
Wow. Another year has 

passed. When I started this 
newsletter in 2008, I’d never 
have imagined I’d still be 
publishing it four years later. 
But voila...here we are.  

At this point, let’s review 
some of my articles from 
2012 and highlight themes 
that were timely. To start, last 
January I suggested that the 
best performing asset clas-
ses in 2011 (eg.,  cash, gold, 
North American sovereign 
bonds) would not continue 
their leadership, and this ma-
terialized. In February, de-
spite widespread fears, my 
analysis explained why no 
country would default on their 
debt. And thankfully (so far) 
this has proved right. In the 
summer, my attention turned 
to risk avoidance and its im-
pact on global capital mar-

kets. I felt that the general 
distain for equities and love 
affair with fixed income secu-
rities was causing price dis-
tortions. Worse yet, it was 
based on a set of unrealistic 
long term expectations. While 
it’s still too early to judge this 
call, as the hours pass, I am 
getting more confident this 
will ultimately prove correct. 

Which brings me to this 
edition’s theme. I want to 
explore the question of 
whether investors are sys-
tematically fooling them-
selves and making unrealistic 

assump-
tions 
about 
returns 
that var-
ious 
asset 
classes 

can achieve. If so, what are 
the implications? 

Let’s begin by recalling the 
theory of capital markets 
which states investors are 
rewarded for taking risk. The 
more risk, the higher the re-
quired return. So expected 
returns follow this hierarchy;      

E(R)hi-risk > E(R)med-risk > E(R)low. 

But since the sharp 2008 
global equity meltdown, 
there has been an over-
whelming focus on risk 
avoidance strategies. This 
has produced two note-
worthy outcomes for individ-
uals and institutions. 

Individual investors have 
fled equities in favour of 
bonds and short-term liquid 
investments. A recent 
Bloomberg article highlights 
this very clearly.  (con’t pg. 2)  
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Inside this issue: 

One of the most wonderful (and humbling) things about publishing a newsletter (even if its 

just a free newsletter) is the wonderful array of contributors that take time from their busy 
lives to share perspectives and opinions with our readership. And 2012 was another excep-
tional year as AlternativChronicle attracted some very thoughtful people to write for us. 

To begin, we were delighted to have added Peter Jarvis to the AlternativChronicle family. 
Peter is well known in the investment field, particularly in Canada, where he is the Executive 
Director of the Toronto CFA Society. His investment career has spanned some of Canada’s 
top investment firms. In 2012, he penned two articles: Are Low Rates and Easy Money 
Good? (January) and Trust, Confidence and Alignment of Interests (June). (con’t  pg.  2)   
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Retirement of an Intellect: 

On Dec 31, 2012….one of Canada’s 

foremost actuary’s, Malcolm Hamil-

ton, retired from Mercer. 

Like many of you, I was fortunate to 

know him well. The pension indus-

try will miss his quick wit, humor 

and wisdom. But I wouldn’t be too 

surprised if Malcolm still continued 

to critique our retirement system.  

Whatever comes next, I simply 

want to wish him all the best ….and 

to say thanks for the friendship he 

so generously extended to me.  

What We Do: 

Alternativ Solution Inc. offers in-

vestment consulting services on 

capital market issues for institution-

al investors such as pension and 

endowment plans. We offer risk 

assessment of various product 

offerings, managers and strategies. 

The firm also offers education to 

support Boards of Directors. 

ASI focuses on the asset side, work-

ing with clients to achieve better 

investment results and contain risk.  

Past projects include creating in-

vestment policies, asset mix audits, 

LDI, global and domestic manager 

search, infrastructure and portfolio 

transition, to name a few. 

....Cheers, GMK 

Once again, I will be playing hockey with former NHL All Stars to raise funds to help 

cure Alzheimer’s Disease at the Annual 2013 Scotiabank Pro-Am. 

 

       If you wish to track my progress, please click on the Pro-Am icon  ===>  

http://www.bloomberg.com/news/2012-12-24/americans-miss-200-billion-abandoning-stocks.html
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can’t generate sufficient yields that 
individuals or institutions need. Sec-
ond, alternatives assets are expen-
sive and difficult to acquire. Third, 
risk avoidance has distorted asset 
prices, particularly for bonds. 
Fourth, lots of money remains on 
the sidelines taking a wait-and-see 

approach. Lastly, human behavior 
says people tend to chase winners. 
Bonds aren’t very attractive now so 
equities are well positioned by de-
fault. Lastly, even a minor economic 
recovery would help risky assets earn 
more than the traditional safe assets. 

So who’s buying equities? Corpo-
rations flush with cash and long-term 
investors. Pristine corporate balance 
sheets mean that stock buybacks or 
higher dividends can continue.  

Am I a lone bull? No. Respected 
firm Biryini Associates agrees. Even 
my economist friend David Rosen-
berg is singing equities’ praise. 

Prediction: 

Investors want assets that can 
grow their returns. At the moment,  
dividend growing equities, low volatili-
ty stocks, REITs, utilities and telco’s 
are well positioned in this area. And if 
a bullish view on equities devel-
ops….I’d expect a mad rush to try to 
get onboard. So that’s my view.  

Since hitting bottom in March 2009, 
the S&P500 has gained 95%. In-
vestors however, have withdrawn 
funds from equity portfolios in each 
of the last five years. Why? Lack of 
confidence. It is estimated $380 
billion was withdrawn from the 
stock market by U.S. investors 
since 2007’s peak. This self-inflicted 
wound means investors haven’t fully 
participated in the market recovery.  

As for institutional investors,
(pensions, endowments) they also 
lowered their equity allocations. Ac-
cording to the Federal Reserve, 
large U.S. institutions sold off over 
$850 billion in equities since April 
2007. They shifted into fixed income 
and ‘low risk’ alternative assets such 
as infrastructure, private equity, real 
estate and hedge funds. 

Many of these alternative invest-
ments utilize leverage to achieve a 
target return. Some are valued infre-
quently (monthly or quarterly) com-
pared to public equity (marked-to-
market real time). So ironically, 
while alternatives may exhibit lower 
headline price volatility...they are not 
necessarily less risky. And as huge 
dollars flow into alternatives, bidding 
wars have caused prices to rise to 
unsustainable levels. Leo de Bever, 
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Both tackled serious issues affecting the state of the investment world today and how these issues impact the operation 
of the capital markets. Indeed, Peter’s crystal ball was timely. Recent articles elsewhere shows these subjects are widely 
considered the paramount issues today. And they certainly affect a broad spectrum of investor. 

In April 2012, AlternativChronicle also welcomed back perennial favorite Lloyd Atkinson with an article titled Defusing 
the Global Debt Bomb. As we enter 2013, U.S. ‘Fiscal Cliff’ negotiations (now completed) remain a clear example of the 
conundrum in how to deal with the vexing question of our social contract. The issue pits taxes, entitlements and the so-
cial welfare system against the immediate desire to spur economic growth and increase spending, regardless of the con-
sequences. Certainly, both side have very strong, entrenched views on the matter. What we know for sure is unfortunate-
ly any decision made today affects the present…..but also the lives of future generations. 

We also welcomed back our ex-pat writer Russell Campbell, who’s December article Firing an Investment Manage-
ment Firm addressed five questions that plan sponsors might examine before considering to terminate an existing mon-
ey manager. All to often, institutional investors impetus to review a money manager is spurred once the manager’s per-
formance has deteriorated markedly. It was pointed out that getting unbiased independent advice is so important. 

Lastly, I want to say thanks to two frequent contributors to this newsletter. First, Paul Owens has been a steadfast sup-
porter (and friend) of AlternativChronicle and has provided us with many articles. His piece in May titled Moving Be-
tween the Dark Sides offered a glimpse on his new role with the provincial regulator in Alberta. And of course, Gerry 
Wahl provided us with his assessment of DC Plans in his March piece DC Plans: New Frontier or Fatally Flawed. 
Many people now realize that DC plans leave employees exposed to risks that traditional DB plans never did.  

CEO of AIMCo in Alberta, was recently 
quoted saying “...there isn’t much to in-
vest in, and as a result, pension plans are 
getting desperate.” 

As for hedge funds, The Economist ran 
an interesting piece in December indicat-
ing that hedge fund managers have un-
derperformed not just equities, but infla-
tion, when examined over the last 10-
years. Adding insult to injury, many 
hedge funds didn’t deliver the much tout-
ed negative correlation and absolute re-
turn benefits during the 2008 meltdown. 
So institutional investors are now unsure 
how to proceed with them. 

Conclusion: 

Experts claim we are in ‘financial re-
pression’. This means returns on fixed 
income securities are so low they don’t 
cover inflation. The expected real return 
on fixed income portfolios in the next five 
years is zero….maybe even negative. 

I’ve been a fan of equities since June 
2009. Why? First, fixed income assets 
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