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Looking For A Safe Harbor 

 
 
During the past 30 years, balanced portfolios have been comprised of various asset classes with the intent of achieving an expected 
return. Bonds have universally served as the low volatility asset class that countered the volatility of stocks. Bonds, until recently, 
were the primary income source and considered the safe harbor for balanced portfolios. The low interest rate Fed policy of the past 
three years has made bonds potentially more volatile. As bond coupons have declined, the risk associated with interest rate change 
(duration), has steadily risen.  
 
Traditional alternatives to bonds: 
 
 Cash certainly remains the safest choice, but the absence of any yield makes it very expensive. 
 Certificates of deposit offer higher yields than cash, but have limited FDIC insurance and liquidity. 
 Stable-value products (annuities) offer bond-like yields, but are encumbered by limited liquidity. 
 Deep value equity income products provide attractive yields, but have downside risk that is similar to the S&P 500 index. 
 Private mortgage pools offer attractive income, but limited liquidity. 
 Small Business Administration loans have implied U. S. government Agency backing, but yields are less attractive.   
 Municipal bonds provide low volatility and attractive yields in today’s market. 
 Private real estate pooled trusts offer attractive yields and capital appreciation, but face occasional liquidity restrictions. 

 
Non-traditional alternatives to bonds: 
 
Hedge funds have evolved during the past 10 years as a possible solution to the volatility associated with traditional balanced 
stock/bond portfolios. Many of these strategies address the goal of an absolute return program with low volatility that has little 
correlation to the broad stock and bond markets. While these approaches are attractive in concept, the use of leverage during 2008-
2009 has brought to light the high level of risk associated with some of these strategies thought by many to be low risk. A closer 
review reveals a broad range of hedge fund strategies that may include: distressed debt, equity/debt arbitrage, long/short, currencies, 
commodities, private equity, private loans, sale of company assets, and special situations. 
 
BCA will continue to seek out and review bond alternatives, along with a broad range of solutions designed to achieve absolute return 
goals. 
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Disclosure: All expressions of opinion reflect the judgement of the author as of the date of publication and are subject to change. Content should not be regarded as a complete analysis of the subjects discussed or as personalized investment advice. All investment strategies have the potential for profit or loss. References to market performance in publications do not Represent the returns achieved by Burgess Chambers & Associates or any of its advisory clients. 
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