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U.S. GDP Growth Following Recessions

Running Behind
Unlike after past recessions, the economy isn't improving
fast enough to make up for years of lost growth.
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The markets have staged a strong advance to
begin the new year with U.S. markets hitting
new three-and-a-half-year intraday highs.
According to the “January Effect,” the gains
during the first month of the year bode well for
the overall year. Since WWII, 90% of the years
in which January posted positive market
results have ended the year with a gain. The
January Effect is one of several time-worn
investor axioms based on the calendar, several
of which held true last year. “Sell in May and
go away,” which suggests investors sell stock
and avoid the summer months, worked, with
stocks peaking for the year on April 29.
October, the “bear killer” month when stock
market declines end and reverse, ended the
19% peak-to-trough stock market decline with
stocks bottoming for the year on October 3rd.
The “Santa Claus rally” produced stock market
gains between Christmas and New Years.
Finally, stocks were able to narrowly avoid their
first decline in the “third year of a presidential
term” since 1939.

U.S. GDP has now reached pre-financial crisis
levels. However, the economy historically has
experienced spikes in growth following periods
of recession, allowing the economy to match
and then surpass its previous peak. After the
early 1980s recession, we had five quarters of
7+% growth, quickly putting the economy back
on its previous expansion path. We haven't
experienced any such snap-back this time. The
Commerce Department reported growth in the
fourth quarter at an annual rate of 2.8%. In
order to make up for growth lost during the
recession, the economy must shift into a much
higher gear. Economists note that current
output falls short of pre-recession levels if
adjusted for population growth and inflation.
So while we can cheer the market and economic
recovery, it appears that, for the time being, the
economic slump has not necessarily ended. It
has just stopped getting worse.
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Hedge Fund Trends
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Based on Hedge Fund Research’s annual
analysis of the hedge fund industry, total
hedge-fund assets under management ended
2011 at $2 trillion. Net capital inflows were
over $70 billion, half of which were allocated to
relative-value strategies (primarily fixed-income)
as the difficult economic climate prompted
investors to seek quality and risk-averse assets.
Total returns in the Hedge Fund composite
index fell 5% in 2011, the second-worst year
since records began in 1990. A recent survey by
SEI found that 38% of institutional investors
expect to increase their allocations to hedge
funds this year, down from 54% in 2010.
However, redemption notifications in January
were at their lowest level since 2008. This
could be a reflection that investors believe that
they cannot get better returns elsewhere or that
they have learned a lesson from 2008 and have
decided not to liquidate at what might be a
trough before a rebound. Alternatively, it may
simply be a calm before the storm.
Redemptions might not be reflected in asset
flows for another few months as investors have
an opportunity to reflect on their hedge fund
performance.

This week, the much-anticipated Facebook
initial public offering was announced. They
seek to raise $5 billion from the offering, which
would give Facebook a total market
capitalization of ~$80-100 billion (similar in
size to McDonalds). Facebook employs only
around 3,000 workers (1/550 the number of
employees as McDonalds), giving it an average
revenue of $1.2m per employee. Analysts
suggest the site’s users (estimated at over 800
million) effectively act as content providers,
thereby reducing the need for a massive staff.
Employees and private investors stand to make
a sizable profit from the offering. Mark
Zuckerberg, the company’s founder and CEO,
holds 28% of the company, which will be worth
about $28 billion.
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Contact: If you have any questions or comments, please do not hesitate to contact us at 703.992.6164. For more information about Harbour
Capital Advisors, please visit our website at

Disclosure: Harbour Capital Advisors, LLC (“HCA”) is an SEC-registered investment adviser located in McLean, Virginia. HCA and its
representatives are in compliance with the current filing requirements imposed upon SEC-registered investment advisers by those states in which
HCA maintains clients. HCA may only transact business in those states in which it is registered or qualifies for an exemption or exclusion from
registration requirements. A direct communication by HCA with a prospective client shall be conducted by a representative that is either registered
or qualifies for an exemption or exclusion from registration in the state where the prospective client resides. For information pertaining to the
registration status of HCA, please contact the SEC or the state securities regulators for those states in which HCA maintains a notice filing. A copy of
HCA’s current written disclosure statement discussing HCA’s business operations, services, and fees is available from HCA upon written request.
HCA does not make any representations or warranties as to the accuracy, timeliness, suitability, completeness, or relevance of any information
prepared by any unaffiliated third party and takes no responsibility therefor. All such information is provided solely for convenience purposes only
and all users thereof should be guided accordingly. Past performance may not be indicative of future results. Therefore, there can be no assurance
(and no current or prospective client should assume) that future performance of any specific investment or investment strategy (including the
investments and/or investment strategies recommended or undertaken by HCA) made reference to directly or indirectly by HCA will (i) be suitable or
profitable for a client or prospective client’s investment portfolio or (ii) equal the corresponding indicated historical performance level(s). Different
types of investments involve varying degrees of risk. Historical performance results for investment indices and/or categories generally do not reflect
the deduction of transaction and/or custodial charges, the deduction of an investment management fee, or the impact of taxes, the incurrence of
which would have the effect of decreasing historical performance results. The material contained herein is provided for informational purposes only
and does not constitute an offer to buy or sell or a solicitation of an offer to buy or sell any option or any other security or other financial
instruments. Certain content provided herein may contain a discussion of, and/or provide access to, HCA’s (and those of other investment and non-
investment professionals) positions and/or recommendations as of a specific prior date. Due to various factors, including changing market
conditions, such discussion may no longer be reflective of current position(s) and/or recommendation(s). Moreover, no client or prospective client
should assume that any such discussion serves as the receipt of, or a substitute for, personalized advice from HCA, or from any other investment
professional. HCA is neither an attorney nor an accountant, and no portion of the content provided herein should be interpreted as legal,
accounting, or tax advice. The tax information contained herein is general in nature and is provided for informational purposes only. HCA does not
provide legal, tax, or accounting advice. HCA cannot guarantee that such information is accurate, complete, or timely. Laws of a particular state or
laws which may be applicable to a particular situation may have an impact on the applicability, accuracy, or completeness of such information.
Federal and state laws and regulations are complex and are subject to change. Changes in such laws and regulations may have a material impact
on pre— and/or after-tax investment results. CIRCULAR 230 DISCLOSURE: To comply with Treasury Department regulations, we inform you
that, unless otherwise expressly indicated, any tax information contained herein is not intended or written to be used, and cannot be
used, for the purpose of (i) avoiding penalties that may be imposed under the Internal Revenue Code or any other applicable tax law, or (ii)
promoting, marketing, or recommending to another party any transaction, arrangement, or other matter. Rankings and/or recognition by
unaffiliated rating services and/or publications should not be construed by a client or prospective client as a guarantee that he/she will experience a
certain level of results if HCA is engaged, or continues to be engaged, to provide investment advisory services, nor should it be construed as a
current or past endorsement of HCA by any of its clients. Rankings published by magazines, and others, generally base their selections exclusively
on information prepared and/or submitted by the recognized adviser.

HARBOUR CAPITAL ADVISORS 2/3/2012



http://www.harbourcapitaladvisors.com/

