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Alternative investing has just about become a household name as more investors have gained 
access to alternatives. In the last several years, alternative strategies have exploded into the retail 
marketplace. This growth has resulted in a wide variety of hedge fund type strategies being avail-
able through mutual funds and ETFs dubbed “Liquid Alternatives.”  

According to Morningstar, $38.7 billion flowed into alternative investment mutual funds and 
ETFs over the year ended April 30, 2014.  That’s about a 36% increase over the prior year and more 
than a 100% increase over the past two years.  

Retail investors and asset managers now have access to managed futures, market neutral, long/
short equity, fixed income, and many other strategies in a mutual fund wrapper — the same strat-
egies institutional investors and endowments have been using for years.  In our view, access to 
these strategies via liquid vehicles provides advisors and investors with the tools needed to build 
better portfolios.  

A liquid structure creates some tradeoffs.  Since underlying investments need to be liquid, liquid 
alternatives cannot invest in some of the less liquid instruments that have historically generated 
high returns in hedge funds. They also cannot use the same amount of leverage to goose returns.  
On the other hand, they typically offer a number of appealing features such as daily liquidity, 
lower minimum investments, transparency, lower fees and 1099 tax reporting instead of K-1s.  

The goal of Modern Portfolio Theory (MPT) is to blend different asset classes into a portfolio 
that seeks to reduce overall portfolio risk and volatility and maximize return.  Historically, the 
addition of non-correlating assets in a portfolio has seemed to lower overall portfolio volatility 
and improved the risk/return profile. Exhibit 1 shows the correlation matrix between several al-
ternative indexes from Hedge Fund Research and general market indexes over the past five years. 
The matrix highlights that correlations vary greatly among alternative strategies when measured 
against traditional market indexes and against each other.  Alternative asset classes have generally 
been negatively correlated to bonds and not highly correlated to equities, thus providing diversi-
fication benefits when allocated to a portfolio.
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The opinions expressed are those of the Clark Capital Management Group Investment Team. The opinions referenced are as of the date of publica-
tion and are subject to change due to changes in the market or economic conditions and may not necessarily 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 guaranteed. Nothing herein should be construed as a solicitation, recommendation or an offer to 
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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. 
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measure is based on historical information and should not be considered a guaranteed prediction of market activity. It is one of many indicators 
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results being impacted by an extreme change in a security price. Not every client’s account will have these exact characteristics. The actual 
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How Much of a Diversified Portfolio Should be Invested in Alternatives?

There is no single answer as it depends on each client’s return objectives and risk tolerance, but we gener-
ally advocate that between 5 to 20% of a client’s allocation be to alternatives.  For many investors who have 
enjoyed the run higher in global stocks over the past five years, it makes sense in our view to reduce risk 
and lower overall portfolio volatility by adding alternatives, especially given the current equity valuations 
and concerns over rising interest rates.  The weight given to alternative investments can come from either 
stocks or bonds, or a combination of both with more coming out of traditional fixed income which is 
what we generally advocate.   

Investors have a dilemma.  We believe they recognize that traditional fixed income may not provide the 
same diversification benefits it has in 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, they 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 and investors are addressing this dilemma by using alternatives.

The days of buying gold and real estate and calling it a day are long gone. The proliferation of ETFs invest-
ing in non-traditional asset classes has democratized investing in alternative asset classes.  We advocate 
allocating to a broad set of alternative investments in an effort to gain robust exposure to the category 
and realize the diversification benefits of alternatives that were not possible for most investors before the 
introduction of liquid alternatives.  We think it makes sense to take a core and explore approach to the 
category by allocating to a handful of core alternatives to gain beta and then tactically managing long/
short exposure in currency, commodity, equity, and fixed income allocations.  In our view, ETFs make 
tactically allocating attractive and cheap.  No longer does an investor need to allocate to a managed fu-
tures manager and pay high fees to gain access to the space.     

In our opinion, a practical way to allocate to liquid alternatives is through a manager with a seasoned 
track record in the space.  


