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Capital Markets Summary
For the Month Ended February 28, 2010

The world watched the 2010 Winter Olympics from Vancouver last month with athletes competing in 86
events and traveling up to Whistler for the slushy ski events. The first winter games were held in 1924 in
France consisting of only 16 events with figure skating and ice hockey actually held in the summer games.
Today, $6 billion is the total estimated cost of the games. Is it worth it! If you ask Greece, which hosted
the 2004 summer games in Athens, the answer is probably not since it piled on debt to finance its host
duties. Interestingly, the UK, which has its share of sovereign debt problems and likely faces a credit
downgrade, is set to host the 2012 summer games at a cost of $14 billion. While homes were glued to the
TVs watching the competition, investors watched computer monitors and news lines for a solution to the
problem of Greece rolling over its debt. The European Union finally gave Greece one month to show
progress toward cutting its budget gap before the EU demands for specific changes. This seems to be the
first of many sovereign debt issues the developed market faces.

Even with the developed market (DM) debt issues, emerging market (EM) country balance sheets look
much healthier with lower budget deficits. According to Morgan Stanley Research, DM nations face a
trend of credit downgrades, while EM countries could see upgrades. Not only are the sovereigns in better
shape, but the banks are also better capitalized with tangible common equity to total asset ratios of 6.4 for
Asia ex-Japan, compared to 5.5 for the US, and 3.8 for Europe.

REITs bounced back in February and are up over 100% from the dire prices of a year ago and now cap
rates are below (more expensive) than the average since 1996.* Most broad hedge fund strategies were up
marginally during the month, including systematic macro managers.

Most rates remained relatively unchanged from a month ago, except for the 3-month T-bill ticking up from 0.08% to
0.13%. High yield spreads widened during the month but interest still produced positive returns. Despite
municipalities across the US having debt issues of their own, spreads tightened. The likelihood of rising taxes make
munis look attractive but not without risks. In a recent article in Barron's, professors from the University of Chicago
and Northwestern demonstrate a $3 trillion funding gap for state pension plans. The long-term return projections look]

overly optimistic and unlikely to meet current obligations.

IMSCI indices returns are in US dollars. Hedge Fund of Funds is the HFRI Fund of Funds Composite *Morgan Stanley Research
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