true risk tolerance and embedded volatility 
over a specific time horizon. We consider it our responsibility to maintain the discipline of 
investing against the inevitable temptation to change course without sufficient consideration.  
 

Finally: amid the many uncertainties that we shall face in 2013, many investors believe moving into cash 
is the safest bet. Yet, placing money on the sidelines is an investment decision in itself—one that, in the 
current environment, reflects the bet that cash at a 2 percent negative real (i.e., inflation adjusted) 
return will provide a better result than a carefully crafted portfolio.  

While a 2 percent negative return may be cause for celebration at unusual moments in the economic 
cycle, the long-term trajectory of this strategy will generate a near-guarantee of steadily eroding wealth. 
It is, in effect, a strategic commitment to what is at best a tactical advantage.  

 

* * * 

 

While the capital markets continuously prompt investors with opportunities to abandon course, Clear 
Harbor maintains our clear-eyed view toward risk, and our disciplined approach to portfolio 
construction. We see 2013 as a year to revisit strategies, assess potential pitfalls, and recommit as a 
team to a prudent course to meet investment objectives for our clients, their families, and the 
institutions they represent. 

On behalf of Clear Harbor, I wish you the very best for the New Year. And as co-founder and CEO, I want 
to thank you personally for your trust, your confidence, and the opportunity to be of service. 
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Disclosure: 

Clear Harbor Asset Management, LLC (“Clear Harbor”) is an SEC registered investment adviser with its principal 
place of business in the State of New York.  Clear Harbor and its representatives are in compliance with the current 
notice filing requirements imposed upon registered investment advisers by those states in which Clear Harbor 
maintains clients.  Clear Harbor may only transact business in those states in which it is notice filed, or qualifies for 
an exemption or exclusion from notice filing requirements.   

The material contained herein is intended as a general market commentary. The commentary may contain general 
information and views that are not directly relevant to your particular account. Opinions expressed herein are 
those of Aaron Kennon and may differ from those of other employees and affiliates of Clear Harbor Asset 
Management LLC. The information contained herein should not be construed as personalized investment 
advice.  Past performance is no guarantee of future results.  Information presented herein is subject to change 
without notice and should not be considered as a solicitation to buy or sell any security.  Any comparison to an 
index, including the S&P 500 and Russell 2000, is for comparative purposes only.  An investment cannot be made 
directly into an index, which are unmanaged and do not reflect the deduction of advisory fees.  This brochure is 
limited to the dissemination of general information pertaining to its investment advisory services.  The current 
account composition is intended for informational purposes and allocations are subject to change. 

For information pertaining to the registration status of Clear Harbor, please contact Clear Harbor or refer to the 
Investment Adviser Public Disclosure web site (www.adviserinfo.sec.gov).  For additional information about Clear 
Harbor, including fees and services, send for our disclosure statement as set forth on Form ADV from Clear Harbor 
using the contact information herein.  Please read the disclosure statement carefully before you invest or send 
money. 

 

 

 

 

 

 

 

 
                                                            
i iShares Barclays 7-10yr Exchange-Traded-Fund 
ii Note that performance for firm strategies are calculated on a monthly basis.  Through the month of November, 
our firm’s Natural Resources Strategy returned 10.06% versus 1.18% for the S&P Global Natural Resources Index 
benchmark. 
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