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Index

A
Absolute return
focus, 109
pursuit, 57

Adjustable-rate mortgages, adjustments, 147
Advisory fees, impact, 116
Allocation funds, usage, 115
All-or-nothing investment approaches, 89–90
Alpha, 140–141
Alternative investments, 78, 136, 148
Alternative mutual funds, selection, 148–149
Annual returns, example, 184t
Arbitrage, 138
Asset allocation, 191
approaches, 167
change, 46, 195
adaptability, 100–101

concept, comparison, 56–57
factors, 106–109
flexibility, 100
insufficiency, 64
investment vehicle, usage, 106–108
keys, 99–105, 123
loss, avoidance, 103–105
opportunities, 101
portfolios, construction, 193f
positive returns, outcome (target), 105
strategies, evaluation, 114
success, keys, 95
TAA, usage, 89
twenty-first century approach, 73–74

Asset allocators, 69
Assets, investment, 43–44, 45f, 83

B
Balanced funds, 139
Balanced portfolios, 144
creation, 40–41

Bank deposits, advantages/disadvantages, 71–72
Bank investment advisory firms, shortcuts, 79–80
Bear
funds, 139
investor, 37–39
term, origin, 9

Bear market
definition, 16–17
recoveries, 58
stocks, presence, 18

Benchmarking, 177–178

Black-and-white investment, 197–198
Black swans, 11
Bond funds, 143
credit crisis, impact, 69
problem, 61
unreliability, 65

Bond managed accounts, 143
Bond market
examination, 15
long/short sides, 102–103

Bottom-up fundamental analysis, 143
Brokerage firms
conflict of interest, 78–79
shortcuts, 79–80

Bull, term (origin), 9
Bull-bear analysis, 186
Bull investor, 37–39
Bull market
discovery, 49–51, 102–103
economic/market situations, 50t

Business cycle, 162, 164
types, 163–170

Buy and hold, 68
Buy-and-hold investment, 198
Buy discipline, 119–122

C
Calendar-year returns, 186
Capacity constraints, 109
Capital
destruction, 84
losses, 203

Capture ratio, 180–181
consistency, 182–184
continuation, 182
example, 181–182

Cash
positions, carrying, 20
short side, usage, 105

Collateralized debt obligations (CDOs), impact,
77–78

Commodity funds, presence, 78
Commodity market, long/short sides, 102–103
Commodity-related stocks, exposure, 20
Concentrated equity allocation strategy, 156–157
performance, benchmarking, 160

Concentrated equity funds, selection, 155–156
Concentrated equity investment, 151
process, 158–159
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Concentrated equity portfolio strategy, 130
Concentrated equity strategy, 193
Concentrated mutual fund investment, 151–153
Conservative stocks, 71–73
Consistent returns, 134
Consumer Price Index (CPI), 147
inflation, analysis, 22
rates, 15
statistics, 128

Consumption, problems, 24
Contrarian investor approach, 6
Conventional wisdom, 118
presence, 96
problem, 81–82

Convertible securities, 138
Core and explore, concept, 192–193
Correlation risk, 113
Counterparty risk, avoidance, 19
Credit markets, problems, 59
Credit shock (2007-2008), 57
Currency investment, 139–140
Currency markets, long/short sides, 102–103
Cyclical investment, 163

D
Daily-liquid public securities markets, focus, 44
Dedicated short equity, 139
Deflationary growth, 167
Deliverable, creation, 136
Depression, winter stage, 167–168
De-worse-ification, 72–73, 119, 153
Diversification, 110, 119
approach, 7
benefits, loss, 153–159
cost-effectiveness, 107
problem, 72–73

Dow Jones Industrial Average (DJIA)
advance, 28
changes, 30
daily move, 64
level (1900-1920), 33f
level (1920-1940), 34f
level (1940-1960), 35f
level (1960-1980), 31f
level (1980-2000), 29f
level (2000-2009), 32f

Dow Jones Stock Index price history, usage, 41
Downside Capture Ratio, 183

E
Early adopters, 88
Economic changes, 120, 166
Economic cycle, 162
Economic environment, changes (adaptability),

100–101
Economic release, examination, 90
Economies, recovery, 67–68
Equity-focused style, 170–171
Equity funds, holdings concentration, 154
Equity investment styles, R-squared readings, 188
Equity mutual funds
investment, 37
purchase, 42

Exchange-traded funds (ETFs), 170
avoidance, 19–20

creation, 78
investment, 37
position, options (usage), 99
usage, 19–20, 38, 173
reasons, 108–109

Exogenous news events, impact, 25–26
Expense ratios, level, 116–117

F
Financial advisors, role, 156
Financial advisory outlets, conflicts of interest,

78–79
Financial markets, problems, 25–26
Forecaster, motivation/experience, 66
Fundamental analysis, combination, 143
Funds-of-funds, 111

G
Glide path, 114
Global competitiveness, 62–63
Global cycle allocation strategy, performance

(benchmarking), 174
Global cycle investment, 161
process, 171–172

Global cycle portfolio strategy, 130
Global cycle strategy, 193
action, 170–174
objectives, 172–174
value, 162

Global Investment Performance Standards (GIPS),
48, 87, 100

Global macro, 139
Gold stocks, reaction, 108
Government bonds, yields, 41
Gray investing, importance, 10, 198
Gross domestic product (GDP), strength, 142
Growth investing, caution, 7
Growth investor, 60/40 returns (usage), 42

H
Hedged mutual funds, 135
Hedge-fund-of-funds, 144
Hedge funds, 109–112, 144
advantages, 109–110
disadvantages, 110
index, tracking, 112
industry, popularity, 99
liquidity, limitation, 110
replication, 112
SEC registration, unnecessity, 111
transparency, 111–112
limitation, 110

High standard deviation (HSD), 182
High volatility, interpretation, 14
High-yield bonds, 138–139
Holding period, target, 112–115
Hybrid allocation strategy
objective, 136–137
performance, benchmarking, 144–145
risk management, usage, 145–146

Hybrid investment, 147–148
definition, 138
evaluation, 147
objectives, 137
process, 141–143
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Hybrid investment (Continued )
rationale, 133
realization, 135–136

Hybrid mutual fund styles, 137–141
Hybrid portfolios
construction, 141
creation/change, 146
strategy, 130

Hybrid strategy, 193

I
Independent advisors, impact, 80–81
Index mutual funds, investment, 37
Index-short mutual funds, 139
Inflation
control, 127–129
expectations, 128
impact, 179
indicators, location, 15
interest rates, relationship, 59–62
rates, level, 59–60

Institutional investors, perspective, 156
Interest rate
change, 61
decline, 59–61
Federal Reserve reductions, 15

International stock funds, 154
Inverse bond, 139
Inverse ETFs, 158
Investment
analogy, 199–202
changes, 67–71
concerns, reaction, 129
cost, 115–118
crash and burn risk, 101
educated guess, 24
broker role, 72

education, 56
catch-up, 12

false starts, 67–68
flexibility, 193
hot tips, 87
ideas, problems, 84–90
management, penalties, 67
manager, performance (problems),

73–75
mistakes, 203–204
performance, 48
philosophy, 8, 96–99
pigs, 10
playbook, replacement, 202–204
portfolios, strategic ideas, 88
positioning/repositioning, 203
process, 96–97
product manufacturers, conflicts of interest,

78–79
product spinoff, 83–84
quarterback, 69, 71
risk, measurement, 183
60/40 approach, 40–43
strategist, responsibilities, 195–196
style
flexibility, 109
performance, 73–74

success, capture, 178–180

tax impact, 116–117
thesis, 121

Investment Company Institute (ICI), mutual fund
presentation, 107

Investor
buy-and-hold type, 83
role, decision, 65–66

Issues, identification, 55

J
Juglar fixed investment cycle, 164–165
Juiced ETFs, 85
Junk bonds, 138–139

K
Kitchin inventory cycle, 163–164
Kondratiev wave/cycle (K-cycle), 166
Kuznets infrastructural, 165–166

L
Leveraged buyouts (LBOs), 138–139
Leveraged ETFs, 85–87
Leveraged investments, impact, 77–78
Liquidity, pumping, 16
Long portfolio, 112
Long positions, 70
Long-short mutual fund style, 137–138
Long-term bonds, yields (examination), 15–16
Long-term investors, volatility (impact), 64
Long-term U.S. Treasury bonds, shorting, 171
Long-term wealth growth plans, inflation (impact),

60–61
Low-correlation investment, 202–203
Low-cost mutual funds, purchase, 68
Low standard deviation (LSD), 182
Low-turnover funds, 155
Low volatility, interpretation, 14

M
Manager
changes, 121
due diligence, 194f
evaluation horizon, 105
talent, 109

Market
changes, 120
cycles, 161
variation, 162

environment, changes (adaptability), 100–101
event, defensive position, 196–197
forecasting, effectiveness, 66–67
history, understanding, 123
index (position), options (usage), 99
shocks, 104–105
short side, usage, 105
timing games, 158
ups, majority (capture), 103

Market-neutral mutual fund style, 138
Market volatility
increase, 13–14
interaction, 64

Mass-customized advice, 82
Mature stock markets, impact, 204–205
Me-too investment products, excess, 90
Modern Portfolio Theory (MPT), 153
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Money managers, themes, 43–44
Mortgage-backed securities (MBSs), impact, 77–78
MSCI World Free Index, 174
Multicap investing, 157
Mutual funds
advantages, 107
firm, institutionalization, 121
hedging, 97–98
investment decision, 72
late-trading scandal, 106
management, 71
performance, 47
cost, 117
evaluation, 186

product providers, assumptions, 90
regulation, 108
short selling/hedging, 98
trading, 117
usage, 38, 173–174
wrap, 99–100

N
Near-term market risk, vigilance, 21
Nontech bear market, 75–76
North American Free Trade Agreement (NAFTA),

impact, 49

O
Objectives, simplification, 126
Off-target investment plan, 114
Oil commodities, problems, 19
130/30 investment strategies, 84–85
Overdiversification, avoidance, 153

P
Peak-to-trough analysis, 186
Performance
analysis, example, 184–187
comparison, 73
evaluation, 177
measurement, 178
potential (promotion), hypothetical track

records (impact), 87
Plain vanilla investment styles, 194–195
Ponzi scheme, 106
Portfolio management, 75, 146
flexibility, 17
60/40 approach, 40–42
TAA, usage, 89

Portfolio risk management
application, 6
keys, 122–127

Portfolios
diversification, 68
hedging, cash (usage), 96
holdings, overlap minimization, 124
hybrid investment, relationship, 143–145
net long exposure, 158
optimization, avoidance, 143
performance, 90
positioning, 173–174
selection, 142
strategies, 130–131
timing decisions, 196
turnover, 118–119

Price objective, achievement, 120
Price-to-earnings (P/E) ratios, analysis, 22
Process of elimination analysis, 96
Producer Price Index (PPI), 147
Productivity, increase, 164
Professional investment advice, problems, 80–81

Q
Quantitative analysis, 143, 171
Quotron, usage, 13

R
Real estate investment trusts (REITs), 140, 141, 145
funds, 154

Rearview mirror investing, 47–48, 75–76
Recoveries, 43f
Redemptions, cash increase, 21
Retirement
approach, 4
clarity, 5

Baby Boomer approach, 17–18
boom, 63
income availability, consumer confidence, 4
managed path, 113–114

Return on equity (ROE) growth, 157
Returns, consistency, 134
Reward, emphasis, 182
Risk, 122
avoidance, 71–73
control methodology, 145–146
deemphasis, 182
definition, 183
management, 41–42, 145–146, 172–173
measurement, 124
reduction, tool, 198–199

Risk-reward scenario, offering, 171
Roaring Twenties, stock market performance, 82–

83
Rolling returns, usage, 184–187
R-squared, 187–189
values, range, 188

S
Second career, adoption, 3
Sector rotation, 157
Secular bear markets, 169t
impact, 59

Secular bull markets, 169t
Secular markets, awareness, 57–59
Sell discipline, 119–122, 159–160
Separate-account industry, inclusion, 87
Short position, 112
Short-selling, ban (effect), 98–99
Short-short rule, elimination, 98
Short-term traders, leveraged ETFs (usage), 86–87
Single manager risk, 172
Single-short ETFs, 139
Small-cap funds, 154
Standard deviation, 182–183
Standard & Poor’s (S&P), 17
decline, 23
index fund, usage, 72

Standard & Poor’s 500 (S&P500)
Index, loss/decline, 90, 197
intraday low, 22
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Standard & Poor’s 500 (Continued )
positive months, frequency, 179t
return, example, 185–186

Stock market
benchmarks, 142
correlation, 42–43
history, lessons, 28–36
investment, 5
long/short sides, 102–103
long-term risk-reduction tool, 30
October 19 crash, 28
performance, 22–24
renting, 6, 25–26, 27, 36–40
return, matching (objective), 37
split personality, 18–20

Stocks
diversification, 113
holdings, concentrated level, 157–158
long-term average annual return, 82–83
position, options (usage), 99
volatility, 64

Strategies, combination, 192–193
Style boxes, 44–46, 140
addiction, cessation, 123
boxing, extension, 101–102
investment, 45–46
purity, 68–69
selection, 63

Summer stagflation, 166–167

T
Tactical asset allocation (TAA), 88–89, 198
Tactical business strategies, 88–89
Tactical investment, 163
Tactical portfolio management, 87–89
Tail risk, 196–199
Talking heads, comments, 90–91
Target-date funds, 112–115, 143
bonds, impact, 113

Target-date mutual fund, 69
Tax loss, positive value, 118
Tech boom, 75–76
Technical analysis, 143
psychological component, 127
usage, 125–126

Technical indicators, impact, 125
Terrorism risk, 63–64
Time horizon, 199
involvement, 157
target, 112–115

Time periods, types, 162
Top-down fundamental analysis, 143
Trader, role (decision), 65–66
Trading, difficulty, 66
Treasury bond rates, bottom, 19
Treasury inflation-protected securities

(TIPS), 128
Trust companies, shortcuts, 79–80
Twice-leverage investments, delivery, 86

U
Unwrapping the box, 102
U.S. deficits, 62
U.S. Treasury securities, value (increase), 113
U-shaped recovery, 20–22

V
Value funds, 154
Volatility
approach, 122–127
consistency, 64
reduction, 135

Volatility index (VIX)
creation, 13–14
indicator, 124

V-shaped recoveries, 21

W
Wall Street disaster, chronology, 77
Weak performer, explanation, 73–75
Wealth disparity, 166
Weightings, 142
Weight of the evidence analysis, 155
Wimpy, term (origin), 14–15
Wrap sponsors, 100

Z
Zero-coupon bond, issuance, 138
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