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Stocks, bonds and cash have long been the chosen trinity of portfolio construction, but over the past decade, a fourth
allocation known as “alternatives” has taken hold, promising greater diversification and a more dynamic asset mix to
weather volatile times.
For their part, investors, both big and small, are piling in. Alternative assets under management reached US$8.8-trillion
globally last year and are expected to hit US$14-trillion by 2023, according to Preqin, an alternatives research firm. And
while most of the interest to date is being driven by large pension plans, endowment funds and other institutions, the
burgeoning market for liquid alternatives is also giving retail investors a growing opportunity to get involved.
Members of AGF’s Board, executive and investment management teams recently sat down for a special roundtable to
discuss the growing influence of alternatives and what investors need to know before adding them to a portfolio.
Questions and answers that follow have been edited for clarity and length.

Why is the demand for alternatives so strong?

been building for the better part of the past 25 years.

Adrian Basaraba (AB): I think the seminal moment –

Real estate, for instance, has long been a way for people

and what has driven the growth in alternatives over the
past decade at least – was the financial crisis in 2008.
People became hypersensitive to the vagaries of the
equity market in particular and realized that, globally,
cross correlations were a lot higher than assumed. Since

to diversify their core equity and fixed income portfolio.
That said, the alternatives space has become much more
democratized and much more diverse in terms of what’s
available – whether it be a structured “liquid-alt” product
like a long/short ETF, or a privately-held asset class like

then, investors have been keen to find new ways of

real estate or infrastructure.

mitigating the risk of another major downturn through

Steve Bonnyman (SB): By extension, what we’ve

non-traditional asset classes and strategies that have

seen since the financial crisis is an opening up of the

the potential to provide uncorrelated – or at least low

opportunity set to a broader base of investors than

correlation – returns to stocks and bonds.

was traditionally the case. In the past, alternatives was

Jane Buchan (JB): As traditional asset classes have

primarily the domain of high net-worth investors or

become more correlated over the years due to better
information and globalization, investors are searching
for new diversifying strategies in order to build a better
balanced portfolio. Also, we now have in some cases more
than twenty years of institutional investing data in order

institutions focused on investments that would help them
manage wealth across multiple generations or match
long-term liabilities, rather than those that might just
outperform the benchmark. So, it was rather exclusive,
but that is now starting to change.

to better evaluate opportunities.

AB: It’s not unlike other investment trends. Alternatives

Bill DeRoche (BD): The financial crisis definitely

started with larger institutions and the asset class is now

accelerated the move towards alternatives, which has

Alternative assets
under management

2018

$8.8 T
Source: Preqin, Future of Alternatives Report, October 2018.

filtering down to the retail investor.

2023

$14 T
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I think the seminal moment – and
what has driven the growth in
alternatives over the past decade
at least – was the financial crisis
in 2008.

– Adrian Basaraba
What other factors are helping drive the growth

And as a result of this growth, the definition of an

of alternatives?

alternative investment continues to expand as well.

BD: Regulation has certainly played a huge role. The

BD: That’s absolutely true and I think it has led to some

liquid alternatives market, in particular, is the direct result

confusion among investors. The word alternatives covers

of changes made in the U.S., Europe and now Canada

a huge swath of investments that all come with their own

that provide mutual funds and exchange traded funds

unique characteristics. A privately-held fund in an asset

(ETFs) greater flexibility as to the types of assets they

class like infrastructure, for instance, is very different

can invest in and the strategies they can deploy, such as

than a publicly-traded managed future or ETF that uses

leverage, shorting and the use of derivatives for hedging

a market-neutral structuring. Further, they are not only

and non-hedging purposes. This is exciting to me as a

structured very differently but they have different levels

portfolio manager.

of risk and also have very different investment objectives.

AB: We’ve seen regulatory changes impact the demand

So, it’s important for investors to understand these

for less liquid, private alternatives as well. For instance,

differences in order to make informed decisions.

increased banking regulations following the financial

JB: There is no clear, universally accepted definition of

crisis tightened restrictions on capital requirements that

alternatives, but what most of us mean are strategies

limited bank lending to certain sectors. This has given

involving securities outside of standard stocks and bonds

a lift to the private debt space that is helping fill the

or else strategies which involve going long and/or short

funding gap, providing loans to companies, especially

in stocks and bonds. Importantly, alternatives cover a

those in emerging industries.

variety of risk and return combinations – some contain

SB: And I think investors are demonstrating demand.

more risk and are higher return, whereas others have

In general, investors are far more comfortable with
complexity than ever before. They may not understand all

relatively low risk and produce a corresponding, lower
return. Regardless, most alternatives are less correlated

of the ins and outs of the alternatives landscape, but they

with traditional investments.

recognize the potential value involved and the market has

AB: The distinction between public and private alternatives

responded in kind with a growing suite of asset classes

is really crucial because it ends up narrowing the universe

and strategies for them to choose from.

of options available to a lot of investors – and what’s

BD: And most of the liquid-alt strategies now available to

suitable to them as well. Private equity or debt is still the

everyone are being created in a very thoughtful manner,
for instance, in terms of how much leverage they use, so
retail investors can feel pretty comfortable about what
they’re investing in.

reserve of institutional and accredited investors and those
who can afford the tens of thousands of dollars to satisfy
minimum investment amounts that these types of funds
require. There’s also the question of liquidity. The private
market is far less liquid than the public market and usually
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demands lock-up periods that can be seven to ten years.

With this in mind, how do investors go about incorporating

That illiquidity risk means that you may be able to capture

alternatives into an overall portfolio?

a premium on the return side, but it’s not for everyone.

JB: Alternatives should be seen as an addition. Many

SB: I like to think of it as a continuum that ranges from

investors may benefit from including diversifying assets.

publicly-traded long-only portfolios on one end to private

How much and which ones are highly dependent on risk

bespoke investments in specific assets or asset classes

tolerance, liquidity constraints and time horizons.

like real estate on the other end. And in between, you

BD: I think there are a number of questions: How does

now have liquid alts with different risk/reward structures
helping fill in the gap between these two extremes. As
an investor, this is empowering, but it’s important to
understand what you’re actually getting involved in and
what trade-offs you’re potentially making in choosing one
part of the continuum from another.

it fit into my overall portfolio? How does it change the
return profile that I would expect to generate when it’s
combined with my other investments? How does it affect
my liquidity profile? Obviously private investments are
great and I have some of my own, but at the end of the
day you’ve locked up money for quite some time. So,

BD: And that’s why the experience of the person or team

investors need to evaluate and then figure out what fits

managing the alternative is so important. For instance,

best for them.

we’re going to see a fair number of hedge funds trying to

SB: The level of liquidity required is a big consideration,

get into the liquid alts space, but many are not going to
have the systems in place to strike daily net asset values
(NAVs) in the way that a traditional mutual fund does.
Conversely, a lot of mutual fund firms that are going to
try to get into the space just don’t have the experience
dealing with derivatives, options, prime brokers and the
overall skill set to manage these types of strategies.

but a lot will be determined by the type of investor you
are and your investment goals. A 35-year old may want to
add more torque to their portfolio, whereas as a 65-year
old is going to be looking for much steadier returns and
definitely doesn’t want their portfolio to blow up on them.
AB: Other considerations might include what part of
the capital structure you want to play in or what type of
return profile you want. There’s a lot to consider and it
might serve some investors well to get advice in terms of
the specific investments they can and should choose from
across the spectrum.
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Allocating to alternatives
shouldn’t be a conversation
around market timing.
– Bill DeRoche

SB: Alternatives can be built to achieve a whole different

BD: I could definitely see some institutions ending up with

set of results and there will be a time and place for

a much greater portion of their portfolio in alternatives,

almost any one of them. So, there is no easy answer to

especially in the scenario where the goal is to match

the question of when one type of alternative investment

future liabilities. But I think it makes sense especially for

should be added to a portfolio over another.

retail investors to keep the bulk of their assets in core

BD: Depending on what an investor’s needs are, they

equity and core fixed income with a smaller allocation to

could wind up with an allocation to alternatives that is

liquid alternatives.

extremely unique and it could involve asset classes as well

JB: I have seen some large university endowments that

as structuring to give them the return stream that they’re

contain over 50% alternatives and I have seen a few with a

looking for. In fact, customization is one of the things

relatively low allocation of 5-10%. Again, they are potential

we work with clients on quite a bit. Some are looking to

components as part of an overall investment plan.

customize allocations to offset large exposures within

SB: One of the more popular gold strategist has, in the

their portfolios and manage risk while others are looking
to tilt portfolios further towards specific factors in an
effort to generate greater returns.
How much of an allocation to alternatives should
investors consider in a portfolio?
BD: When you look at the some of the most sophisticated
institutions or something like the Yale Endowment
Model, most of the heavy lifting is being done by core
exposure to equity and fixed income with supplementary
allocations to alternatives in the range of 15 to 20 percent
to help manage overall volatility in the portfolio. I think
this makes a lot of sense for retail investors too, although

past, recommended a two to five percent allocation
to gold, which in many ways is the oldest and simplest
alternative out there. I think this level of strategic
allocation is a good starting point for retail investors
regardless of the type of non-correlated asset or strategy
they’re using as a diversifier.
BD: I like this idea too because I think a lot of times
investors view alternatives as something to own only
when the market is going down and this type of tactical
approach can be really hard to implement in practice.
Allocating to alternatives shouldn’t be a conversation
around market timing.

perhaps to a lesser degree.

How does the risk/return profile of a portfolio change

AB: Over the past few years, there have been a lot of

when alternatives are added to a portfolio?

institutional surveys that have asked the question, “Do

BD: A lot of investors have a preconceived notion because

you plan to increase your allocation to alternatives,”
and of the ones I’ve read, about 70 to 90 percent of the
participants answer, “yes.” That doesn’t mean we’re going
to see alternatives dominating portfolios, but allocations
may increase, on average, and become more significant.

of the leverage or the shorting, that alternatives are highrisk, high-return investments. In some instances, sure, but
more often than not they are engineered to reduce risk
in a portfolio, often at the expense of potentially higher
returns. Like any investment, a lot depends on the asset
class and/or strategy and how much is being allocated.
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JB: It can be shown mathematically that when one

AB: What [alternatives] are likely to add is downside

adds investments that have similar risk and return

protection, which may limit some upside, but also

characteristics, yet are diversifying – i.e. have a

potential drawdowns. In turn, investors are more likely to

correlation less than one – that the overall risk of the

stay invested longer, which is one of the keys to keeping

portfolio should go down without sacrificing return. Of

returns consistent over time and accumulating wealth.

course, this applies in theory and doing good research on

BD: Of course, some investors might not feel that way.

the choice of alternatives is critical in terms of assessing
both the return and the risk profile.

Why worry about protecting the downside when equity
markets have done so well? And the further away the

SB: If we consider Modern Portfolio Theory and the

financial crisis gets in the rear view mirror, the less they

concept of an efficient frontier, what investors do when

worry about it. But stocks can’t go higher forever and

they introduce alternatives to a portfolio, is potentially

there’s a huge benefit to making sure drawdowns are

improve their ability to earn the highest possible return

as small as they possibly can be. Think about it: If your

with the lowest possible risk in terms of volatility. In

portfolio drops 50%, you need 100% return to get back to

today’s market, for instance, an investor probably wants

even. If anything, that’s why investors need alternatives.

to have exposure to robust equity sectors like technology
and healthcare, but it may be optimal to offset that
exposure, at least partially, with something that has a low
correlation to stocks, maybe some gold bullion or another
hard asset.
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The commentaries contained herein are provided as a general source of information based on information available as of July 18, 2019 and should not be considered
as investment advice or an offer or solicitations to buy and/or sell securities. Every effort has been made to ensure accuracy in these commentaries at the time
of publication however, accuracy cannot be guaranteed. Investors are expected to obtain professional investment advice.
The views expressed in this blog are those of the author and do not necessarily represent the opinions of AGF, its subsidiaries or any of its affiliated companies,
funds or investment strategies.

AGF Management Limited (“AGF”), a Canadian reporting issuer, is an independent firm composed of wholly owned globally diverse asset management firms.
AGF’s investment management subsidiaries include AGF Investments Inc. (“AGFI”), AGF Investments America Inc. (“AGFA”), Highstreet Asset Management Inc.
(“Highstreet”), AGF Investments LLC (formerly FFCM LLC) (“AGFUS”), AGF International Advisors Company Limited (“AGFIA”), AGF Asset Management (Asia)
Limited (“AGF AM Asia”), Doherty & Associates Ltd. (“Doherty”) and Cypress Capital Management Ltd. (“CCM”). AGFI, Highstreet, Doherty and Cypress are
registered as portfolio managers across various Canadian securities commissions, in addition to other Canadian registrations. AGFA and AGFUS are U.S.
registered investment advisers. AGFIA is regulated by the Central Bank of Ireland and registered with the Australian Securities & Investments Commission.
AGF AM Asia is registered as a portfolio manager in Singapore. AGF investment management subsidiaries manage a variety of mandates composed of equity,
fixed income and balanced assets.
™The ‘AGF’ logo is a trademark of AGF Management Limited and used under licence.
Publication date: August 12, 2019.
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AGFiQ is a collaboration of investment professionals from Highstreet Asset Management Inc. (a Canadian registered portfolio manager) and AGF Investments LLC
(formerly FFCM, LLC). This collaboration makes-up the quantitative investment team.

