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When Neutral Is Good

Market-neutral funds
seek to minimize market
risk while generating
equity-like returns.

By David A. Twibell

THE RECENT MARKET CORRECTION
has provided many people with a
painful reminder—again—that invest-
ing in stocks can be risky business. That
is, unless they invested in the $70 mil-

lion James Marker Neutral Fund, which.

actually eked out a small gain during the
violent spring scll-off. “'I'he last quarter
was very difficult for most investors, but
consistent with our market-neutral serat-
egy, we've been able to weather the
storm,” says Barry James, president and
portfolio manager with James Invest-
ment Research in Alpha, Ohio.

In fact, generating positive returns
in difficult
is nothing new  for James.
market-neutral - fund  performed
admirably during the last bear marker,
gaining roughly 16% in 2000 and 2%
in both 2001 and 2002. “We're nort
sexy, we just grind out positive returns
in up and down markers,” James savs.

Removing the excitement—both
good and bad—from marker flucrua-
tions is precisely what market-neutral

market  environments

His

investing is all about. It’s an approach
that’s likely to appeal to
risk-averse investors,

many
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MARKET-NEUTRAL STRATEGIES

Although most people know very little

about  market-neutral  investment
strategies, they have been around for a
considerable time. Indeed, the AW.
Jones investment partnership, com-
monly thought of as the first hedge
fund, used a modified market-neutral

approach during the early 1950s.
Market-neutral funds fall into two
general categories: equity long/short
funds and arbitrage funds. Equity
long/short funds seek to generate
positive purchasing
attractive and selling short
stocks with below-average expected

returns by
stocks
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