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May was a good month for the markets in general.  There was a great deal of activity with “private equity” firms and large companies buying up smaller (and not so smaller) firms.  Both of these actions combined with a lack of new companies (IPOs) results in a smaller total amount of stocks available for purchase, and perhaps some of the higher prices are a result of that.

The American dollar continues to lose value steadily against many foreign currencies.  Paradoxically, this is good for those foreigners in that they get to buy oil with cheaper dollars.  It may be good for our manufacturing sector, in that our products (exports) are cheaper, while imports for us will be a little more expensive.  Usually, the Federal Reserve will contemplate raising interest rates to attract foreign investments when the dollar is dropping, but the Fed doesn’t seem concerned about this as a problem.

Pension plan portfolios changed a bit in May, and plan sponsors received separate communications on this.

Alternative Investments (continued from last month)

Last month, I discussed that it would be a benefit to add “alternative investments” to portfolios for a couple of reasons.  First, they might offer returns that exceed those of traditional stock and bond markets due to manager skill, or the ability to invest in unusual categories, or both.  Second, many of these type investments do not move the same way as stocks or bonds-i.e., they are “non-correlated.”  One of the tenets of modern investment theory is that it is desirable to have different groups of asset classes that do not all go up and down together in value/price at the same time.  This grouping of non-correlated assets leads to a less volatile and often better absolute return over time.

For example, take the asset class of commodities (“real stuff”-gold, oil, steel, etc.) vs. domestic stocks.  Given some inflation, stocks do poorly, while commodities do well.  Even the “rate of change” in inflation is important.  A sudden change in the rate of inflation has marked effects on valuation of commodities and stocks respectively.  Even more interesting, imagine the effects of calamity on these two asset classes-another 9/11 or something similar.  During and after such an event-stocks do poorly and ‘stuff” does well.  So, it seems a good idea to have commodities in your portfolio to provide a non-correlated diversifying asset.

The same is true with a number of alternative investments.  Besides commodities, the best known alternative investment category is that of hedge funds.  These funds use a tremendous variety of investment styles that are often very different than what are available using traditional equity investments (mutual funds and exchange traded funds).  Hedge funds can invest in a strategy that both buys certain stocks while simultaneously selling (unowned) stock at the same time.(long/short and arbitrage). They can buy stock of distressed companies that are thought to have recovery potential.  They can bring new companies to public markets or take public companies private (private equity).  There are several additional categories of investments that hedge funds can use, with the details being unnecessary for our discussion.
However, investing in hedge funds is a daunting enterprise.  They are hard to evaluate and very expensive to use-even if they don’t do well.  Usual minimum charges are 2% annually, plus at least 20% of profits. Many funds require a minimum 250K entry fee.  Some "funds of hedge funds" offer lower entry investments, but also are hampered by yet another layer of fees. However, because they offer a non-correlated asset class compared with stocks, they are worth considering in our portfolios.

I’ve been doing due diligence on hedge funds for some time and have intensified the work lately.  In doing so, I came upon a few new actively managed mutual funds (no-load!) that have hedge fund type managers doing hedge fund type activities.  They offer the low correlation that hedge funds do at a much lower cost and with much more “transparency” in terms of monitoring performance. I’ve been adding some of these funds to some of your portfolios –depending on your risk tolerance, time of life, and some other factors over the last few months.  These funds will end up being no more than 5-10% of your total investments.  They are not expected to boost returns, but to smooth out returns especially if stocks turn lower for a while. I welcome your comments and inquiries about these investments (if you wish to research some of them, look up COAGX,MERFX, ARBFX,HSGFX, and SWHIX).


Investment Trends


Many of the themes I've written about over the last three-four years remain compelling.  The steady increasing demand for "stuff" by the 1-2 billion new capitalists of Asia and other regions combined with the relative difficulty in increasing supply makes investments in base metals and safe energy resources a very good idea.  The danger of inflation, and the recent popping bubble in real estate makes long term bonds, high yield bonds, and domestic real estate investments unpalatable.

Over the last couple of months, several of you have expressed concerns about how well the American stock markets have done.  I've had a few responses:  

 

1)  By many measures of valuation, the American stock market is not expensive

2) The general consensus is not optimistic, an encouraging sign.  Things usually look great at the top, and few would argue things look great

3) If valued in terms of gold, or the Euro, the American stock market hasn't budged in the last 1-2 years.

 

This is not to ignore the potential for a significant downdraft in market prices.  The last four years have actually been very stable in terms of volatility.  Over the last 7 decades, a 20% drop in prices occurs on average every 3-5 years.  However, no one can time when to get in or when to get out with accuracy.  The best we can do is remain diversified, invest with low costs, and avoid asset classes that look particularly expensive (again, long term bonds, domestic real estate).

Random Thoughts
The three components of happiness are something to do, someone to love and something to look forward to.-  Gordon Livingston


I dialed a number and got the following recording:
  
"I am not available right now, but Thank you for caring enough to call.   I am making some changes in my life.   
Please leave a message after the Beep.  If I do not return your call, You are one of the changes."  


Money doesn’t solve all your problems, but it certainly solves your money problems.-anon

The guy who invented the wheel was an idiot. The guy who invented the other three, he was a genius. - Sid Caesar 

There is a very fine line between "hobby" and "mental 
illness."-anon.
Life is like riding a bicycle. To keep your balance you must keep
moving. Albert Einstein
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