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other hand, the increasing thirst for oil due
to industrialization of  developing countries
like India and China, the desire to hedge
against the declining dollar using gold or
other equivalent precious metals and the
ever-increasing population explosion
wanting to eat more and consume more are
increasing demands for commodities. 

Most retail investors’ exposure to
commodity funds is through commodity
stocks. These stocks are those that benefit
from the rising prices of  commodities.
However, stocks are still stocks and they are
subject to the same market risk as all other
stocks. Therefore, it is more prudent to gain
exposure to commodity directly. Examples
are like Barclay’s iPath DJ-AIG Commodity
Index ETN and ELEMENT’s Rogers
International Community Index. 

There is, however, one thing that we need
to be careful about: there is no reason why
demand will continue in a period of
economic downturn. Industry’s thirst for
energy may reduce simply because factories
have less output, the dollar cannot
perpetually fall in value, and human
population might simply eat less when there
is less money to spend! Hence, investing in
commodities is a risky business.  

Infrastructure funds 
An infrastructure fund normally invests in
utilities, communications, transportation,
construction, engineering works and any
substantial spending by any country in the

development of  its physical and social
infrastructure. Some practitioners consider
an infrastructure fund as a defensive part of
the portfolio. The reason being that many of
these countries’ infrastructure spending is
driven by government spending. In times of
recession, governments could increase
spending either to stimulate the economy or
to make use of  cheaper resources and
labour. 

There are two unit trusts with a theme
for infrastructure and these are from Lion
Capital and UOB Asset Management which
both focuses on Asia. Those who desire
exposure to other regions may have to
consider SPDR FTSE/Macquarie Global
Infrastructure 100 ETF. However, there is
no guarantee that the “defensive” part of
the story will work. Such a fund invests in
companies that are subject to the usual
business cycle risk. Moreover, government
spending can be redirected to other sectors
and not necessarily infrastructure.

Currency funds 
The dollar has been rapidly declining and it
is tempting for anyone to either short it
(with a view that the dollar will continue to
decline) or to long it (with a view that the
dollar has bottomed out). Either way, such
currency speculation is highly risky. 

A better way is to gain exposure to
movement between USD and EUR through
the use of  structured notes available from
most investment bank and financial
advisers. Such a note provides capital
guarantee and gives the investor capital
gain as long as the USD/EUR pair moves –
regardless of  its direction. However, not
everybody has access to such instrument
since it is only available for accredited
individuals. 

A more risky but practical way is to use
unit trusts like DWS Currency Fund which
employ active currency management. The
risk can be seen by its dismal performance
during its first year launch with a negative
return. However, the return since inception
has been positive of  6.4 per cent per annum
(as at 30 September 2007) because it has
recovered subsequently. 

Another way is to invest in the “carry
trade.” This strategy is widely-used in
which the basic principle is to borrow a low-
interest bearing currency and invests in
high interest-bearing currency. The
PowerShares DB G10 Currency Harvest
Fund is one such fund that out of  the 10
currencies under consideration, it

mechanically takes up long positions in the
top three highest interest bearing
currencies and short positions in the three
lowest interest bearing currencies. Its
positions are implemented using futures. 

The advantage of  this fund is that it is a
passive-managed fund with no active
management. At least we will not be
worried about the fund manager making
mistakes. Now, my problem with all these
currencies strategies is that there are huge
institutions borrowing in Japanese Yen to
invest in other things. Should the carry
trade “unwind,” currency funds such as
mentioned above are going to be
significantly and negatively impacted.  

Shorting the market
The usage of  CFD for shorting the market
is well-known. However, there is another
method  doing so with and without
leveraging, and without paying exorbitant
interest for taking up short positions. 

These days there are a number of  inverse
Exchange Traded Funds (ETFs) that seek
to mirror the inverse of  the index it tracks.
For examples, Proshares’ Short MSCI
Emerging Markets and UltraShort
FTSE/Xinhua China 25 ETF moves
inversely with MSCI Emerging Market
Index and FTSE/Xinhua China 25
respectively. The former is un-leveraged
while the latter leveraged by a factor of  2:1.
Inverse ETFs such as these do not have
expiry date (unlike options) and attractive
low interest. The “interest” is merely the
expense ratio of  the fund, which is only 0.95
per cent per annum! The maximum loss that
an investor can suffer can never exceed his
capital. 

Is there a place for a short position in
one’s portfolio? Generally, I do not
recommend any short position because
statistically speaking, markets tend to move
in the positive territory more often than the
negative territory. 

These are some of  the “alternative” assets
and investments available in times of
uncertainty like this. Yet every “alternative”
asset has its pitfalls. It is important that
investors consider the risk of  each
investment carefully before making any
decision. SI

Wilfred Ling is an investment adviser with
Promiseland Independent. He is licensed by the
Monetary Authority of  Singapore to provide
investment advice. 

078-079_Promiseland :CMASTER  1/4/08  4:13 PM  Page 79


