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As Clark Capital’s Chief Investment Officer, 
Sean oversees all of the Firm’s investment 
activities and heads the Firm’s portfolio 
team. Sean joined the Firm in 1993 and is re-
sponsible for asset allocation and investment 
selection for Navigator Investment Solutions 
as well as directing ongoing market research 
and contributing to the development of pro-
prietary products. Sean is a member of the 
Clark Capital Management Committee and 
the Board of Directors. He graduated from 
the University of Delaware, earning a B.S. 
and an M.A. in Economics. Sean is a Char-
tered Financial Analyst and a member of the 
CFA Institute (formerly AIMR) and the Finan-
cial Analysts of Philadelphia, Inc. Sean is con-
sidered an industry expert and is often asked 
to appear on CNBC and Bloomberg television 
to share his views on the market. In addition, 
Sean was featured in an article in Barron’s 
and has been quoted in a number of articles 
in nationally distributed business journals and 
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No longer is the world of hedge fund strategies confined to accredited investors and in-
stitutions through limited partnerships, and no longer does the investor pay a 2% man-
agement fee and relinquish 20% of the profits. In the last several years, the market for 
alternative strategies has exploded into the retail marketplace. This growth has resulted 
in a wide variety of hedge fund type strategies being available through mutual funds and 
ETFs dubbed “Liquid Alternatives.” Retail investors now have access to managed futures, 
market neutral, long/short equity, fixed income, and many other strategies in a mutual 
fund wrapper — the same strategies institutional investors and endowments have been 
using for years. In our view, access to these strategies via mutual funds provides financial 
advisors with the tools needed to build better portfolios. It also may allow them to satisfy 
the liquidity needs of the retail investor. 

During the last two years, 121 alternative funds were launched, increasing the universe 
of alternative funds by 60%. In 2012, $14 billion flowed into alternative funds, and the 
Morningstar category has grown to over $90B billion in assets. The flows have propelled 
the liquid alternative space into the fastest growing Morningstar category, and assets 
have doubled in the last three years. In fact, more money flowed into the alternative cat-
egory than into the entire U.S. equity category. With the growth in liquid alternative op-
tions and adoption rates comes many challenges. Researching and understanding these 
investments can be daunting to financial advisors for several reasons. 

The challenges start with deciding how much to allocate to alternatives in a client port-
folio, and they grow from there. The median age of the alternative funds in the Morning-
star category is just three years. The short track record of these funds compounds the re-
search process. An important concept to understand when evaluating alternative funds 
is their correlation to other asset classes as well as their correlation to other alternative 
funds. We believe one of the primary reasons for adding alternatives to a portfolio is to 
achieve non-correlation to traditional asset classes. If the asset classes in your portfolio 
are highly correlated, it is hard to discern the benefits of diversification during years like 
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S&P 500 1.00

Barc lays U.S. Agg Bond 0.21 1.00

MSCI World Ex U.S. 0.93 0.29 1.00

HFRX Absolute Return 0.49 0.07 0.45 1.00

HFRX Equity Hedge 0.80 0.18 0.84 0.76 1.00

HFRX Equity Market Neutral 0.01 -0.31 -0.02 0.07 0.07 1.00

HFRX Event Driven 0.73 0.17 0.79 0.65 0.88 -0.04 1.00

HFRX Global Hedge Fund 0.72 0.19 0.80 0.77 0.96 0.00 0.93 1.00

HFRX Macro Commodity -0.19 -0.11 -0.09 -0.10 -0.03 0.09 -0.10 -0.03 1.00

HFRX Macro Currency 0.03 -0.07 0.12 -0.06 0.19 0.34 0.19 0.17 -0.06 1.00

HFRX Macro Multi-Strategy 0.32 0.15 0.44 0.22 0.42 0.01 0.37 0.38 0.28 -0.05 1.00

HFRX ED Credit Arbitrage 0.68 0.00 0.72 0.43 0.69 -0.16 0.75 0.73 -0.02 -0.09 0.45 1.00

HFRX Fixed Income-Credit 0.65 0.11 0.70 0.58 0.76 -0.17 0.88 0.87 -0.15 0.04 0.31 0.87 1.00

Highly Correlated

Not Correlated

Nuetral

Exhibit 1: Alternative Correlations
5 Years Ending 12/31/2012

Source: Morningstar Direct



2008. Historically, the addition of non-correlating assets in a portfolio has lowered overall 
portfolio volatility and improved the risk/return profile. Exhibit 1 shows the correlation 
matrix between several alternative indexes from Hedge Fund Research and general mar-
ket indexes. The matrix highlights that correlations vary greatly among alternative strate-
gies when measured against traditional market indexes and against each other. 

We sense that financial advisors are in a dilemma. We believe they recognize that tradi-
tional fixed income may not provide the same diversification benefits of the last 30 years 
due to historically low interest rates combined with the threat of future inflation and rising 
interest rates. At the same time, advisors need to find ways to lower portfolio volatility and 
risk without adding fixed income. The growth of the liquid alternatives asset class appears 
to indicate that advisors are addressing this dilemma by using alternatives. 
 
In our view, the research process for selecting an alternative fund or ETF does not lend it-
self to most traditional methods. Expertise in alternatives and hedge funds is often needed 
to understand alternative strategies’ investment methodology, research process and imple-
mentation. More importantly, the risks associated with investing in an alternative strategy 
are often not transparent. 

Typically, institutional investors have considerable expertise or hire experts with deep ex-
perience in alternative investments. To fully understand the risks and potential benefits of 
liquid alternatives, financial advisors may follow institutional investors’ research model by 
tapping into investment advisory firms that offer alternative strategies. With the prolifera-
tion of innovative funds designed to bring alternative strategies to the investing public, we 
believe it is essential for financial advisors to gain the insight and foresight necessary to 
make informed decisions. 

The opinions expressed are those of Clark Capital Management Group Investment Team. The opinions referenced are as of 
the date of publication and are subject to change due to changes in the market or economic conditions and may not neces-
sarily come to pass. There is no guarantee of the future performance of any Clark Capital investment portfolio. Material 
presented has been derived from sources considered to be reliable, but the accuracy and completeness cannot be guar-
anteed. Nothing herein should be construed as a solicitation, recommendation or an offer to buy, sell or hold any securi-
ties, other investments or to adopt any investment strategy or strategies. For educational use only. This information is
not intended to serve as investment advice. This material is not intended to be relied upon as a forecast or research. The 
investment or strategy discussed may not be suitable for all investors. Investors must make their own decisions based 
on their specific investment objectives and financial circumstances. Past performance does not guarantee future results. 

Past performance is not indicative of future results. This material is not financial advice or an offer to sell any product. 
The relative strength measure is based on historical information and should not be considered a guaranteed prediction 
of market activity. It is one of many indicators that may be used to analyze market data for investing purposes. The rela-
tive strength measure has certain limitations such as the calculation results being impacted by an extreme change in a 
security price. Not every client’s account will have these exact characteristics. The actual characteristics with respect 
to any particular client account will vary based on a number of factors including but not limited to: (i) the size of the ac-
count; (ii) investment restrictions applicable to the account, if any; and (iii) market exigencies at the time of investment. 

Clark Capital Management Group, Inc. reserves the right to modify its current investment strategies and techniques 
based on changing market dynamics or client needs. The information provided in this report should not be considered a 
recommendation to purchase or sell any particular security, sector or industry. There is no assurance that any securi-
ties, sectors or industries discussed herein will be included in or excluded from an account’s portfolio. It should not be 
assumed that any of the investment recommendations or decisions we make in the future will be profitable or will equal 
the investment performance of the securities discussed herein. 

Clark Capital Management Group, Inc. is an investment adviser registered with the U.S. Securities and Exchange. Regis-
tration does not imply a certain level of skill or training. More information about Clark Capital’s advisory services can be 
found in its Form ADV which is available upon request.
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