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What are alternative investments?

• An alternative investment is an asset that is not one of the conventional investment types, such as stocks, bonds, 

and cash.

• “Non-traditional”

• Assets and investment strategies that are not typically utilized in the traditional investment portfolios (e.g., 

60/40 portfolio, etc.)
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What are alternative investments?

• Most alternative investment assets are held by institutional investors or accredited, high-net worth individuals 

because of the complex nature and limited regulation of the investments.

• Top institutional categories:

• Private Equity – includes Buyouts, Venture Capital, Secondaries, etc.

• Private Credit – includes Direct Lending, etc.

• Hedge Funds – includes long-short equity, event driven, arbitrage, and managed futures, etc.

• Real Assets – includes private real estates, etc.

Alternatives tend to have different attributes to typical stock and bond investments from a risk return and time 

horizon perspective, so adding them to a portfolio may provide broader diversification, reduce risk, and enhance 

returns.
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History of Alternative Investments

• The use of Alternative Investments is nothing new, particularly among the more sophisticated institutional and 

ultra high net worth investors. 
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History of Alternative Investments

• The “Yale Endowment Model” helped pioneer 

alternative investing - In 1990, Yale became the 

first institutional investor and university 

endowment to define “absolute return” strategies 

(hedge funds) as a distinct asset class. Specifically, 

the Yale Model favor heavy exposure to the less 

liquid, alternative asset classes for return 

enhancement and diversification.
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Why alternatives?

• A primary goal of investing 
in alternatives is to produce 
better risk-adjusted return
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Why alternatives?

•  Superior risk-adjusted return is achieved through (2) diversification and (2) return enhancement

Source: BlackRock
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Diversify for the long haul

• Alternative investments can provide unique exposures, different from traditional stocks and bonds, 
and provide the potential for persistent, less-correlated returns.

Source: BlackRock
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Private markets can amplify returns

• Taking advantage of both (1) Illiquidity premium and (2) Complexity premium embedded in Private 
Markets

Source: BlackRock
Private Equity represented by 
Burgiss PE Index (Buyouts) for 
the 15-year period 9/2006 to 
12/2021. Private  Credit 
represented by the Cliffwater 
Direct Lending Index from 
9/2015 to 12/2021
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Why alternatives now?

The decade ending 2020 was an outlier for stocks – The past year/2022 was a wakeup call.

Source: BlackRock; 
Bloomberg, as of 
3/31/2022
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Why alternatives now?

Historically, bonds have been a reliable diversifier when stocks are falling. However, bonds have failed to 
serve that role in 2022 and in 2023 YTD
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Why alternatives now?

As returns for traditional asset classes are expected to come under pressure with greater risk, alternative 
investments can be used to can achieve better risk-adjusted returns.

Source: BlackRock
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Types of Alternative Investments:
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Types of Alternative Investments:
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Private Equity Strategy Examples:

Source: iCapital
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Secondary Strategy – Advantages:

Source: BlackRock; CAIA

• Shallower (or no) J-curve

• Lower loss rates and return variability
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Private Credit - Background:

• Global Financial Crisis 2008 spawned new regulations that drove banks to shrink balance sheets and 

pull back on lending. Non-bank lenders, such as private credit funds, have filled the void.
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Private Credit – Advantages:

Source: BlackRock

• Private Credit can deliver attractive yield and total return, many of the loans are secured and may pose 

lower default risk than comparative public bonds
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Hedge Fund Strategy Examples:

• Long/Short Equity – Investment manager maintains long and short positions in equity and equity derivatives.

• Long/Short Credit – Investment manager maintains long and short positions in credit and credit derivatives.

• Event Driven – Investment manager maintains positions in companies involved in corporate transactions 

including mergers, restructuring, distressed, tender offers, shareholder buybacks, and debt exchanges, etc.

• Global Macro/CTA – Investment manager aims to profit from top down/macro trends that involve interest 

rates, sovereign bonds, currencies, and commodities, etc.

• Market Neutral/Relative Value/Arbitrage – Investment manager aims to profit from realization of a spread 

between related instruments without taking a bet on general market directions.
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Private (direct) Real Estate - Advantages:

Source: Nuveen
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Private (direct) Real Estate - Advantages:

Source: Nuveen
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Section 6: 
Q&A/Discussion
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