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The Investment Manager, GMP Investment Management LP, is registered with the Ontario Securities Commissions (“OSC”) as both Portfolio Manager (“PM”) and 
Exempt Market Dealer (“EMD”) in respect of the pooled fund we manage. As such we are placing you in securities of a related issuer. his communication is for infor-
mation only, and is not to be construed as an invitation to make an investment in GMP Diversified Alpha Fund (the “Fund”) nor does it constitute a public offering to 
sell the Fund or any other products described herein. Applications for the Fund will only be considered on the terms of the Offering Memorandum. Past Performance 
July not be repeated. GMP Investment Management L.P. is prepared to engage as an Adviser or Exempt Market Dealer in respect of securities of its related issuers 
and, in the course of distribution, of securities of connected issuers, but only to the extent from time to time permitted by applicable securities legislation or rule, pol-
icy, directive or order of any securities regulatory authority. 

Monthly Market Commentary March 2011 

GMP Diversified Alpha Fund GMP Diversified Alpha Fund 

GMP Diversified Alpha Master Fund (the “Fund”) generated a negative net return of 0.84% for the month of March. The Fund has generated a rolling 12 

month return of  12.37% (net of fees). Since inception, the Fund is up 31.51% versus 3.28% and 0.24% for the TSX 60 and S&P 500 respectively.   

The earthquake in Japan with the resulting tsunami and subsequent nuclear fallout from the Fukushima power plant threw markets into a tailspin in March. 

In response, the Japanese central bank flooded the market with $700B in emergency funding. By March 15th, Barclay’s Capital had estimated that the total 

damage from the disaster was at 15 trillion yen ($186 billion U.S.), or roughly 3% of Japan’s GDP. The disaster in the Far East was coupled with the continued 

geopolitical risks emanating out of the Middle East. As a result, the volatility in the equity markets was material. As an example, the VIX jumped from 16 at 

the beginning of March, to 27 by the 15th of March. Global equity markets were down in excess of 5% at that time. Both short and long term bonds rallied in 

North America, and the slide in the U.S. dollar abated as investors sought safety from plunging equity markets. It was not evident as of the middle of the 

month whether or not the markets would rally or continue their nose dive. Unfortunately, the catalyst for the negative market moves was a series of 

“natural disasters”. This type of risk is NOT predictable and therefore cannot be hedged ahead of time. In times of uncertainty in the markets, our process 

calls for us to proactively reduce risk and add protection to preserve capital. 

On the economic front, anemic U.S. housing statistics were released that revealed housing starts down 22.5% from the previous month to 479,000 homes, 

the second lowest on record dating back more than half a century. Falling prices, sluggish sales and weak construction rate all point to a U.S. housing market 

that is years away from a recovery. At the same time, wholesale prices rose 1.6%, the most in over 2 years, on the back of rising energy costs and the steep-

est rise in food prices in 36 years. Outside of these two volatile categories, inflation remained relatively tame.   

Equity Strategy 

Global equity markets had two distinct performance periods during the month, with the dividing point (the low point) being March 15th. Within this very 

volatile month, the Equity strategy was down, particularly within our “Aggressive” substrategy. The Equity strategy within the Fund had created 18% of extra 

return above the S&P 500 from Sept 1, 2010 to Feb 28, 2011, and gave back a portion of that return as we adjusted the portfolio to decrease the risk pos-

ture of the Fund mid-month. North American equity markets lost 7% of their value from peak to trough by mid month, with smaller cap equities selling off 

even more. As the world came to grips with the results of the Japanese earthquake, the equity markets rallied back strongly, although on weak volume. 

Given our hedges and mid-month capital reallocation, the Fund had limited participation in the broader market rally over the last 2 weeks of March. 

Credit Strategy 

The Credit Strategy generated positive performance in March as the credit markets also rebounded mid-month to end positive. As risk increased in the mar-

ket, there was a significant inflow of funds into the investment grade credit markets and to a lesser extent into the high yield markets. The magnitude of 

new high yield offerings in terms of dollars broke records in the month. In addition, in the first quarter of 2011, the aggregate dollars raised for leveraged 

loans was the greatest since the fourth quarter of 2007. From our perspective, the Canadian ABCP continues to provide a much superior risk adjusted return 

than all other credit products. For example, the high yield index is now trading inside of 7% (from as wide as 21% in 2008) now providing minimal upside and 

much greater risk to the downside. As such, we have significantly reduced the Fund’s exposure to both high yield issues and bank loans. 

Quantitative Strategy 

The Quantitative strategy was positive in March as both sub-strategies were marginally profitable. Tactical trading had gains from the following systems: 

Canadian dollar long, both long and short gold; and short S&P/TSE 60. Despite the extreme price move in equities in March,  the volatility strategy managed 

to end the month in positive territory as well. Our signals had us reducing long exposures as the markets sold off and then re-establishing them as we got 

the immediate bounce back. This type of action is required to limit draw downs and ensure capital is preserved in case the geo-political events created a 

sustained sell off. 

Risk Management 

During the month we decreased risk in the Fund in several ways. We decreased exposure in our Credit book and raised cash. Within Equities, we increased 

our allocation to our Defensive names to increase liquidity, moving capital from selected smaller cap names in our Aggressive sub-strategy. Overarching the 

Fund, we added S&P 500 protection (through April put spreads) and added TSX 60 puts, also for April expiry. The collective action of these moves was to 

substantially decrease the risk of the overall portfolio. 

 

 


