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March Guests

1. Sol Waksman, president of The Barclay Group,
the premiereresource on the performance of hedge
fund and managed futures managers, explainshow
he selects managers for his own portfalio.

2. Harry Dent, the author-demographer who has
accurately traced theimpact of the baby-boom generation, giveshisoutlook
for the economy and the markets for the rest of the decade and beyond.

3. Release date is Friday, 2/18/05.

IH Guest Selection

1. Inconsidering money managers, Joe Bradley getsreferral sfrommembers
and other guests but also checks out potential guests' track records and
ability to control risk by referencing reliable databases.

2. Two of Joe's primary database sources are Morningstar for traditional
managers—primarily those who manage mutual funds—and Barclay for
alternative managers such as hedge funds and managed futures.

3. Joe purposely includes both traditional and alternative investment man-
agerson IH because he keeps portfolio diversification—for himself aswell
as members—in mind when choosing guests.

4. Joe personally and his family have money invested with many of the

portfolios of members who are looking for diversification.

5. Beyond money managers, |H guests may be technical analysts, econo-
mistsand other financia authorities; the basisfor their inclusionisthat they
have something meaningful to say that will challenge the thinking of
membersand enhancetheirinvestmentintel ligence—both gueststhismonth
fit the “investment intelligence” category.

6.1H hasperiodically featured representativesfromkey resources, including
Morningstar and another alternative asset database, Managed Account
Reports; this month, Joe rightfully adds The Barclay Group to the distin-
guished IH roster.

7. The Barclay databases, covering 734 managed futures managers and
3,495 hedge funds, contain detailed stats useful for evaluation; members
whoareinvestment professional sor withlarge personal portfoliosmay want
to consider using the databases directly.

Investing in Consumer Debt—An Update

1. About ayear ago, | H featured afull interview with Peter Bennett [|H0402]
on an opportunity in this unusual investment sector and followed with a
specia briefing in August [I1H0408].

2. Bennett conservatively estimated that investors would earn 19% in his
Charged-Off Debt Fund, but infact, performance has been better than 25%.

3. Bennett hasannounced anew offering with adeadline of March 15, 2005;
the minimum investment is $250,000.

4. Interested membersmay contact Peter Bennett at Applied Income Sciences,
LLC by phone at 415-561-1507 or by email at info@incomesciences.com.

For member ship information visit: www.investor shotline.com

SOL WAKSMAN

The Barclay Group

Fairfield, 1A 52556

Phone: 641-472-3456

Email: questions@barclaygrp.com
Web: www.barclaygrp.com
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Screening Criteria for Hedge Funds and g
Managed Futures

1. Both categoriesaregood investment vehicles; futuresadvisorstrade more
liquid marketswith greater transparency; their performancetendsto bemore
volatile than hedge funds.

2. For Waksman, the most important factor in considering amanager ishow
much the manager haslost in hisworst period—evenif itisalongway back;
if the answer is a level beyond an investor’s tolerance, the investor is
vulnerable to redeeming at the worst time.

3. Investors are most likely to look at returns as an evaluation criterion, but
returnsarethewaorst predictor of future performance; thetwo predictorsthat
hold up over time are volatility and cross-correl ations with other managers.

4. The best benchmarks for determining the degree of correlation with
traditional assetsarethe standard indexesfor thevariousasset classes—e.g.,

the S& P 500 index for US stocks; the Barclay statistics also allow compari-
sons within hedge fund/managed futures areas.

5. Waksman personally prefersto look at amanager’s performance history
for threeyearsor longer; however, heconcedesthat someresearch showsthat
greater returns come from investing with newer managers—but doing that
also involves greater risk.

6. Unless you are willing to do the additional due diligence involved in
putting money with a newer manager, go with established managers.

Cautions about Manager Success

1. That the interest level and success of managers tends to wane after five
years or upon their reaching $5 billion is adebatabl e opinion, but Waksman
advises that investors maintain a relationship with their managers and be
attuned to warning signals.

2. Investors may feel pressure to invest before a manager raises minimums
or closesafund—which doeshappen asmanagersachi eve success; however,
investors should never make an investment decision under pressure.

3. The amounts of money at stake are large, and investors should take their
time to evaluate; with auniverse of over 4,000 managed futures and hedge
fund programs, there will always be another opportunity.

Personal Contact
1. Investorsshould visit or at |east talk to aprospective manager personaly;
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people who rely solely on numbers are making a mistake because what the
manager is doing should be understood at a deeper level.

2. Find out and get comfortable with how the manager manages the risk of
hispositions; find out about theinternal controlssuch asthe contingency for
emergency replacement of the manager; explore why the manager has been
able to make money.

Risk Factors

1. Beyond knowing the maximum drawdown, an investor needs to under-
stand amanager’ sstrategy aswell astheinstrumentsthe manager istrading.

2. For example, buying micro-cap stocks from the long side is much easier
to do than selling them; the possibility of not being ableto exit quickly isa
risk, but it wouldn’t show up in performance history during an uptrend.

3. For investorswho do not haveenough money toinvestin both hedgefunds
and futures, thebest optionistoinvest in afund-of-fundsthat includesboth;
each class plays an important part in a portfolio.

4. Barclay’s research shows that when managers are ranked by downside
deviation, upside deviation and Sharperatio, al threerankings generate the
samerank order—the manager with thelowest downsidedeviationwill also
havethebest Sharperatio; in your own evaluations, usewhichever volatility
measure you are most comfortable with.

5. Each investor has to determine personally how much risk istolerablein
relation to potential returns; some managers with good track records and
very high upside may have a drawdown of 20% in contrast to less volatile
managers with much lower performance.

6. Investors should translate percentage drawdowns to real numbers based
on their investment amount and ask themselves if they can tolerate such a
dollar loss without redeeming; if not, the manager, is a poor choice.

7. Diversification among managersis prudent; investors who use only one
or two managed futures or hedgefundsshoul d consider multi-advisor funds.

Realistic Objectives

1. Waksman thinks that a return in high single-digits from a portfolio of
hedgefundsand managed futuresisarealistictarget over thenext 2-3 years.

2. Objectiveschangewithtime; con-

Non-Traditional Strategies

1. Most hedge funds employ arbitrage strategies—profiting from the dis-
crepancy in price between similar securities; as more money comes into
these types of strategies, the differences are arbitraged away, resulting in
lower rates of returns.

2. However, other strategiesaredirectional and do not depend oninefficien-
cies; over the long term, they can provide higher rates of return, although
with corresponding higher volatility.

3. Global macro, managed futures and emerging markets are all promising
strategies.

4. Emerging marketscanbequitevolatile, but P/E ratiosand other traditional
measures indicate that the stock markets of emerging economies are cheap
relative to devel oped markets.

Practical Investment Points

1. Inthe short-term, coming in during adrawdown may take somevolatility
away, but the time of entry does not matter with along-term approach.

2. Based on efficient-frontier studies, 10%—20% is a reasonable allocation
for hedge funds and managed futures; personal knowledge and comfort are
important—Waksman commits 100%, but does not recommend that.

3. Hedge funds require more due diligence than managed futures because
they arelesstransparent, their instrumentsarenot asliquid, andthestrategies
are more complex.

4. Managed futures advisors are for the most part trend-followers trading
exchange-traded instruments that are marked to market daily.

5. Waksman prefers a manager to have tenure of at least three years.

Mutual Fund Risk

1. Waksman doesnot seeacompelling argument for long-only being abetter
strategy than long-and-short; there have been decades-long periods when
stocks lost money.

2. Markets have not changed their nature; Nasdaq investors who lost in
technol ogy mutual fundsare nowherenear closetowherethey werein 1999.
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Off-Shore Funds

1. Off-shore funds have less regulatory oversight and offer investors less
security if something goeswrong; not being constrained to alimited number
of investors, they tend to be more open to waiving stated minimums.

2. USinvestors must use money not subject to taxation for investing in off-
shore funds.

Reliability of Statistics

1. Makesureafundyou areconsidering hasbeen audited and ask to seethose
results; failure of afund to be audited isared flag.

2. Protect yourself against crises by diversifying; if you invest in enough
funds, sooner or later, youwill hitaland mine, butif it representsavery small
portion of your portfolio, you will not get hurt.

Bad Press

1. Waksman notesthat Forbes, source of scathing articlesonthe hedgefund
industry, equates to The Inquirer of financial reporting; Waksman has not

found the magazine credible on hedge-fund topics.

2. Bad news sells newspapers, so reporters jJump on a story with negative
potential; fraud has occurred with some hedge funds, but it occursin every
aspect of business.

Exit Points

1. Decidewhereyou will exit beforeyou makean investment so that you can
think through your parameters objectively—once you are in, you are no
longer objective.

2. If you have set 20% as the maximum drawdown you can tolerate and a
manager reaches that level, then pull out.

Summary Advice

1. If it looks too good to betrue, it probably is; diversify your portfolio; do
not make investment decisions under pressure.

2. Allow a couple of months for the manager-sel ection process; meet with
the manager at least once; a second meeting (or a phone call) to clarify
information or to ask things forgotten the first time is advisable.

HARRY S. DENT, JR.

H.S. Dent Foundation

309 S. Jupiter Road, Suite 200

Allen, TX 75002

Tel: 888-307-3368 Fax: 214-644-2000
Email: mleeson@hsdent.com

Web: www.hsdent.com

The Next Great Bubble Boom

1. Thisbook isan extension of Dent’ sexamination of thedemographicboom
driven by the aging of the baby boomers; their spending boom that started
in the early 1980s will continue until about the end of the current decade.

2. The book aso considers how technology cycles bring productivity and
new growth industries; the pattern is an initial growth boom followed by a
strong shakeout and a second strong boom before the tech cycle peaks out.

3. The second strong tech boom is about to occur; expect it to be accompa-
nied by another stock market bubble led by tech stocks.

The Tech Cycle Push

1. New technologies movein an S-curve; once they go through the difficult
trial period to reach 10% of the population, they moverapidly to 90%—that
burst started in 1994 for the Internet and cellular phones.

2. When the correction began, the technologies had reached about 50% of
households, predictably where the shakeout begins; now the second-stage
move to 90% is beginning during which Internet, broadband and wireless
connections will expand to more households.

3. The combination of another tech leg up and continuing baby-boom
spending is likely to make the next five years the best in stock market
history—at least rivaling 1925-29 and 1995-99.

4. Government stats are showing a delay in boomers cashing in—between
ages 46-50 instead of 4549, plus the tech S-curve projections on key
technologies have also been lengthened about a year; therefore, Dent’s
current expectation for atop in the market is between late 2009 and early
2010, instead of 2008.

Leadership in the Tech Area

1. The movein technology stocks should be broad, but new |eadership has
been emerging after the last shakeout.

2. Surviving Internet companies such as eBay and Google are doing very
well and leading again; networking technologieswill build on their success,
and broadband is coming into its own.

3. Broadband is moving twice asfast on its S-curve as the I nternet—it will
go from 10% to 90% of the population from about 2001 to 2009; biotechis
starting to comeinto more commercial practicality; semiconductorswill be
strong, though presently lagging.

Protective Advice

1. Avoid going strictly by emotion; get an historical perspective becausethe
tech cycleis counterintuitive; pay attention to the fundamentals.

2. Dent suggeststhat investorsfamiliarize themselveswith history (firsttwo
chapters of his book)—a strong growth bubble leads to businesses over-
shooting and a shakeout followed by a second bubble.

3.Goingoninstinct, investorsarelikely tobeoverly cautiousabout investing
inthe next bubble; by waiting toolong to get in, they increaserisk of getting
hit at the top—the next bubble will be steeper and break even faster.

Dent’'s Market Forecasts

1. Expecting the strong surgein 2003, Dent gave his strongest buy signal in
15yearsin October 2002; heal so correctly anticipated asidewaysmarketin
2004; now he thinks the market will take off in 2005.
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2. Inthe second half of 2005, new highs will convince people of anew bull
market, but they will have missed a big surge up—early 2005 is the last
chance to enter the markets at reasonable valuations.

3. Hisroughtargetsremain high—35,000-40,000for the Dow and 13,000 for
the Nasdag; returns after this correction will be extraordinary.

4. Thebubbleboomiscreating higher average returnsthan ever before (15%
per year since the early1980s), but the swings up and down have become
stronger—corrections are now 40%-+ compared to an historical 20%.

The Decennial Cycle

1. Thedecennial cycle should be more powerful than demographicsin 2005;
in most decades (eight out of ten in the last century), the markets tend to be
weak in the first 2-3 years; the 2000s began with this same weak pattern.

2. A prudent investment model isto be defensivein thefirst 2 1/2 yearsof a
decade (e.g., being in bonds) and get back into the stock market mid to late
in the second year, after which most of the returns for the decade are made.

3. The second half of a decade is amost aways stronger than the first half;
thefifthyear hasbeen the strongest year on average and hasnever been down
over the last hundred years.

Demographic Shifts at the End of the Decade

1. A mgjor reason for the economy being strong through the 1980s, 1990sand
2000sis the boomers' move up the strong spending and productivity cycle;
people earn and spend more money up to age 46-50 and then spend lessthe
rest of their lives.

2. After 2009-2010, with the boomers moving down the spending cycle,
demand will decline, and theeconomy will slow; slow GDPand earningswill
negatively impact a stock market that will be overvalued by that time.

3. Retirement among boomers will increase as they near ages 63-64; that
changewill slow workforce growth, which correlateswith inflation rates, so
inflation during the boom should be more modest than generally predicted.

4. Thedownturnintheeconomy andwider retirement will trigger adeflation-
ary trend—bad for everything from housing to most equity investments.

Impact of the US$

1. TheUS$beinglow now isastimulusto USgrowth, but currenciesactually
correlatevery littlewith theeconomy and the US stock market—the US$ has
had both high and low extremes during the boom.

2. The US$ went down in response to Fed stimulation and lowered interest
rates and is staying down because the US is growing faster than Europe and
other US trading partners.

3. When tech industries come back strong by mid-2005, the low US$ will
boost their exports, but the US$ will correct as the economy strengthens.

4. A low US$was acondition preceding the unprecedented stock run, strong
economy and high productivity of the late 1990s; contrary opinion callsfor
astrong rally inthedollar and stocks; if it hasnot already bottomed, the US$
should bottom within six months.

Inflation vs. Deflation

1. The chance that accelerating interest rates and an unresponsive economy
like the mid-1970s will reemergeislow; that period wasinflationary dueto
high numbers of unproductive baby boomers being absorbed into the work
force; since 1980 the environment has been disinflationary.

2. Low inflation (2%—-3%) will continuethroughthisdecadeandthenflipinto
a deflationary cycle from 2010 to about 2022; deflation is the most deadly
cycle, worse than inflation.

Sector Outlook
1. Technology (Internet, networking and biotech) in general and semicon-

ductors as aparticular area should lead; health care has probably bottomed
under pressure from drug issues and should turn around.

2. Financial services also looks promising, though that sector may be up-
and-down abit with eraticinterest rates, Asia(Koreaand Taiwan) continues
to be attractive despite some of its problems.

3. Dent utilizesmutual fundsand index fundstoimplement asector-focused
strategy; rather than buying individual stocks, he prefersETFsbecausethey
can target specific sectors.

4. Expect the Nasdaq to perform the best (35%—40% annual averagereturns
with highest volatility), followed by the S& P 500 and the Dow (20%—24%).

A Growth Allocation Model

1. Anaggressivegrowth investor might have 35%—40% intechnol ogy, 20%
infinancial services, 15% in health care, 10% in biotech, 10%-15%in Asia

(ex Japan).

2. To bring down risk, a conservative investor could add bonds and sectors
such as multi-national and Dow stocks; small cap vaue is aso a good
diversifier.

3. Dent thinks both small-cap and large-cap growth companieswill dowell,
but the large-caps are easier to identify and tend to be less volatile.

A Turn in Real Estate

1. Most people buy their biggest house in their late 30s—early 40s; the
boomers have recently peaked in trade-up home buying; interest rates
(mortgagerates) haveflattened and arenot likely togomuch higher or lower,
so they are no longer a continuing impetus.

2. Real estate will slow and maybe flatten or even decline somewhat in the
next few years (especially urban and suburban areas)—but not crash; after
2010, housingislikely to take amajor decline with the high-end marketsin
overvalued areas being most vulnerable.

3. Vacation, resort and ex-urban areas (the outskirts of the suburbs) remain
attractive; the migration areas of the Southeast (best val uations) and South-
west look like the strongest geographical regions.

4. Whereasreal estate got |everaged by the recent declinein stocks and the
long-term declinein interest rates, home prices are going to under-perform
stock prices substantially for the rest of the decade.

5. The demographics for home-buying will shift for the next two decades
from starter and trade-up family homesin urban-suburban areastowards ex-
urban areas and vacation-retirement homes; retirees, however, move in
much smaller numbers than people in their 20s.

6. Empty-nest homebuyers often prefer to move into town homes or
condominiums for low maintenance—often in outlying, peaceful, lower-
cost areas, but sometimes in cities for convenience.

7. Dent’s book The Roaring 2000s (1998) covers red estate, especially
exurbia, in depth; Chapter 4 of The Next Great Bubble Boom has a good,
basic analysis of real estate markets other than exurbia.

Guidelines for Relocating

1. Useweb sitesthat cover censusdataand other demographic information;
local and regional sites provide help with home valuation, ratios of house
pricesto rentsor house pricesto income, momentumin prices, etc.; you can
find out how over- or overvalued real estateisin particular cities.

2. 1f youwant to buy ahomefor appreciation, |ook at areaswheretheaverage
populationisyoung (so that trade-up demand will remain strong) and where
home values are reasonable (so that there is room on the upside).

Closing Advice

Y ou need to question yourself if you are thinking like everyone el se; doing
what everyone elseis doing is the worst way to invest.
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