
Contents

Preface xiii
The Core Concepts in Managing Wealth xiv
Postmodern Investment xvi
How the Chapters Are Structured xviii
As You Begin xix

Acknowledgments xxi

CHAPTER 1
Investment Ideas: Evolution or Revolution? 1

In the Beginning 4
The Beginning of Information Transparency 11
New Markets, New Products, and the Evolution

of Modern Investment 17
New Opportunities Create New Risks 18
The Market Is Not Efficient for Everyone 19
A Personal View of Modern Investment 21
What Every Investor Should Know 23
Myths and Misconceptions of Modern Investment 24

CHAPTER 2
Equity and Fixed Income: The Traditional Pair 31

A Brief Review 35
Equity and Fixed-Income Styles and Benchmarks 36
Basic Sources of Risk and Return 36
Performance: Fact and Fiction 38
Return and Risk Characteristics 39
The Myth of Average: Equity and Fixed-Income Return

in Extreme Markets 43
Annual Performance 46
Performance in 2008 46
Special Issues: Making Sense Out of Traditional Stock

and Bond Indices 46

vii

CO
PYRIG

HTED
 M

ATERIA
L

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



viii CONTENTS

A Personal View of Equity and Fixed-Income Analysis 52
What Every Investor Should Know 55
Myths and Misconceptions of Equity and Fixed Income 56

CHAPTER 3
Hedge Funds: An Absolute Return Answer? 63

What Are Hedge Funds? 68
Investing in Hedge Funds 69
Hedge Fund Styles and Benchmarks 69
Basic Sources of Return and Risk 71
Performance: Fact and Fiction 73
Return and Risk Characteristics 74
The Myth of Average: Hedge Fund Index Return in Extreme

Markets 78
Hedge Fund Annual Performance 80
Performance in 2008 85
Making Sense Out of Hedge Fund Indices 85
Making Sense Out of Alternative Approaches to Investing

in Hedge Funds 87
A Personal View: Issues in Hedge Fund Investment 91
What Every Investor Should Know 95
Myths and Misconceptions of Hedge Funds 96

CHAPTER 4
Managed Futures: A Zero-Sum Game? 101

What Are Managed Futures? 104
Investing in Managed Futures 105
Managed Futures Styles and Benchmarks 106
Basic Sources of Return and Risk 107
Performance: Fact and Fiction 108
Return and Risk Characteristics 109
The Myth of Average: Commodity Trading Advisor Index

Return in Extreme Markets 113
Commodity Trading Advisor Annual Performance 115
Performance in 2008 120
Making Sense of Commodity Trading Advisor Performance 120
Making Sense Out of Alternative Approaches to Investing

in Commodity Trading Advisors 124
Commodity Trading Advisor Investable Indices 125
A Personal View: Issues in Managed Futures Investment 126

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



Contents ix

What Every Investor Should Know 127
Myths and Misconceptions of Managed Futures 128

CHAPTER 5
Commodities: An Ever-Changing Balance 133

Investing in Commodities 137
Commodity Styles and Benchmarks 139
Basic Sources of Return and Risk 140
Performance: Fact and Fiction 142
Return and Risk Characteristics 142
The Myth of Average: Commodity Index Return in Extreme

Markets 146
Commodity Annual Performance 148
Commodity Subsector Index: Annual Commodity

Performance 154
Performance in 2008 154
Special Issues in Commodity Investment 155
Commodities as an Inflation Hedge 156
Comparison between Direct and Equity-Based Commodity

Investment 158
Comparison between Equity-Based Mutual Fund and

Exchange-Traded Fund Commodity Investment 159
A Personal View: Issues in Commodity Investment 160
What Every Investor Should Know 162
Myths and Misconceptions of Commodity Investment 163

CHAPTER 6
Private Equity: Its True Value? 167

Investing in Private Equity 171
Private Equity Styles and Benchmarks 174
Basic Sources of Risk and Return 176
Performance: Fact and Fiction 176
Return and Risk Characteristics 177
The Myth of Average: Private Equity Index Return

in Extreme Markets 180
Private Equity Annual Performance 181
Performance in 2008 187
Issues in Private Equity Investment 187
Private Equity Indices 188
Alternatives to Investment in Private Equity 190
A Personal View: Issues in Private Equity Investment 193

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



x CONTENTS

What Every Investor Should Know 194
Myths and Misconceptions of Private Equity 196

CHAPTER 7
Real Estate: The New World 199

Investing in Real Estate 203
Housing or Residential Real Estate Properties 203
Private and Public Commercial Real Estate Debt 205
Real Estate Styles and Benchmarks 205
Basic Sources of Risk and Return 207
Performance: Fact and Fiction 208
Return and Risk Characteristics 209
The Myth of Average: Real Estate Investment Trust Index

Return in Extreme Markets 212
Real Estate Annual Performance 216
Performance in 2008 221
The U.S. Real Estate ‘‘Bubble’’ and the Subprime Mortgage

Crisis of 2007 to 2010 222
Special Issues in Real Estate 223
A Personal View: Issues in Real Estate Investment 226
What Every Investor Should Know 227
Myths and Misconceptions of Real Estate 228

CHAPTER 8
Asset Allocation: The Simple Way and the Hard Way 231

The Why and Wherefore of Multiple Asset Allocation
Approaches 235

Overview and Limitations of the Existing Asset Allocation
Process 236

Asset Allocation in Traditional and Alternative Investments:
A Road Map 237

Return and Risk Attributes and Strategy Allocation 238
The Myth of Average: Asset Allocation in Extreme Markets 243
Alternative Asset Allocation Approaches 245
A Personal View: Issues in Asset Allocation 249
What Every Investor Should Know 253
Myths and Misconceptions in Asset Allocation 254

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



Contents xi

CHAPTER 9
Risk Management: An Oxymoron 257

Risk Management versus Risk Measurement 259
Measures of Risk 264
Risk-Adjusted Models 270
What a Difference a Day, Week, or Month Makes 274
Qualitative Risk Management 276
A Personal View: Issues in Risk Management 277
What Every Investor Should Know 279
Myths and Misconceptions of Risk Management 281

CHAPTER 10
In Conclusion 285

Notes 289

Bibliography 295

About the Authors 299

Index 301

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om


