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By Audrey Hoffer

urmoil in financial markets and

an increased frequency of black

swan events — deviations from

the norm - are driving an inten-

sified search for alternative in-

vestment classes, from art col-
lections to vintage wines.

Washington-area institutional and indi-
vidual investors are exploring alternative as-
sets to diversify their portfolios, striving for
higher and safer returns.

“In the old days, a financial adviser would
build a 60-40 portfolio,” said Peter Tanous,
president of Lepercq Lynx Investment Advi-
sory in the District. “Sixty percent would be
invested in stocks and 40 percent in bonds
to provide stability, reduce volatility and pro-
vide income.*

Today, portfolios cannot be constructed
that way because of the increasing likelihood
of an inflationary environment in which
long-term bonds will go down in value, while
current bond yields provide little income.

“No one today should own long-term
bonds,” Tanous said, “so managing this mar-
ket volatility demands diversifying assets.”

His recommendation? Real assets - gold,
oil, imber, water - characterized by little or
nosubstitution and by rising demand and di-
minishing supply, which means their value is
less likely to be eroded by inflation.

“Inflation is coming because it’s the only
solution for Europe and the U.S. to get out
of a huge mountain of debt,” Tanous said. “A
dedicated allocation to inflation protection
is essential.”

Stacy Schaus, executive vice president and
D.C. practice leader of Pacific Investment
Management Co. LLC, agreed on the need
for real assets.

“DC. plans are embracing assets such
as Treasury Inflation-Protected Securities
(TIPS), commodities and real estate, both
to add diversification and as a hedge against
inflation,” Schaus said.

So what should the modern portfolio look
like? The parameters of a portfolio have ex-
panded to include alternative investments
comprising tangible assets - art, wine, an-
tiques, stamps, coins and real estate — and
financial assets, such as private equity in a

Stocks,
bonds and ...
gold bars?

As the stock and bond markets turn more
unpredictable, wealthy folks turn to alternative —
and, they hope, more dependable - investments

business or two.

“In general, alternative investments are
designed to provide lower volatility expo-
sure because they have different return
streams and lower correlated asset types,”
said Bob Boyda, senior managing director of
the portfolio solutions group at Manulife As-
set Management LLC. “However, altemnatives
can be difficult to analyze and dangerous for
investors to use without the guidance of an
investment professional.”

In this region, said Gerald Hanweck Sr., a
professor of finance at George Mason Univer-
sity’s School of Management, “tangible as-
sets don’t have wide acceptance among the
investment community because it can be a
daunting task to understand how the return
will be generated, and most people don't
have the knowledge or time to research.”

For people who do pursue those invest-
ments, “what it comes down to is more of
anabiding interest in the thing than even the
money, whether it's gold, antique cars or an-
tique fire engines,” Hanweck said.

Onerisk of alternatives is that you may not
be able to sell them as quickly as you can tra-
ditional assets, such as stocks, which adds
uncertainty to the value of your investment.

Take gold, for example. How much should
you expect to earn? Generally, three times
the value in two years, Hanweck said.

“People who've invested in gold, like
many who collect family jewelry, are wait-
ing for the price to go over $1,600 an ounce,”
he said. “Now it’s about $1,590, down from
$1,800 last year when all hoped it'd go to
$2,000. That’s the risk, and to accept it re-
quires understanding.”

Artis evolving as another alternative asset.

“People buy art to feed thelr souls, but
there are other reasons as well, including as
an investment, for prestige and the cultural
advantage of their children,” said Royce Bur-
ton, a dealer with Burton Marinkovich Fine
Art, agallery in D.C's Dupont Circle

“The safest bet for a good return is to buy
the best piece by the most successful artist in
the style and period you like and put it away
toripen,” he said. “Good art always keeps its
value relative to the market and is less risky
than most speculative investments in today’s
economy.”

In 1989, Burton helped a client buy an
Andy Warhol screen-print for $1,600. It re-

cently sold for $16,000.

“In my field, contemporary art on paper,
works by Richard Diebenkorn, Helen Fran-
kenthaler,: Robert Motherwell and Ken No-
land are doing well now,” he said.

Works on paper by those artists range
from $5,000 to $100,000 with a top end
around $250,000.

0ld maps are another possibility. An early
city plan of D.C. published in 1792 and pre-
pared by Andrew Ellicott, a city planner who
worked with Pierre Charles L'Enfant, is an
example. The Old Print Gallery in George-
town is selling this 9-by-11-inch plate engrav-
ing for $18,500, said staffer Caroline Bonardi.
“It’s in excellent condition and rare.”

“People ask us where this or that item
will be in market value in 10 years, and we
say most will go up,” she said. “We're seeing

-people who aren't hesitating to buy big-ticket

art and antiques as investments.”

There are also people who see the long-
term market value of high-end wines, said
Tim O'Rourke, general manager of Weygandt
Wines in D.C's Cleveland Park neighbor-
hood, who manages a portfolio of top bou-
tique French wines. “They travel, know pro-

ducers and taste out of a barrel. They know
exactly what they're after.”

He sold a bottle of 2002 Bernard Dugat-Py
Chambertin for $1,000 about 2% years ago.
Today, it can be found on auction for more
than $2,000. The creme de la creme of wines,
Domaine de la R ée-Conti R é
Conti, sells for more than $15,000 per bottle.

“Burgundy lovers drink these wines, but
when they know the provenance they often
buy as an investment and keep in their cel-
lars two to 35 years,” O'Rourke said.

Certain vintages of Burgundy, such as
2007, may offer only a 5 percent uptick in
value after a couple of years, but other vin-
tages can garner as much as 200 percent in
gains over five years.

“As interest in alternative investments
grows, there's a move away from purely
stock and bond portfolios in favor of a more
widely diversified asset allocation,” Tanous
said. “Asset managers can design profitable
strategies with the goal of increasing port-
folio returns while hedging against inflation
and market risk.”

Audrey Hoffer is a freclance writer based in D.C.
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To counter the troubled times for stocks and bonds, investment adviser Peter Tanous
recommends a portfolio that includes tangible assets like gold and oll.
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