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Today’s Discussion

Investing for the long-term

The “C” word

Using options to reduce volatility 
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Taking A REALLY Long-term Perspective Reduces Risk

162.8%

S&P 500 Annual Returns for Various Holding Periods (Jan 1926 – Sep 2009 )
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Identifying The Costs of Doing Business 
– How They Really Stack Up

Commissions and fees

Market impact (price moves from exposing your placements)

Trading timing (price moves while an order is being worked)

Manager timing (price moves when one manager slices a decision into multiple 
d )orders)

Opportunity cost (price movement of shares never traded)
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Domestic stock funds average annual trading costs = 1.44% (buying and selling)

Far greater than the average fund’s expense ratio 

Annual Trading Costs by Market Cap
Large Caps 0.77%

Mid Caps 1.73%

Small Caps 2.85%

A Simple Example….
Manager decides to buy 1 Million shares

Only releases 500,000 to buy on Monday (stock at 100)

Desk starts to work 250,000 (filled at 100.2)

Desk works next 250,000 (filled at 100.4)

Manager releases the other 500,000 on Tuesday (stock opens at 100.5)

Desk starts to work 250,000 (filled at 100.7)

Desk works next 250,000 (filled at 100.9)

Manager timing of the 2nd 500,000 (held back until Tuesday) = 25bps

Trader timing (on the 2 x 250,000 not done ASAP) ~ 10bps 

Market impact = 20bps

Grand total = Average Execution = 100.55 (assuming no opportunity costs) + 
commission
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Options as a Strategic Tool
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