A
Aeroplanes 50, 56, 89
Allocation
asset 175, 219-220, 233, 239, 241, 244
strategic 219, 239, 241-246, 249, 251
tactical 245-249, 252, 282
Aluminium 50, 200-201
Ambiguity aversion 154
Analysis
external 88-94
fundamental 83-99
internal 95-97
sectorial 197-198
strategic 86—98, 263, 274, 278
technical 37, 79, 101-107, 130, 175, 200,
209, 247, 270
Anchoring 155
Approach
macroeconomic 177, 182-196
practical stock selection (Buffett, Graham
and Lynch) 66, 85, 99,105, 109,
129-131, 137-147.21¢; 246-247
top-down 202, 246, 257
Arbitrage 59-60, 79, 233
Assets
hidden 140, 146
risky 6-7, 14-15, 36, 60, 71, 158, 217,
229-230, 233, 240, 249, 251, 256
Asset class(es) 6, 14, 19-57, 59, 62-63, 65,
71-75, 81, 114-117, 119, 122-123, 125,
158, 184, 211, 218-220, 229-230,
233-234, 240-246, 248-249, 251,
255-258, 261, 271, 273, 277, 279-280
Asset plays 140, 144, 265
Asymmetrical information 47, 153, 272
Attractiveness of the different asset classes 37,
47, 114, 116, 122-123, 144, 184, 229,
233, 244, 246, 248, 252, 255-258,
272-273, 277-278, 280, 282
Attribution of probabilities 169
Average hourly earnings 185

Index

B

Backwardation 52-53, 262

Balance sheet 83, 141, 143, 145-146, 238,
267

Baltic Dry Index 192,274, 277

Bankruptey 20, 24, 26-27, 34, 41, 55, 71-72,
74, 267

Barriers
to enwy £5-90, 92, 129, 263
to exit 50

Behatioaral finance 9, 109, 151-152,
161-163, 165, 229, 239
2enavioural Force 210, 270, 273-275, 279
and bonds 271
and commodities, precious and
industrialmetals 272
and money market investments 271
and real estate 272
and stocks 271-272
Benchmark 34, 62, 223, 229, 239, 242, 246,
259, 277
Beta 11-12, 60, 71, 102, 136, 221, 224, 229
Biased judgements 153
Biases 156157, 161-162, 165, 210, 238, 274
availability 229
cognitive 153
confirmation 154
conservative 162, 244, 272
narrative fallacy 155
representation 154
representativeness 154
self-attribution 162, 272
Black-Scholes 65, 169
Boats 56
Bonds
convertibles 23, 60
corporate 23-24, 71, 74, 135, 188, 244,
251, 255-256
floating rate notes 22
government 23-24, 26, 71, 74, 133, 174,
181, 188, 244, 251, 255



286 Index

Bonds (continued)
inflation-linked 23
perpetuals 22-23
selection of 135
sovereign 256
zero-coupon 22, 30, 64
Bubble (speculative) 105, 109, 271-272
Buffett, Warren 66, 81, 85-86, 99, 106, 109,
129-131, 137, 147, 218, 266
Business model 86-88, 129, 266, 274
Buy and hold 106, 158, 165, 171, 174, 176

C
Cap 30, 47
Capital Asset Pricing Model (CAPM) 11, 221
Capital gains 3, 19, 26, 37, 54, 60, 71, 240,
249, 251
Capital risk 101-103
Capitalisations (large, small) 33
Cash flow 40, 81, 83-86, 95, 113-116,
121-123, 129, 134, 146, 242, 261,
267-268
Central banks 4, 32, 49, 51, 181, 184, 259,
262
Channel 102
Charts 101, 106
Climate 33, 41, 45, 47, 49-51, 123, 195, 198,
258, 265, 269, 271, 274-275, 279
Collar 47
Collector’s items 56
Commodities 48—-54, 60, 63, 71-72, 74,81,
104, 123, 244, 251, 258, 262, 245, 269,
271-272, 274-275, 278, Z8Q
Company/ies
perfect 140-143
in recovery 145
Competition 90-92, 142, 266
Competitive advantage 86—87, 95-96, 266
Conflict of interest 98, 237
Consumption and spending 263-264
Contango 53-54, 262
Control illusion 157
Convenience yield 52, 262, 275
Copper 50
Core competencies 95-96
Core-satellite 36, 242, 246, 257
Correlation 13, 40, 46, 72, 158, 217-219,
223, 234, 257
Countries
developed 23, 31-32, 71-72, 74, 244
emerging 23, 31-32, 34, 42, 48, 71, 74,
244, 258, 269
Credit Default Swap 26-27
Credit rating agencies 24-25, 267
Creditworthiness 23, 25-26, 32, 64

Criticisms of
fundamental analysis 98—99
technical analysis 105-106
Critical success factors 88, 94, 96
Currency 31, 42-44, 47, 56, 72, 113, 119,
180-181, 187-188, 198, 247-248, 265,
274-275
reference 21, 31-32, 43-44, 47, 52, 56,
238, 245, 250, 259
strong 42, 261-262, 265
weak 42, 261-262, 265
Current account balance 186—187, 259, 261,
273-274
Current ratio 40, 263, 266
Cycle
life cycle 93, 238
of liquidities 40

D
Debt 19-20, 22-27. 30-32, 40, 46-47, 55,
72, 95, 134,135, 140, 145-146, 181, 186,
188, 193194, 260, 263, 267-268, 274
Default 20..2¢-27, 64, 267, 273
Deficit
buagat 24, 181, 187-189, 260, 273-274
talance of trade 186
Degree
of liquidities 240
of risk 11, 14-15, 19, 56, 71-73, 75, 244
of taxation 49, 59, 341
Delta 64-66
Discount 45
Discounted cash flow 83-85
Diversification 11, 15, 20-21, 34, 37, 46, 55,
72, 113, 134, 136, 158, 198-199,
217-218, 223, 230, 234, 237, 242, 244
Dividend-right certificates 33
Dividends 33-34, 84, 138, 146, 267-268, 274
Dollar-Cost Averaging 231
Duration 28-30, 87, 93, 102, 245, 255-256,
260, 279
modified 29

E
Earnings 33, 80, 129, 136, 139, 236
and development 214
gross 143-144
per share 12, 85, 198, 267
Economies of scale 89
Effect
disposition 151, 158
endowment 158
leverage 55, 61, 63
Elliott waves 103—104
Emerging markets 31-32, 34, 72, 224
Energy 4, 35, 48—-49, 54, 109, 183, 185, 198,
200-201, 245, 258, 265, 269, 279



Index 287

Environment (political/economic/legal/social/
technological environment) 93-94

Equity 12, 19, 23, 27, 33-34, 36-37, 54-56,
60, 71, 73, 84-85, 95, 142, 219-220,
233, 242, 244, 279

Equity Long-Short 60

Event-driven 60

Excess confidence 99, 154, 156-157

Exchange risk hedging 31

F
Fiduciary deposit 19-21, 71, 74, 113, 244,
251, 263, 279
Financial health 23, 99, 223, 267, 274
Fixed coupon 22
Floor 30, 47
Flow of cash flows 137, 358, 370, 374,
405
Force
competitive 88, 90-92
luck 210
Forecasting market movements 169
Forward 53
Fractal 103-104
Framing 155
Free Cash Flow 84, 99, 146, 242,
268
Fundamental Force 209, 262-269
and bonds 263
and commodities, precious and industrial
metals 269
and money market investments 262—2G2
and real estate 268-269
and stocks 263-268
Funds of hedge funds 59
Future cash flows 81, 83, 114+-117, 121, 123,
134
Futures contracts 29, 34, 36, 39-40, 48—-49,
52-53, 60, 63, 262

G
Gamma 9, 66
Global macro 60
Gold 49-52, 258, 262
Gordon-Shapiro 84
Graham, Benjamin 131, 133-134
Growth
and cycles 264
economic 178-180, 183, 185-192, 256,
260-261
Guarantee 24, 30, 54, 63-64, 87, 90, 140,
179, 223

H
Hedge funds 59-63, 159, 233, 240, 280
Hedonic 121-122

Herding 153

Heuristics and cognitive biases 153-159
History and repetition 104-105, 155, 272
Home bias 158

House money effect 158

|
Income statement 83, 267
Index
confidence 195
consumer confidence 178, 190, 274, 279
Consumer Price 4, 23, 185
Employment Cost 185
Existing Home Sales Report and New Home
Sales Report 193-194
Housing Starts and Building Permits 194
Producer Price 185
Purchasing Managers _190—191
Index (tracker) funds 24, 20, 36, 198, 223,
230, 242-243
Industries 34, 37, 4:=42, 48, 90-91, 96, 129,
131, 140--341, 158, 188—189, 197-199,
201-202, 237, 244, 258, 263, 278
Inflationr 3-.5, 12, 21, 23, 31-32, 46, 49, 115,
132, .51, 179-186, 193-195, 200, 229,
2539, 248, 251, 255-256, 259-261, 270,
73-275, 277, 279
»formation 47, 79-83, 93, 99, 101-102, 114,
116-117, 123, 131, 137, 144, 162-163,
180, 185, 192—-193, 236, 267-268, 272
processing 32, 42, 154-157
reflection 131, 162—-163
selection 153-154
Insider trading 32, 80, 101
Intellectual property 86—87
Inventories 140, 144, 146, 191, 268,
274
Investment
forms 34-36, 259
model 11, 221, 259-262, 277
particular forms 59-70
universe 19, 158, 223, 240, 242
Investor 3, 5-8, 11, 14-15, 21-33, 37-50,
53, 55-56
defensive 133-135
enterprising 134-135
Investor’s objectives 232-235

K
Kappa 66
Kontradieff 102

L

Lack of control 159
Lead 50

LIBOR 20, 113, 230, 277



288 Index

Liquidities 20-21, 23, 27, 31-33, 40, 42, 46,
54, 60-61, 63, 68, 71-72, 115, 223, 233,
238, 242, 255, 263, 267, 274-275,

280

Luck 10, 38, 81, 99, 105-106, 157, 210, 249

Lynch, Peter 66, 86, 131, 137-147, 202, 218,
265

M
Macroeconomic Force 182-198, 209,
277-278
and bonds 259-260
and commodities, precious and industrial
metals 262
and money market investments 259
and real estate 261
and stocks 260-261
Managed futures 60
Management
active 59, 81, 174, 176, 225, 229, 242, 244,
257
of foreign currency 247-248
of risk 9, 223, 235-237, 239
passive 79, 221, 224-225, 242, 244, 257
portfolio 79, 234, 240-241, 282
relative 34
team 56, 157, 218, 223, 229, 266
Management services 61, 326
Margin
account 36
call 36
initial 36, 39
maintenance 36, 39
net profit 96
security 136
Market efficiency 79-82, 165
semi-strong form 80
strong form 80-81
weak form 79
Market timing 134, 171, 173-176, 199, 231,
246
Marking-to-market 36
Markowitz (Modern portfolio
theory) 217-218
Mean (reversion) 155, 158, 163
Measures
of risk 7-15, 71, 281
relative 85-86, 188, 267
Mental accounting 157-158
Metals 35, 48-54, 123, 192, 201, 244-245
industrial 50, 74, 258, 262, 269, 271
precious 49-50, 71-72, 74, 146,
251, 275
Minimum variance portfolio 223-225, 242
Modelling market movements 135
Momentum 161-163

Monetary expansion 181-184

Monetary tightening 183

Money 90, 130, 146, 153, 157, 161, 178179,

181183, 189, 193, 233

Money market
fund 19-21, 113, 244, 251, 263, 279
investments 19-22, 113-115, 255, 259,

269-271, 273, 279

N

Navarro, Peter 177, 198-201, 234, 236-237
Nickel 50

No go’s 158

Normal distribution 7-9, 13,60, 217, 281
Normalcy bias 233

(0]
Oil 49-53, 62, 140, 146, 195-198, 201, 258,
262, 265, 274, 27%
Options
American 39, ¢S
call 24, 2730, 47, 65
European €5
put. 5029, 47, 65, 68—69
OTC “Cwver the counter) 47
(Outerasset classes 6, 21, 31, 55-57,
114-115, 117, 248, 251, 255-258,
271-273
Overreaction 80, 101, 162-163, 272

P
Palladium 50
P/E (Price to Earnings Ratio) 12, 85, 99, 134,
139, 143-145, 198, 267, 274, 278
Personal income and consumption 189, 263
Policy
fiscal 179-181, 188
monetary 181
Portfolio construction 11, 122, 133, 157, 221,
223, 227, 229, 233-249
Potential competitors 89-90, 92, 95
Power
bargaining power of customers 92
bargaining power of suppliers 92, 94
purchasing 3, 5, 133, 182, 196, 219,
247-248
PPP (absolute and relative) 247-248
Premium 11, 26, 45-46, 49, 53, 6670, 262
Price to Book 12, 85-86, 267
Price to Cash Flow ratio 86, 267
Price to Earnings Ratio (see P/E)
Pride and regret 159
Private Equity 54-56, 71, 74, 219-220,
244
Probabilities 9-10, 13, 151, 154—156, 169,
240



Index 289

Process

of portfolio construction 238-249

of production 89, 197, 258, 264
Product

agricultural 48-49, 52, 258

capital protected 247, 257

Gross Domestic Product (GDP) 182, 185,

277

Gross National Product (GNP) 138, 187

maximum return 63, 247

participation 63

substitute 92

structured 36, 63-65, 70, 247
Productivity 195-196
Profitability 7, 38, 42, 55, 88—-89, 91-92,

96-97, 104, 133, 144, 161, 163, 268

Psychological principles 109
Purchase

direct 45

indirect 45

and sale of stocks 40
Put/call ratio 261

Q
Quick ratio 40, 263, 266

R
Random 13, 99, 102, 106, 155, 240
Random walk theory 171
Rate
average inflation 5, 239, 251
growth 84, 139, 145-146, 179, 186, 251,
266
nominal 5, 251, 255
reinvestment 28
risk-free 5-6, 12, 14
unemployment 41, 178—180.192-193, 198,
200, 236, 261, 264, 274
Rating 20, 24-28, 113, 1135, 255, 262-263,
271, 274
Ratio
debt 40, 266
hedge 29
interest coverage 40, 263, 266
put/call 261
quick 40, 263, 266
Real estate 3, 6, 45-49, 61, 71, 73-74,
121-122, 140, 201, 244-245, 251, 257,
261, 268-269, 272, 275, 279
Rebalancing 36, 219, 248-249
Recession 42, 49, 97, 139, 178—-182, 184,
186, 188189, 191-194, 236, 256,
259-262, 273-275
Regulation and taxes 197
Resistances 106—107, 198, 234, 270,
274-275, 279

Retail sales 189, 197, 200-201, 263-264
Return target 235, 239, 248-249, 251,
257
Rho 66
Rights
economic 33, 41
social 33, 37
Risk
associated with being unlisted 55
associated with speculation 37-38
associated with State intervention, embargos
and trade barriers 51-52
associated with supply and demand 47
associated with the climate and natural
disasters 51
associated with the economic
environment 31, 41
associated with future market cycles 53
associated with the hnian factor 56
associated with thc vhysical character of the
asset 46
associated with tie structure of the real
estatz ket 46-47
bankipie 41, 55
counte; sarty/default 20, 34, 64-65, 263
currency 31, 42-45, 47, 56
of falling prices 38—-40
'nflation-linked 31-32, 189, 194
interest rate 28-30, 47,
issuer/bond termination 27
legal/regulatory 42
liquidity 27, 40, 46, 54
of losses 38, 44, 63, 82
market 11-12, 32, 36—-39, 60,
198, 218
monetary 42
operational 41
political 31, 42, 268
price 28, 51
profile 21, 233, 238-239, 241, 243
ratings 24-25, 113, 262-263, 267
reinvestment 27-28, 30
reputation 41
rules of risk management 235-237
specific 11-12, 15, 36-37, 99, 198,
217-218, 223, 268, 274, 278
specific associated with emerging
markets 31-32
solvency 40
total 12, 36-37
Rotation
asset 106
sector 200-201
Rules
for protecting capital 234-235
of risk management 235-237



290 Index

S
Sales percentage 144-145, 266
Selection
of bonds 135
of information 153-154
stocks 135-136, 242, 246247
Sideways 102, 270
Speculation 37-38, 49, 57, 65, 106, 134, 209,
258, 271-272, 275
Stagflation 179, 184
Stalwarts 138-139, 265
Standard deviation 7—-11, 71, 281
State interventions 179-181, 269, 275
Stock categories 138—140
Stocks 33-45
accounting value 39, 217
cyclical 33, 139-140, 144
defensive 33
fast growth 139, 144, 146, 183, 265
growth 33
intrinsic value 66, 83—-85, 109, 117, 121,
129, 131, 136, 209, 268
preferential 33-34
selection 135-136, 242, 246-247
slow growth 144, 183, 265
value 33
Stop loss orders 38-39, 230, 237, 257
Straddle 69-70
Strangle 70
Strength of the forces 213
Subordinated bonds 24-25, 27
Sunk costs 90, 158
Supports 106, 234, 274-275
Swensen, David 60, 175, 218-220,.229, 241,
246-247

T
Table
summarising the different Forces 273-275
SWOT 97-98, 263
Tax 3, 20, 46-47, 119, 121, 140, 146, 156,
162, 179-181, 188, 196-197, 234, 240,
249, 251, 259-260, 263, 272
Technical Force 209, 278-279
and bonds 270
and commodities, precious and industrial
metals 271

and money market investments 269-270
and real estate 270
and stocks 270
Technological change 195-196
Theta 66
TICK and TRIN 199
Time horizon 37-38, 64, 66, 68, 79, 82, 139,
196, 252-253, 309, 330, 338-339, 350
Time value 66
Tin 50
Trends and security selection 199
Types
of bond issuer 23-24
of bonds 22-25, 115
of stock 33-34

U
Underreaction 101, 156, 162
Use
of assets 157-152
of options (¢ap.-fioor) 30, 47, 64, 257

A%
Valuation o financial assets 113, 115, 117,
L1125
Vilke
‘unction 151
investing 85-86, 129-131, 135
at-Risk (VaR) 13-14, 227
Variance 7-8, 218-219, 223-225, 242
Vintage cars 56-57
Volatility 7-11, 13-14, 20, 32, 36, 39, 44, 60,
64-66, 71, 119, 169, 207, 217-218, 221,
223, 225, 229-230, 237, 242, 260, 274,
277

W

Wine 56-57

Wishful Thinking 154
Work of art 56

Y
Yield to maturity 22, 28-29, 115-116, 255

V4
Zinc 50



