
                
 
Well, wel
smart.  A
because th
leverage. 
mean redu
these “he
buying ve
I always 
hedging th
  

The descr
mortgages
prime.”  I
thereby re
correction
of 2004, s
2005 and
problems 
investmen
fund man
highly lev
pretty silly
  
So, what 
mortgages
mortgage 
other hedg
company 
watching 
What we 
portfolio m
discipline
  
Sincerely,
  
David W
  
David S. 
Vice Pres
Professio
Phone: 2
Fax: 215
www.pro
 

                     

ll.  Once aga
A couple of b

hey bought b
 Now, first it 
ucing your r

edge” funds d
ery risky asse
look under t
heir bets. 

ription “sub-
s with little, 
n effect, they
educing the ri
n quite a whil
stopping at 5.
d house price

early this ye
nt criticism, b
nagers, their i
vered bets on 
y to me. 

does this situ
s are a small
pools where 

ge funds redu
debt or REIT
these develo
have here is 
managers, inv

e in credit mar

, 

Waters 

Waters, CF
sident 

onal Planning
15-875-8666
-875-8745 

oplanners.org

                    

ain we’ve bee
big hedge fu

big portfolios
is important 
isk, as in “he
don’t do that

ets using lever
the hood of h

prime” for th
no, or negati

y are a bet on 
isk of the loan
e ago, and we
25% a year a
s turn down 
ear.  Now, I 

but with all th
nvestors and 
very risky mo

uation mean f
l part of the t
borrowers ha

uce their lever
T’s.  Nor do 

opments close
another exam
vestors, and l
rkets.  As alw

P, CLU, ChF

g Associates
6 

g 

 
                     

en seeing in 
unds on Wal
s of sub-prim
to note that th
edge your be
t at all; inste
rage, i.e. usin
hedge funds 

hese mortgag
ive principal 
the part of the
n.  We heard 
e all know tha

ago. Conseque
a bit later. 
am intimatel

his informatio
lenders (som

ortgage loan p

for the broade
total mortgag
ave made sign
rage and sell 
I see linkage

ely, I do not 
mple of the U
lenders out to

ways, please c

FC, RHU 

s, Inc. 

                   

the news tha
ll Street are 

me mortgage p
he word “hed
ets.”  Howeve
ead they add
ng borrowed m
to see if the

ges is an und
required from
e lender that h
that house pr

at the Federal
ently, we saw
And, we star
ly familiar w
n in hand som

me usually ast
pools with am

er credit mar
ge market, an
nificant down
assets, but I d
e to the broa
see the need

U.S. capital m
o the woodsh
all me with an

The Ben
834 Ches
Philadelp
215.875.8

at some “hed
in trouble, 

pools using 
dge” used to 
er, some of 
d more risk 
money.  So, 
y really are 

derstatement 
m the borrow
house prices w
rices had bee
l Reserve star

w home buildi
rted hearing 

with the probl
me time ago, 
tute financial

mple negative

rkets?  In my 
nd I do not s
n payments.  T
do not see fun

ad stock and 
d for portfolio
markets taking
hed.  And that
ny questions 

 
stnut Street,
phia, PA 191
8666 ●  215.7

dge” fund ma

if I ever saw
wer.  I would 

will rise, crea
en red hot and
rted hiking in
ng start to fal
about the su
lems associat
what on earth

l firms) think
e information 

opinion, not 
ee a widenin
There may be
ndamental lin
bond market

o repositionin
g a bunch of s
t is a good th
or concerns. 

 Suite 315 
07 

701.8745 FAX

anagers are n

w one.  Thes
call that “sub
ating principa
d were poised
nterest rates in
ll in the summ
ub-prime mor
ted with hind
h were these h

king?  Staying
well in hand 

much.  Sub-p
ng impact on 
e some volati
nkage to high
ts.  So, while 
ng over this i
silly and/or g
hing that main

X

not so 

se are 
b-sub-
al, and 
d for a 
n June 
mer of 
rtgage 
dsight 
hedge 
g with 
looks 

prime 
other 

ility if 
h yield 

I am 
issue.  
greedy 
ntains 


