IIJ-JAI_EDITOR'S LETTER.qxp

12/19/08

4:35 PM

Page 1

WINTER 2009

Production and Technology
Director

PETER JUNCAJ
RENEE CHEN
ROBERT FRANKEL

Head of Subscription Sales
Account Manager
Account Manager

DEWEY PALMIERI

Reprints Manager

ROBERT TONCHUK
KELVIN LOUIE
EMPERATRIZ MIGNONE
STEVE KURTZ
JUSTIN GLAZER

Director, Central Operations
and Fulfillment
Senior Fulfillment Manager
Fulfillment Manager
Director,
Finance & Operations
Management Accountant

DAVID BLIDE Associate Publisher
SAMANTHA RALPH Advertising & Marketing
Coordinator

AL
TO

RE

Publisher
President
Chairman & CEO

IT
IS
ILL
EG

ALLISON ADAMS
CHRIS BROWN
GARY MUELLER

T

PR
OD
UC
ET
HI
SA
RT
IC
LE

ANDREW O’DONNELL Director of Marketing
SEGAL BENGIGI Digital Business Development
Manager

he primary purpose of the editor’s letter is to provide an initial
introduction to the articles in this issue of the Journal of Alternative Investments and a context such that readers may have a better
sense as to their nature and importance. Given the recent market
events as well as the performance of alternatives over recent months, it is interesting to note that the conclusions of articles written often months ago and
using data from an even earlier period may require re-interpretation. While
the results of these articles may seem to fit a different world, one must be careful not to reject their conclusions or their importance. This current world
will change too, and markets will revert to normal economic conditions.
The lead section features articles on investment strategies. In reading
these articles, one must try to apply their conclusions to market scenarios in
future months. In the first one, “Introducing the Multi-Asset Strategy Index,”
Heiko Ebens, Chintan Kotecha, Alex Ypsilanti, and Arik Reiss propose and
implement a rules-based and objective model that is designed to be investable
by enhancing standard asset allocation models in two key ways. First, the strategy uses commodities and currencies as two additional assets, and second, the
objective of the asset allocation model is to generate the highest possible portfolio Sharpe Ratio. Historical simulations of the strategy show that Sharpe
ratios are twice as high as the average Sharpe Ratio of a portfolio’s underlying assets. In the second article, “Trading the Forward Rate Puzzle,” Momtchil
Pojarliev evaluates the performance of three carry rules for the most traded
developed currency pairs over the last 10 years. Pojarliev compares the performance of the carry strategies with the performance of currency managers.
The results show that the carry strategy continued to perform well over the
last 10 years, especially in the post-2000 period. In the third article, “Market Efficiency and Returns from Convertible Bond Hedging and Arbitrage
Strategies,” Frank Fabozzi, Jinlin Liu, and Lorne Switzer explore the returns
of convertibles as well as the returns of a large array of convertible hedging
and arbitrage strategies. Market efficiency tests are performed using various
portfolios that comprise long bonds and short underlying equity positions.
The returns and risks of convertible bond convergence hedging portfolios,
and combinations of convertible bonds, corporate bonds, and options of the
same issuer, are presented as well. Hedged positions based on the characteristics of the bonds are shown to provide superior absolute and relative returns.
Fabozzi, Liu, and Switzer find that these trading strategies are robust to alter-
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native specifications of transaction costs, leverage effects,
and alternative parameter inputs and conclude that market
commentators who predict the demise of such opportunities may be wrong.
The next section features an article on risk management,
especially as it pertains to commodities. While commodities
have shown a systemic drawdown in recent months, their risk
properties over longer time frames must be understood. In the
fourth article, “Modeling Commodity Prices under the CEV
model,” Helyette Geman and Yih Fong Shih introduce the
constant elasticity of variance (CEV) model for commodity
prices and examine its calibration to four strategic commodity trajectory prices over the period 1990–2007 by using the
Generalized Method of Moments. Six other models are compared to the CEV model by performing a test of goodnessof-fit. Estimating the model for crude oil, coal, copper, and
gold and comparing the results during the sub-periods
1990–1999 and 2000–2007 shows that the constant elasticity
of variance exponent can efficiently account for the stochastic volatility observed after 2000 in commodity prices. They
conclude that although mean-reverting processes well captured
the pattern of commodity prices prevailing before 2000, they
do not apply to the recent past.
The third section features an article on emerging
markets. Recent common movements across a wide variety of asset markets have reminded both academics and practitioners as to the connections between asset markets. The
temporal relationship between the commodities market
and the stock market has a lot of implications for not only
the participants of the markets but also for policy makers
and producers and, in the case of developing nations, for
the economy as a whole. This relationship may be studied
using various methods and by identifying lead-lag relationships between the values of representative indices of the
markets. The history of organized commodity derivatives
markets in India dates back to the 19th century, with the
establishment of the Cotton Trade Association, where cotton futures contracts were traded in 1875, barely a decade
after trading in commodity derivatives started in Chicago.
In the fifth article, “Are the Commodity and Stock Markets Independent of Each Other? A Case Study in India,”
Y.V. Reddy and A. Sebastin study the dynamics of such
information transfer among the commodities spot, com-
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modities derivatives and stock markets in India using the
information theoretic concept of entropy, which captures
non-linear dynamic relationships as well.
The final section features a perspective article. In
“Risk-Taking and Managerial Incentives: Seasoned versus
New Funds of Funds,” Ying Li and Jamshid Mehran investigate the performance, managerial incentive, and risktaking behavior for new versus more seasoned funds of
funds. Their results show no differential in risk-adjusted
performance. However, junior funds are shown to have
more risk-aversion, evidenced by less total risk-taking,
less systematic risk, and more diversity in investment.
They conclude that after a few years the difference in
risk-taking disappears and the junior funds behave much
more like their seasoned counterparts.
This last article raises a particularly interesting issue in
context of the current market environment. While it focuses
on funds and not managers, one may also ask if managers
pursuing different strategies take differing approaches to
risk taking. In short, why not simply hire individuals who
have risk appetites that are consistent with current regulatory initiatives? Perhaps the government should merely ask
firms to provide personality tests for their employees and to
insure that those employees’ risk appetites are consistent
with the current desire for risk aversion.
One last point, which may be encouraging to those
who have not previously experienced a major market crisis, such as the current one: As one who entered the investment arena in 1970, I have had the chance to experience
market turbulence that caused a range of unexpected events
as well as experience a market structure that has evolved over
almost 40 years. The fact that I have survived most of these
changes, and perhaps some would say even prospered, should
give encouragement that all is not lost. In fact, it is just these
periods of rapid change that often offer the greatest future
opportunity for those who are willing to adjust to that
change. Remember, if it were easy they could simply hire
a monkey and feed it bananas.
Here is to a successful 2009. Please continue to call and
to write. You, our readers, are our most important asset.

THE JOURNAL OF ALTERNATIVE INVESTMENTS

Thomas Schneeweis
Editor

WINTER 2009
Copyright © 2009

Downloaded from https://jai.pm-research.com/content/11/3, by guest on January 9, 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.

