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Autorité des marchés financiers (AMF), 71, 73

general regulations of, 72
“average dollar invested” behaviour, 418
Avianca, 228

B
back-testing trading rule, 365–366
BaFin, 65, 67, 69
BAKred, 84
Banca Intermobiliare di Investimenti e Gestione,

75
BancFlorida Financial, 252
Bank of America, 387–388
Bank of England, 215, 330

625

CO
PYRIG

HTED
 M

ATERIA
L



JWBK125-IND JWBK125-Lhabitant November 9, 2006 21:57

626 Index

Bank of Italy, 75
Bank One, 387
bankruptcy cases, of US, 220
bankruptcy laws, 227
barometers, 7
Barra Integrated model, 201
Beacon Hill Fund, 113
bear market, 11–12
below-mean

semi-deviation and semi-variance, 441
below-target

semi-deviation and semi-variance, 442
benchmarks, 508–511

related statistics of
beta and market risk, 448–449
other indicators, 447–448
tracking error measures, 449–450

Bera-Jarque test, 439
Berger, Michael, 97–98
Berkshire Hathaway, 10–11, 153, 235
Bermuda Stock Exchange, 107
Bernoulli, Daniel, 544
beta, 25, 448–449, 548–549

neutrality of, 198–200
BioShield Technologies Inc., 253
bitumen extraction process, 190–191
“black boxes”, 363
“black-box” timing tool, 98
Black Canyon Capital LLC, 235
Black funds, 64
“Black Monday”, 13
blue-sky laws, 55
BNP Paribas, 256
Boeing, 246
Boesky, Ivan, 245
bondmail, 231
book-tax differential method, 109
Brady bonds, 319
break periods, 102
brokerage commission rates, 45
brokers, 135, 164

brokerage of, 96
legal documentation with, 98–99
as service providers, 93–94
trade execution with, 95–96

Brooks Brothers, 258
BTP. See Italian treasury bonds
Buffett, Warren, 10–11, 153, 235

C
calendar risk, 255–256
calibration trading rule, 365–366
California Public Employees Retirement System

(Calpers), 36
call option, 145, 277, 599, 602

on hedge funds, 592–593

call protections, 271
Canary Capital, 388
Canyon Capital Advisors, 235
Capco report, 100–101
Cap Gemini Ernst & Young, 18, 34
capital adequacy ratio, 37
capital asset pricing model (CAPM), 460–462
capital guaranteed notes

aspects of, 608–610
financial engineering of, 595
first generation of, 595–597
fourth generation of, 608
future of, 610
second generation of, 598–602
third generation of, 602–608

Capital Market Risk Advisors (CMRA) survey,
486

capture indicator, 447
carry trades, 301, 340–343
cash settled default swap, 148
cash tender offer, 247–250
cash transactions, of hedge funds, 121–122
Castle Alternative Investment AG, 77
catastrophe bonds, 381
Cat bonds, 381–382
Caxton Corporation, 346
Cayman Islands Mutual Funds Law, 63
Central Bank and Financial Services Authority of

Ireland, 78
Central European Time (CET), 385–386
central limit theorem, 435
central tendency statistics, 426–428
Cerberus Capital Management, 396
Channel Capital Group Inc., 495–496
Channel Island Stock Exchange, 107
Chern–Simons Invariants, 209
Chicago Board of Trade (CBOT), 351
Chicago Board Options Exchange, 141
Chicago Mercantile Exchange (CME), 381–382
Chief Compliance Officer (CCO), 51, 54
Chief Financial Officer, 102
Chrysler, 246
CISDM/Zurich/MAR index, 491–492
Citibank, 246
Citi411.com, 53
Citigroup, 69, 262
Citigroup World Government Bond Index, 181,

183, 194, 212, 263, 292, 306, 346, 366–370,
518, 525–526, 531

Clinton, Bill, 55
clone funds. See mirror funds
Coca Cola, 243
collar offers, of stocks, 252–254
collateralized hedge fund obligation (CFO),

610–613
collateralized mortgage obligations (CMOs), 486



JWBK125-IND JWBK125-Lhabitant November 9, 2006 21:57

Index 627

collateral transactions, of hedge funds
buying on margin
examples, 124–126
mechanics, 122–124

short selling and securities lending
benefits of, 139–140
buys/sell backs, 142
examples, 134–135
mechanics of, 127–133
repos, 140–142
restrictions on, 135–139

3Com, 392
Commission des opérations de bourse,

70
Committee on Economic and Monetary

Affairs, 62
commodities, 1
Commodity Futures Trading Commission

(CFTC), 39, 49, 57–59, 83, 364
commodity Trading Advisors (CTAs), 351
co-movements of stocks, measurement of

co-integration approach, 205
orthogonal regression approach, 205
stochastic spread approach, 205

Compaq Computer, 258
compounding returns, 416
constant proportion portfolio insurance (CPPI),

603–608
contagion phenomenon, 313
Continental Airlines, 218, 236
continuous compounding returns, 419–421
contracts for difference (CFDs), 146
contractual funds, 73
conversion premium, 271
conversion price, 270
conversion ratio, 270
convertible arbitrage funds

delta hedge strategy of, 279–284
historical performance of, 293–295
strategy evolution of, 287–293
stripping and swapping, 285–287
terminology of, 269–272
valuation of

from academic perspective, 272–273
Greek alphabet, 277–279
from practitioner perspective, 273–277
risk measurement, 277–279

convertible price, 271
convexity, 277
covered short transaction, 128
Cox, Christopher, 54
credit buyer, 286
credit default option, 147
credit default swaps (CDS), 147, 374–380
credit derivatives, 146–149
credit seller, 286

credit sensitivity, 277
Credit Suisse First Boston, 235
CreInvest AG, 77, 390
cross-listing and dual-listing, 393–395
crystallization, 406, 413
CSFB/Tremont Index LLC, 492–493
CS/Tremont

Convertible Arbitrage Index, 292–295
Dedicated Short Bias Index, 193–196
Emerging Market Index, 323–326
Equity Market Neutral Index, 211–214
Event-Driven/Risk Arbitrage Index, 263,

266–267
Event Driven – Distressed Index, 239–242
Fixed Income Arbitrage Index, 307–308
Global Macro Index, 346, 348–350
Hedge Fund Index, 193, 211, 239, 306, 518,

557
Long/Short Equity Index, 181–184
Managed Futures Index, 366–370

C-type corporations, 85
currency risk, 289
cushion, 604
custodial fees, 103
custodian, of investment fund, 103

D
Daimler Benz, 246
Daiwa Securities, 317
data snooping, 206
dedicated short funds

historical performance of, 193–196
pros and cons of, 187–188
target companies for, 188–192

default probabilities, 150
default swaps, 148
Delta airlines, 238
delta dollars, 281
delta hedging, 282
delta measures, 278
derivatives

advantages of, 149–151
contracts in, 144–146
of credit profile, 146–149
first users of, 143
terminology of, 144
transactions in, 149

Deutsche Asset Management, 66
Deutsche Bank, 66
Deutsche Börse, 179–181
Die Invasion der Heuschrecken (book),

181
Directive 85/611/EEC, 59
discounted cash flow (DCF) analysis, of stocks,

171, 229
distance function, 203



JWBK125-IND JWBK125-Lhabitant November 9, 2006 21:57

628 Index

distressed securities funds
case of Europe and Asia, 225–226
historical performance of, 239–242
investing strategies of

active versus passive, 230–232
legal framework, 227–228
opportunities with, 226–227
risks in, 232
valuation of, 228–230

market for, 219–226
origin, 215–216
yield, 216–219

trading examples of
case analysis, 236–238
direct lending, 235–236
failed leveraged buyouts, 234–235
Kmart, 233–234

distribution compliance period (DCP), 42
distributors, of hedge funds, 106–107
dollar neutrality, 197–198
dot-com shares, 18
double alpha strategies, 164, 202–203
Dow Jones index, 12, 14
down capture indicator, 448
down number ratio, 448
down percentage ratio, 448
downside frequency, 442
downside risk, 441
drawdown statistics, 446–447
Drew, Daniel, 129
Drexel Burnham Lambert, 216, 245
Drexel Firestone, 216–218
Dreyfuss fund, 10
dual listed companies, 394–395
due diligence process, 77, 573–576
Du Pont, 243
Duquesne Capital, 396

E
Eastern Airlines, 218
Economist, 318
EDHEC index, 506–508
efficient market hypothesis (EMH), 171–172
Electronic Federal Gazette, 68
Elliott Associates, 320–321
emerging market funds

case for, 311–314
historical performance of, 323–326
strategies for

equity based, 314–319
fixed income based, 319–322

Emerging Market Growth Fund, 311
Employee Retirement Income Security Act

(ERISA), 41, 50, 56
energy funds, 175
enhanced equipment trust certificates (EETC),

237–238

eNote.com Inc., 27
Enron, 264
Equimetrics Fund, 210
equity default swaps (EDS), 148, 380
equity hedge, 163
equity market neutral funds

definitions for
Beta neutrality, 198–200
dollar neutrality, 197–198
double alpha strategy, 202–203
factor neutrality, 200–202
sector neutrality, 200

examples of trading strategies
other strategies, 211
pairs trading, 203–206
statistical arbitrage, 207–208
very-high frequency trading, 208–210

historical performance of, 211–214
equity non-hedge hedge funds, 175–176
equity risk premium, 188
Erie Railroad Corporation, 130
Ersel Asset Management, 75
ESL Investments, 233, 396
EurekaHedge indices, 490
Eurobonds, 319
euro convergence (1995–1997), 337–340
Eurodollar futures, 305
European currency unit (ECU) arbitrage, 329,

332–333
European currency unit (ECU) bonds, 338
European distressed-securities market, 225–226
European Economic Community (EEC), 59, 332
European hedge funds, laws with

in Asia, 81
case of European hedge funds, 62–63
in France, 69–74
in Germany, 63–69
in Ireland, 78–80
in Italy, 75–76
in Spain, 80–81
in Switzerland, 76–78
UCITS directives and mutual fund regulations,

59–61
European investment fund industry, 61
European Monetary System (EMS), 14, 329
European Monetary Union, 337
European onshore hedge funds, 62
European Union Savings Directive (EUSD), 63
Evaluation Associates Capital Markets (EACM)

index, 493–494
event-driven situation, 392–393, 398–399
event risk, 289
Exchange Rate Mechanism (ERM) crisis (1992),

329–332
exchange-traded sector, 144
expected utility, 543
Exxon, 246



JWBK125-IND JWBK125-Lhabitant November 9, 2006 21:57

Index 629

F
factor models, 200
factor neutrality, 200–202
fair value pricing, 386
Federal Banking Commission, 77
Federal Law for Collective Investment Schemes,

78
federal private placement, 40
Federal Reserve, 15, 17, 39, 154, 341
Federal Tax Office, 68
Federated Department Stores, 218
feeder fund, 110
Fidelity mutual fund, 10
Finance Act (1995), 79
financial performance metric, 229
financial risk, 232
Financial Times, 318
First Data/Paymentech transaction, 248
First Union, 252
Fitch ratings agency, 343
fixed income arbitrage funds

historical performance of, 306–309
sub-strategies of

carry trades, 301
on-the-run versus off-the-run treasuries,

301–303
swap-spread arbitrage, 304–305
treasuries stripping, 299–301
treasury-Eurodollar spread, 305–306
yield curve arbitrage, 303–304

tools of, 297–299
fixed length moving averages (FMAs), 359
Fonds commun d’investissement sur les marchés à
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