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2. Review of the 1st Quarter of 2012
The main issue dictating the direction of assets in the first quarter of 2012 has been the receding ‘tail risk’
within Europe as compared to the end of last year. This reduction in tail risk, triggered by the LTRO
programme (or QE), caused risk assets to rally in the first two months of the quarter while moderating
in the latter part, as risks relating to Spain came into focus.
The three main economic blocs of the US, Europe and Asia face differing opportunities and challenges as
2012 unfolds.
In the US, GDP growth came in at 3% for Q4 2011, an increase from 1.8% in the previous quarter. The
improved economic data is a result of healthy consumer spending, underpinned by a recovering labour
market. There is growing evidence that the housing market is, at worst, stabilising but may already be in
the early stages of a recovery.

This, together with other areas such as better auto sales, is

further evidence of the recovery. The encouraging data together with lower unemployment numbers is
giving consumers the confidence to increase their spending after a few years of rebuilding their balance
sheets.
Europe, however, is facing mixed fortunes. On the one hand Germany is growing very strongly with
unemployment at record lows and industrial activity at multi-year highs, while Spain is suffering from 24%
unemployment and falling housing prices. The LTRO programme which was put in place in December
substantially reduced the tail risk of things going horribly wrong but hasn't solved the longer term problems
of the need for debt reduction; a very difficult task in an environment where there is no growth. Already the
new Spanish government has indicated that this year’s budget will not comply with the deficit target agreed
with the EU. Spreads on government bonds in both Spain and Italy have recently widened on the back of
such risks. The divergence in growth between the Northern European countries and the peripheral
economies remains a significant challenge for the politicians to navigate, in particular if we start to see
changes in governments which heightens the risk of policy errors.
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China has lowered its growth target to 7.5% from the previous target of 8.0% which had been in place
since 2005. The revised growth target comes together with an attempt to rebalance the economy away
from dependence on exports towards a more consumer-driven economy. Inflation has been a problem in
China for the past two years, in particular in the real estate market, and it has been the government’s
specific target to lower prices and make property more affordable. Towards the latter part of last year the
inflation rate started to decline again which led to some easing in monetary policy and the lowering of Bank
reserve requirements. Q1 2012 GDP growth came in at 8.1% from 8.9% in the prior year, the slowest since
2009 albeit still very robust. The debate on China continues to be whether the government will be able to
engineer a soft landing or whether we will see a hard landing with severe implications for commodity prices
and world growth. To date, the evidence would suggest that they are in for a soft landing but this needs to
be carefully monitored as the re-orientation progresses.

In Japan there are indications of a revival following last year’s tsunami. The government has followed an
expansionary fiscal policy implementing quantitative easing which has led to a weaker Yen, boosting
export- related activity.

Risk assets performed strongly in Q1 2012 as a result of better growth prospects in the US and in
particular because of the receding European tail risk. January and February were particularly strong while
we have started to see some nervousness re-enter the market in March and April, as evidenced by yields
on government bonds rising in Spain and Portugal.

3. Outlook
One of the most interesting developments over the past two years has been the new extraction techniques
developed within the shale gas industry which could have severe implications for commodity prices,
notably the energy complex, over the next five years. Excess supply of natural gas in the US has caused the
price to fall from around US$14 per mBtu to below US$2 today despite being only at the early stages of
exploiting natural gas based on this new technology. The US could become a net exporter in the years
ahead and with the extreme pricing differential between different parts of the world (in Europe the price is
in the region of US$13 per mBtu), it could have major economic and geopolitical consequences. An
example of this is the impact on the trade deficit in the US as they start to import less energy and possibly
a substantial lowering of input costs on manufacturing industries with positive implications for equity
markets.
Despite the risks associated with Europe (which we see as the biggest tail risk followed by the risk of a war
in the Middle East) the global growth outlook has improved. Central banks are easing, the US is growing
and corporates are strong.
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Looking at the relative pricing of assets it would seem that equities offer the best risk/reward trade-off.
Cash yields very little and is expected to remain low for an extended period of time; bonds have been the
asset class of choice despite the generational low yields. Taking a five year view it is very difficult to see
yields going anywhere but up from here which would not bode well for bond market returns; while equities,
despite the historically high margins, still have high imbedded risk premia and low allocations from
investors. If tail risk continues to diminish we would expect equity-type investments to outperform over a 35 year time horizon.

4. Strategy Allocations
The allocations within our multi-strategy portfolios have remained broadly unchanged over the quarter, with
the largest allocations being Global Macro and Equity Long/Short followed by Event Driven, Relative Value
and Tail Risk Hedges.
Discretionary and Systematic Global Macro: 36%
The Global Macro strategies produced a positive return for the first quarter with gains achieved from the
general risk-on trade. Specific areas which contributed positively were equity markets generally, weakening
of the Japanese Yen and higher government bond yields in the first part of the quarter. FX themes
contributed strongly with a longer-term play on emerging market vs developed market currencies being a
key driver in the first two months.
Equity Long/Short: 34%
We are beginning to see a return to fundamentals with differentiation emerging in equities on a regional,
global and sector basis. The past 2 years have been a particularly difficult environment for fundamental
stock-pickers because of the risk-on/risk-off trade. We see that subsiding in the period ahead which
should enable such managers to achieve their longer-term return objectives. Q1 2012 was, on balance,
positive for these managers although one manager disappointed with negative performance due to stockspecific selection.
Event Driven/Relative Value: 29%
The fundamentals for Event Driven are extremely positive after several years of delayed activity due to the
macro environment. We expect this to change as the global macro issues recede and greater confidence
returns to boardrooms together with the fact that corporates have very strong balance sheets.

The Relative Value strategies in which we are invested are focused in the fixed income space. We do not
believe that this is the time to be directionally long of fixed income instruments, instead preferring to
participate in this space on a relative value basis.
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Our tail risk protection cost us in the first quarter given strong performance of the markets. We had
reduced the allocation in Q4 2011 by meaningfully selling down the position after strong performance
throughout the year.

5. Summary
We are optimistic that as the year progresses fundamentals will increasingly dictate the direction
both across and within each of the asset classes. The difficulty over the past two years has been the
extreme risk-on/risk-off environment we have witnessed. While we do not expect the path to resolving
some of the issues to be smooth, we do believe that fundamentals ultimately dictate the pricing of
assets and that our thorough investment process will continue to stand us in good stead.

Thank you for your ongoing confidence in Stenham. Please contact us if you would like to hear more about
our strategies or funds. Further information can also be found on our website:
www.stenhamassetmanagement.com

Kevin Arenson
Chief Investment Officer
Stenham Advisors Plc

DISCLAIMER
This document contains macroeconomic commentary and information relating to the services of the asset management division of the Stenham Group and certain unregulated
collective investment schemes (the “Funds”) as defined in the Financial Services and Markets Act 2000 (“FSMA”). It has been approved for distribution (except in South Africa,
where its distribution has been approved by Stenham Asset Management Inc – see below) by Stenham Advisors Plc. The Funds have not been authorised or otherwise approved
by the Financial Services Authority. This communication is directed only at, and the units to which this communication relates are available only to, such persons who satisfy the
criteria for one or more of the following : (a) an investment professional, being a person having professional experience of participating in unregulated schemes within the
meaning of article 14(5) of the Financial Services and Markets Act 2000 (Promotion of Collective Investment Schemes) Order 2001, as amended (the “CIS Promotion Order”); (b)
a certified high net worth individual, being an individual who has signed, within the preceding 12 months, a statement complying with Part I of the Schedule of the CIS Promotion
Order; (c) a high net worth company, unincorporated association etc, being an entity to which article 22(2) of the CIS Promotion Order applies; (d) a certified sophisticated investor,
being a person: (i) who has a current written certificate signed by an authorised person stating that the person is sufficiently knowledgeable to understand the risks associated
with participating in unregulated schemes; and (ii) who has signed, within the preceding 12 months, a statement in the terms set out at article 23(1) of the CIS Promotion Order;
(e) an association of high net worth or sophisticated investors within the meaning of article 24 of the CIS Promotion Order; and (f) any other person to whom it may otherwise be
lawfully communicated, including, where the communicator is an authorised person, those persons listed in rule 4.12 of the Conduct of Business Sourcebook of the FSA
Handbook (“COBS”); (collectively, “Exempt Recipients”). It is not intended for Retail clients. This communication is exempt from the scheme promotion restriction in section 238
of FSMA on the communication of invitations or inducements to participate in unregulated schemes on the grounds that it is made to Exempt Recipients. It is a condition of your
receiving this communication that you are, and you warrant to Stenham Advisors Plc that you are an Exempt Recipient. Persons who do not satisfy the criteria to be an Exempt
Recipient should not rely on this communication nor take any action upon it, but should return this communication immediately to Stenham Advisors Plc at 180 Great Portland
Street, London W1W 5QZ. This communication is confidential and intended solely for the person to whom it is delivered. No part of this communication may be reproduced in any
form or by any means or re-distributed without the prior written consent of Stenham Advisors Plc. This communication should not be construed as an offer to sell any investment
or service. This communication does not constitute the solicitation of an offer to purchase or subscribe for any investment or service in any jurisdiction where, or from any person
in respect of whom, such a solicitation of an offer is unlawful. This communication does not constitute investment advice or a personal recommendation. If you are in doubt about
the units to which this communication relates, you should consult an authorised person specialising in advising on participation in unregulated schemes. The information in this
communication has been prepared in good faith, however, no representation or warranty, expressed or implied, is or will be made and no responsibility or liability is or will be
accepted by Stenham Advisors Plc or its officers, employees or agents in relation to the accuracy, completeness or fitness for any purpose of this communication. Past
performance is not a reliable indicator of future results. The information stated, opinions expressed and estimates given are subject to change without prior notice.
Stenham Advisors Plc is authorised and regulated by the Financial Services Authority and is also a licensed financial services provider in South Africa (FSP No:-11763)
The distribution of this document in South Africa has been approved by Stenham Asset Management Inc which is a licensed financial services provider (FSP No:-13300)
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