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SPRING 2008

ver the first quarter of 2008, financial markets have experienced
continued turmoil reflecting the fallout from the 2007 mortgage
and credit crises. In such a market environment one has the tendency to react to the issue of the day and fail to take a step back
to reflect on what drives markets in general as well as specific asset classes. This
issue provides all of us a chance to step back and to consider longer range issues
in the alternative investment space such as performance measurement, asset
allocation, innovative alternative investments as well as focusing on particular past crises that may provide some insight into today’s current problems.
The lead section features an article on performance measurement. In
the first article, “The Impact of Non-normality Risks and Tactical Trading
on Hedge Fund Alphas” Harry Kat and Joelle Miffre contribute to the
debate on hedge fund performance by quantifying the omission non-normality risks and tactical trading when evaluating hedge fund returns. This is
done by evaluating hedge fund performance using a model that treats systematic non-normality risks as a potential source of hedge fund returns. In
addition, the tactical asset allocation decisions of fund managers are explicitly modeled. The results show that the arrival of public information alters
the asset allocation of hedge fund managers and induces a change in the risk
profile and performance of hedge funds.
The next section features articles on asset allocation and benchmarking. In the second article, “Momentum in Asset Returns: Are Commodity
Returns A Special Case?” Thomas Schneeweis, Hossein Kazemi and Richard
Spurgin review research on momentum in asset markets, with an emphasis
on research involving momentum in commodity markets. Commodity markets are different than the markets for financial assets, such as stocks and bonds.
Storage costs, inventory levels, and hedging demand by suppliers and producers influence commodity prices in ways that may not be observed in other
asset classes. Research indicates that momentum profits are related to these
market structure factors. They note that while some investors have allocated
funds to hedge funds that incorporate momentum-based strategies, most of
these investments are in indices that do not have a momentum component
to the return.
Should optimal passive portfolios include allocations to commodities,
volatility, hedge funds and private equity? In the third article, “The Relative
Merits of Alternative Investments in Passive Portfolios” Jacques Pézier and
Anthony White address these questions using a methodology similar to
Black-Litterman that combines views on the performance of various alternative investments with the market implied forecast for traditional assets.
Assuming persistence of recent performance of alternative investments, the
results indicate that it would be optimal to tilt the global market portfolio
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towards single manager hedge funds, commodities and private equity and away from traditional assets. Hedge fund
indices have witnessed steady growth in recent years, reflecting the underlying growth of the hedge funds industry and
the increasing variety of product offerings. The universe of
indices available are constructed from a variety of databases,
using diverse selection criteria and methods of construction,
leading to a multitude of returns for competing indices of
the same strategy In the fourth article, “Revisiting the Limits of Hedge Fund Indices: A Comparative Approach” Noël
Amenc and Felix Goltz examine whether the problems that
are outlined for hedge fund indices also exist for other
indices that seem to be widely accepted. They show that
indices for other asset classes, and most notably stock market indices, face the same type of limitations and problems
that hedge fund indices face.
The third section features an article on innovative
alternatives. In the fifth article, “Art as a Financial Investment” Rachel Campbell examines return patterns that an
art investment portfolio would have generated, taking a
more conservative approach to examining the financial gains
that artworks have exhibited historically. The analysis includes
transaction costs, which are considerable in the art market,
although in practice art funds are able to negotiate these costs.
Campbell’s results show that art’s low correlation with other
asset classes offer diversification benefits from holding art in
an investment portfolio.
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The final section features an article on risk management. In September 2006, Amaranth Advisors, LLC collapsed under the weight of losses, which were reported as
$6.6 billion. This collapse triggered a debate on current risk
management practices as well as a major investigation by the
United States Senate. How could a well-respected hedge
fund implode so quickly? Could this multi-strategy hedge
fund really have become one big bet on winter natural gas
prices? How could Amaranth have amassed such huge
derivatives positions in natural gas without any regulators
noticing? In the sixth article, “Amaranth Lessons Thus
Far” Hilary Till examines Amaranth’s energy trading strategies, the fundamental rationale for these strategies, basic
risk analyses and the U.S. government’s response.
In a period of relative uncertainty in financial markets
as well as concerns over the financial models which may have
been a central part of creating this uncertainty, The Journal
of Alternative Investments remains a constant. A constant
source of practitioner and academic insight on both the issues
of the day as well as issues that carry the test of time. I hope
that all of our readers take the time to read this issue. I am
sure that all will agree that today and into the future, the
Journal remains a constant source of excellence in a world
of change.
Thomas Schneeweis
Editor

SPRING 2008

Downloaded from https://jai.pm-research.com/content/10/4, by guest on January 8, 2023 Copyright 2008 With Intelligence Ltd.
It is illegal to make unauthorized copies, forward to an unauthorized user, post electronically, or store on shared cloud or hard drive without Publisher permission.

