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Some Thoughts About Risk

Ri sk management is the starting point for Alitisd siedsf & Dtmme n
using more asset classes to only wusing pooled produstser(g. g
unl i kely that will see the astronomical returns wHats ee ¢phec
massive | osses that also usually go along special i zeecdti Flunds
perform better over a mar ket <cycl e. This is the esddenme toH
al | ri sk management approaches wil/l have in common is and u
Recently, a fellow named Howard Mar ks put out a ver yagtolhar a
investor s, but he has been writing fAimemosd to Oaktre®&dCapit
These memos have gained quite a following amongst theMweal:t
Buffet has stated, "When | see memos from Howard Mar ks in
somethingé. o [http://en.wikipedia.org/ wiki/ Howard_Margkest_ (i n
The memo is 15 pages |l ong but is we+ddewdr tsh ytl re r éfiahdt e¢aps: i/t h
www. oaktreecapital.com/ MemoTree/ Ri sk%20Revisited. pdf.
I n his memo, Mr. Marks identifies 29 risks that | mpsancats ionwte
this time is risk he calls, AFear of Missing Opport prdote earo
investing because of the fear that they are missing out on
adequately assessing the risk anddofttaehl neaccwmas kaetttphea &lsd te
1990s and early 2000s is a perfect example; peopl e bwwalghaed.t
Al though Mr. Marks certainly does =~ i =l o b~ 1t ~t ock
bubble territory, heriisceadf. the Sl smslw Wet s 5o RRR
Anot her major part of the memo iThereds no question thatittde d&bosw
manage ri sk. To be a good i Nnv e dgt‘l’has Ied investors to believastdw
the Iikelihood of events happer sy 00.Y Mol Dor emerec: Onee Lhee
the expected return on an inves that speculative episodes are v
and an untold dAkmmevm @&fndd anmik@®I The following chart is a reminder
predictions very difficult, but is the S&P 500.0 on
find some insight into the mark The TW3°E?4CEZ”2“§%3-%;&
at the stock market in the U.S. September §,686
return for the extra risk being N

. )
So how can we assess the |evel 1500 Obwiously Nota Bubble g e t
Wel | | two firms tHeatrnmrgledasea se x "\‘_ /|
broad index representing the US wve n F
GMO. Hussman estimates that tfF Bubble=> .  Bubble=>/" 2 %/ y
the next 10 years while GMO exyfp *® / i 0. 8
next 7 years. T h efyr aamees ,u sk wintg ic m /N
average them and assume the bes ™ y at o
the S&P 500 to return 1.2% year . Fro
perspective of risk to the dowr ObviouslyNo| |2 I €
that the annual return will be w0 Consequence ne
i ncorporate the standard devi at 5
based on annualized standard de | mw 5
about a 16% chance that 1183e3%&a
2.3% chance that i27. W liln retyrgi s
current expected return. That
much return. \
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nt, letds I ook at the expecrteetdn rand rrnis
his example, the expected retukf@d4f wrth
ved from t hter ahdiesdt ofruincdasl tnmoantt hpluyrccrheatsuer nl
0O is the average of the Hussman and GWV
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Treasur Treasuln Treasurn Treasurn Treasur SRR O

Expected Return o o o o o 0
(before inflatian,o'clo/sots,1&1t/°axesl)'8ﬁ’ 2.2% 2.5% 1.2%

Hi storical Ri s k
(annualized stapdak.dO%evi &t 5866 3.9% 5. 6% 7.5% 14. 4%
of monthly retufns)
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Financi al mar kets have been acutely
accommodative monetary conditions Kk
narrow credit spreads, | ow volatild@
the part of investors. At times dur
conditions; those economies with st f

of market tuRbBblUMlhenceveBYyomsdagtaa kni negx heedi rs tsreoanrgc hr ifsokr
mar ket economies stabilised, gl obal y maOuketal Feac
it is hard to avoid the sense of a puzzl ng disconnect
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Di scl ai mers and Discl osur es

This report is provided, for informational purposensoctonbyjttubecant omées of
any securities discussed herein to anyone in any jexpsdedtiantWwhereepoch
as investment advice. This report does not take oimpeciafciccoumee dish eofi navreys
Al i tis. Each individual 6s investment objectives, efiekmakl pgaang, i hveahmen
The information contained in this report has been duodween ofrr occno mpd et ee s Thaé Is
economic analysis and opinions, including about futur aswmnmptnioom < amd dt hal
subject to inherent risks and uncertainties. The aoastal eoytudgmenemdy ke md
and are subject to change without notice. Al i ti s astsTunmess rneg od ut ymatyo-pcaomid ya
websites. Alitis is not repapbygswebsesiter othanyohi-mamtdbsbpabgnChobdhai-padt i
websites is not part of this report and is not incorporated by reference
Unl ess otherwise noted, the indicated rates of r et uirtna dairreg t dtea nhg esst oirn caé
reinvest ment of al | di stributions and do not t ake i ntuade arcectowrnnts .i nTchoemei nt\
guaranteed; their values change frequently and past performance may not b
Neither Alitis nor any director, officer or empl oylkte off &d matisomccamalsy sin
this report, nor for any direct, indirect or constguenti al damages or | os
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the prior written permission of Alitis Investment Counsel I nc. is prohibi

1.800.667.2554

info@alitis.ca
www.alitis.ca




