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Thought of the Month – The value of computers

How many of us have wanted to shake our computers until they stop "breathing"?  Or bonk our screens into oblivion?  Or take the printer and drop it from a high floor just to see what would happen?  How many of us have spent countless hours trying to get a printer to print a report or document just the way we want it?  Despite the frustrations we all face with our day-to-day use of computers, just twenty years ago most office workers would have loved to have the problems we have.  They would have been happy to replace the inefficiency of white-out and back-space on typewriters with the ease of handling corrections on any word processor.  They would have been in nirvana if they could have simply used the page-up and page-down keys or find command to locate text instead of searching through pages and pages of type-written documents.  Spreadsheets and databases have made countless lives easier as data manipulation and storage has become simpler than 2+2.  And finally, the dreaded printer.  The next time you would like to drop it from a high floor consider this:  if it weren't for the printer how would we be able to translate all of the efficiencies gained from word processors, spreadsheets, and databases into something meaningful?

Why is the Sky Blue? – Why is the idea of global, firm-wide, integrated risk management more myth than reality?

In the past five years or so there has been an explosion of products and services relating to risk management.  Buzzwords like "firm-wide risk management", "integrated market and credit risk management", etc. have become mainstream.  However, those of us who have dealt with the frustrations and short-comings of many of the risk software vendors, the daunting task of tying together countless legacy systems, the weaknesses of various risk management methodologies, and the challenging task of convincing management of the importance of a comprehensive risk management policy, can tell you that we are still a long way off from reaching the holy grail of risk management:  global, firm-wide, integrated risk management.  For now, we will be happy with our separate market and credit risk management systems due to the lack of meaningful and robust integration methodologies.  We will be proud to say that quantification of operational risk remains years away.  We will stand tall when trying to convince managers of the loan and banking book that their market risk exposures should be combined with the trading book.  And most importantly, we will happily inform the regulators and our shareholders that we are doing our best to manage and control risk by marrying advanced risk management concepts with our market experience to the extent practical and not by embracing buzz words and latest technologies just to jump on the bandwagon of nouveau risk management.

Nourishment – Fund disclosures:  returns without risk?

Two competitive fund managers claim that their performance (i.e., investment returns) has ranked number 1 over the past five years.  Their returns are virtually the same and spectacular when compared to others.  As an investor, how do you choose between these two funds?  Based on the company name, the managers running the fund, whether it is a fixed income or equity fund, or based on some other criteria?  Unfortunately, the necessary information is usually not disclosed.  Many of us may be familiar with such disclaimers as “investment involves risk” or “past performance is not a guarantee of future results."  However this is not sufficient in making a well-informed decision; it is merely a warning. Even the use of comparative benchmarks is not enough to make an informed judgment.

Apart from past performance, it would be appropriate and useful to investors if the historical profit and loss volatility over the same periods as performance is also disclosed.  Furthermore, to make this complete, an indicative future risk measure for the coming month based on the latest portfolio holdings should also be estimated and disclosed on a monthly basis.  With this information in hand, an investor can differentiate between a stable and volatile fund, and make a decision not solely based on past performance.  This added data should also protect the fund itself as they are fully disclosing to the investor the riskiness of the portfolio.  The question remains: will fund managers start disclosing this information voluntarily or will they wait until financial regulators force them to do so?  We believe that some managers will adopt a best-practice stance and will opt for the former and set an example for the rest of the industry.

To find out more about best-practice disclosures with respect to the hedge fund industry, please download “Sound Practices for Hedge Fund Managers” from: 

http://www.hfmsoundpractices.com/hfmsp.html and note Part III in particular.



If you need help understanding or calculating performance and risk figures, including volatility and other relevant measures, call FCL for a free consultation!

Feedback
As always, we greatly appreciate your comments and feedback.  We realize that our ideas and information might be cutting edge, futuristic kind of stuff or mysterious in some ways.  E-mail us anytime at help@financialcontrollimited.com if you would like a) for us to clarify anything, b) to recommend improvements to us, or c) to just debate with us – we like philosophy especially as it relates to financial services!
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