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The “Main Street Way” to Investing

By Sofia Anastopoulos

he recently published book, The
T Politics of Public Fund Investing, is a

welcome addition to the tool chest
governmental investors can tap for manag-
ing public funds. Benjamin Finkelstein
draws upon his years of experience work-
ing with governmental investors to create
a book chockfull of practical toois — for the
novice and the seasoned investor alike.

Yet, the book goes beyond merely pro-
viding practical how-to information for
those charged with investing public funds.
Importantly, it proposes a new way of con-
sidering the investment of public funds,
one that stands in contrast to the traditional
ways of methods of Wall Street. In qualify-
ing the book’s title, The Politics of Public
Fund Investing: How to Modify Wall Street
to Fit Main Street, Finkelstein proposes a
dramatic argument. The book suggests the
unique circumstances of investing public
funds — the politics coupled with the rank-
ing of objectives — render the typical Wall
Street ways of structuring portfolios and
measuring their performance inappro-
priate. Instead, Finkelstein suggests an
alternative, the Main Street Way, as a dis-
tinct perspective that considers issues,
Acknowledging politics in the public funds
investment management context can
have sweeping consequences on how
portfolios are structured and their per
formance measured. At the very least, it
provides the reader with another dimen-
sion in which to consider public funds
management,

The book is divided into two main sec-
tions. Part One, Main Street Philosophy,

lays out Finkelstein's unconventional
approach for the investment of public
funds. Finkelstein compares traditional
Wall Street to Main Street. Finkelstein con-
tends that Wall Street is not subject to elec-
tion cycles and budget cycles, or political
risks, including an array of constituents
with varied expectations and occasicnally
divergent agendas. Main Street investing is
about more than economics or quantita-
tive measures.

What follows is a discussion of politics
and investment policy. One of the first les-
sons investors, including investors of pub-
lic funds, leam is the importance of starting
off with an investment policy. However,
transiating policy into an actionable plan
has not received as much attention.
Finkelstein provides a framework for trans-
forming investment policies (the "rule
book™) into practical, useful plans (the
“play book™), which, in tum, can be the
basis for creating suitabie portfolios.

Notably, chapter 3 considers perform-
ance appraisal. According to Finklestein,
Wali Street’s partiality for the total return
metric is not relevant {o public funds.
Finkelstein posits a performance measure-'
ment standard should address all objec-
tives, not simply retum. Since safety and
liquidity typically are assigined greater
weighting than the yield or retumn objective
in the public sector, Finkelstein questions
the relevance of using a total retumn or a
market return benchmark. Additionally,
Finkeistein dismisses use of peer groups
for benchmark purposes bexcause there
are no direct peers.




Instead he offers an alternative, the fidu-
ciary benchmark, to help public funds
managers create suitable portiolios and
measure their performance. The fiduciary
benchmark focuses on suitability instead
of total return. Finkelstein identifies five
aspects of suitability: liquidity, interest-rate
risk, diversification, legality of portfolio
holdings, and appropriate market rate of
return. Because each public entity has dif-
ferent politics, economics, priorities, levels
of expertise, and risk profile, Finkelstein
suggests each is subject to its own unique
fiduciary benchmark.

However, a counter argument is that
Wali Street does, indeed, provide us with
.an accepted methodology for structuring
portfolios, and established standards for
measuring and gauging the performance
of those funds. Perhaps, government
investors in managing public funds are not
really unusual in being unique, contrary to
Finklestein's assertion. Ultimately, portfo-
lio managers hired to manage others’
funds also have fiduciary responsibilities.
Governmental investors are not alone in
having fiduciary obligations and concern
with safety of principal. Others face politi-
cal risks in managing funds under their
stewardship. Yet, in each instance, Wall
Street, provides us with a way of managing
funds, regardless of differing objectives,
risk tolerances, and so on. Furthermore,
rejecting universal benchmarks or stan-
dards ignores accountability. It harkens
back to a time when governments were

not subject to performance measurement . ] .
) P - investors of public funds, especially those

but to a separate set of rules.

Finkelstein offers an outline for-consid
ering risk. He suggests that the real risk i
'typicai public funds portfolio-a;
" not having sufficient liquidity an:
credit or default problems. Pr
likely to suffer as a result of §
liquidations rather than fror

typical public funds portfolio security
(Treasury or agencies). He shows how to
create a palitically correct portfolio where
safety and liquidity are addressed while pro-
viding a context for income to be optimized.

Part Two, titled “Technical Tool Kit,"
turns more to the quantitative side, and
provides constructive everyday tools and
practical applications for the public funds
investor. Finkelstein introduces andex-
plores the concept of opportunity cost. To
illustrate this concept, Finkelstein suggests
that public funds investors may shy away
from optimal maturities, opting instead
for maturities that are less likely to result
in unrealized losses (GASB Statement
No. 31). Finkelstein points out, in so doing,
they impose an opportunity cost on their
portfolios. He characterizes this as a con-
tinual tug-of-war between safety and yield,
and reminds the reader of the fiduciary
responsibility to pursue both. Finkelstein
suggests that opportunity cost is a true cost
and shows how it can be calculated and
considered in managing the public funds
portfolio. He stresses the importance of
communicating the concept of opportu-
nity cost to stakeholders. Additicnally,
Finkelstein introduces the concept of port-
folio rebalancing and considers situations
where a portfolio can profit from selling
and realizing losses. The book provides
clear examples and walks the reader
through the steps involved in canying out
these analyses and comparisons.

Duration is an intimidating concept that

less seasoned, tend to avoid. Finkelstein

~devotes an entire chapter to presenting

luration. Often passed over in favor of the
ésje_r to grasp average life, duration is
ined for the reader. lts application as a
f assessing risks, specifically price
of a bond or & fixed income port-
ustrated plainly. Finkelstein does

an excellent job, using exarmples to show
how duration is calculated, and how it can
be used to structure public funds portfolio.

Inthe last chapters of Part Twro, Finkelstein
provides a basic overview of a popular sec-
tor for public funds investing, U.S. agency
callable securities. Of practical value, he
clearly illustrates how Bldomberg can be
used to obtain agency information. The
discussion of callable securities wraps up
with a consideration of value and risk for
callable securities.

The Politics of Public Fund Irivesting con-
cludes with the chapter titled Public Funds
Analytics, in which Finkelstein brings
together the various concepts and tools
discussed throughout the book and intro-
duces additional techniques for portiolio
management, including relative value
analysis, methods of forecasting liquidity,
market rate of return, and fufure income,

The Politics of Public Fund Investing is
beneficial in a number of ways. First,
Finkelstein provides many userful tocls. He
has a natural talent for simplifying difficult
or non-intuitive concepts. As a result, the
reader is left with practical to-ols for man-
aging public funds. By interspersing real
life stories throughout the book, he nol
only provides a good read, but creates sce-
narios in which the typical investor can
see himself. Further, the Imporance
Finkelstein places on effectiver communi-
cation throughout the book cannot be
underestimated. Finally, while the metits
of Finkelstein’s alternative to- structuring
porticlios and measuring performance
can be argued, this book is incleed o valu
able resource, providing practical lessons
as weil as food for thought. I
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