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For much of history, many alternative investments were accessible 
only to institutional investors or the extremely wealthy. Thankfully, 
the investment landscape continues to change, introducing new 
investment opportunities for professional asset allocators and retail 
investors alike. The accelerating industry trend of democratization 
has made great progress in recent years, at a time when both 
stock and bond markets face their respective challenges. In 
addition to evaluating the current market landscape, this paper 
introduces several alternative asset classes with potential to serve 
as complements to traditional stock/bond portfolios. Given the 
unfamiliar nuances of some alternative investments, it is paramount 
that sound due diligence be conducted prior to deviating from the 
beaten path.
Savant’s due diligence process has narrowed the focus to 
alternative asset classes that exhibit qualities we highly value: 
efficient implementation and fund structure, robust asset class 
data, and transparency, among others. Of course, each investor has 
unique circumstances to consider before introducing alternative 
investments, and if properly executed, we believe a modest 
allocation to several alternative asset classes can potentially 
improve investment outcomes.
While we designed this paper to be educational, it should not be 
viewed as a comprehensive guide to alternative investments or 
individual investment advice.  

Executive Summary
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The 60/40 Dilemma:  
What got you here may not get you there.
The recent market environment has served many investors well. 
Those investing in a mix of the most conventional asset classes, 
stocks and bonds, have experienced mostly favorable outcomes. 
While most diversified mixes of stocks and bonds have been 
successful in recent memory, one mix has gained support and 
recognition from the investment community: the 60/40 portfolio. 

The 60/40 in this case refers to a strategic allocation of 60% U.S. 
large stocks and 40% U.S. intermediate-term bonds. History has 
shown that these two types of investments have a complementary 
relationship. In risk-off market environments where stocks have 
depreciated in value, bonds have rallied as investors seek safe-haven 
assets. This market behavior is known as flight to quality. In addition 
to flight to quality, both asset classes have benefited from their own 
secular tailwinds. This has led to annual returns in excess of 10% for 
a U.S. 60/40 portfolio over the past 40 years. 

Stocks have long been the capital appreciation piece of the 60/40 
portfolio, benefiting greatly from booming economic growth post-
World War II. Continued technological advancement broke down 
global barriers, leading to an age of globalization, emergence of the 
middle class, and strong corporate earnings growth. However, the 
current environment is one of elevated valuations and relatively 

lower expectations for global economic growth, both potential 
drivers for lower forward-looking returns.

As investors emerged from the high inflation and interest rate 
environment of the 1970s, the prospects for bonds were attractive. 
U.S. Treasury bonds were yielding low- to mid-teens during the 
early 1980s, a completely different universe than today’s interest 
rate climate. Over the past 40 years, interest rates have been on a 
relatively steady decline. This has benefited investors holding bonds 
(a bond’s price rises when interest rates fall) at the expense of 
lower starting yields for new bond investments. With interest rates 
near all-time lows, bonds don’t share the same return potential. 
Governments and corporations have taken advantage of this by 
issuing longer dated bonds, raising long-term capital at inexpensive 
rates. This presents a risk to bond holders should inflation rear its 
ugly head and interest rates rise.

This isn’t to say that prospects for stocks and bonds are doomed. 
Savant believes both asset classes have their place in a properly 
diversified portfolio. However, it is important to realize that the 
60/40 portfolio that got you here may not get you there. Today’s 
investment landscape has many investors expanding their horizons 
into alternative investments. 
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U.S. 60/40 Portfolio has Experienced an Impressive Stretch of Risk-Adjusted Returns 
Rolling 10 Year Performance (1/1/1973 - 3/31/2022 Annualized)

0

2

4

6

8

10

12

14

16

25th Percentile Average 75th Percentile As of 3/31/2022

9.0%

0.8%

10.3%
9.6%

1.1%

13.7%

10.2%

1.3%

11.2%

8.0%

1.2%

60/40 Return                60/40 Volatility        60/40 Return Per Unit of Volatility

Source: Morningstar Direct. Indices: 60% S&P 500 Index, 40%  Bloomberg US Govt/Credit Index



4ALTERNATIVE  INVESTMENTSALTERNATIVE  INVESTMENTS SAVANT WEALTH MANAGEMENTSAVANT WEALTH MANAGEMENT

What Are Alternative Investments?
Codifying what constitutes an alternative investment is a 
challenging endeavor. For starters, the label of “alternative” often 
tells you more about what something isn’t rather than what it is. 
Furthermore, the classification is not necessarily permanent and 
always subject to change. 

At the risk of sounding cliché, it might be instructive to dust off a 
dictionary to see how Merriam-Webster defines the word “alternative:” 
“adjective: 1: offering or expressing a choice 2: different from the usual 
or conventional: 3: occurring or succeeding by turns.”

Clearly the word “alternative” can be thought of in different ways, and 
if we examine our day-to-day lives, we’ll observe that alternatives to 
the status quo permeate many other areas outside of investments: 
medicine, music, art, education, data, and energy, to name a few. 

The juxtaposition of two competing conventions (traditional and 
alternative) does not denote one being better or worse than the other. 
It simply divides in a very imprecise and vague manner. Often what was 
once deemed alternative eventually reaches broad-based adoption 
and acceptance, becoming the very thing it sought to disrupt.

Semantics aside, the delineation between conventional and 
unconventional assets is far from black and white. Traditional and 
alternative investments are often not that dissimilar to each other 
in practice, once we isolate the factor(s) that makes the alternative 
asset alternative in the first place. Some examples include:

• Liquidity, or lack thereof: The underlying economic risks 
facing public and private markets are quite similar. The time 
commitment involved is what separates the two.

• Perceived novelty: Bitcoin is fast becoming a portfolio staple 
for the millennial crowd, but their parents’ generation is less 
familiar with “digital gold.”

• Old wine in new bottles: Catastrophe reinsurance has been 
around for centuries. The ability for the average investor 
to allocate to it has not. Innovative fund structures have 
democratized this and other diversifying asset classes.

• Unconventional implementation: Value investing in equities 
is as old as the hills. Tools like leverage, shorting and derivatives 
allow investors to extract the long/short value factor (and other 
classic investment styles) in their purest form, without the 
associated market risk.

• Unfamiliar terrain: Emerging markets were once unfamiliar 
territory to investors, but now, allocations to emerging markets 
enjoy wide adoption. 

What Makes a Good Alternative?
Finding a good alternative investment can be difficult, as the 
investment landscape is continually evolving. Asking several investors 
the question, “What makes a good alternative?” would surely yield a 
diverse set of responses. Despite the inevitable disagreements around 
the answer, it’s likely many investors would put value on the following 
characteristics when considering an investment opportunity: 

Intuitive Risk Factors
Some investors would likely start with attempting to capture risk 
factors unrelated to those influencing traditional investments like 
stocks and bonds. Thinking of investment returns as compensation 
for exposure to risk factors is an important framework in analyzing 
drivers of investment returns. For example, in the case of corporate 
bonds, investors are exposing themselves to the credit risk of the 
company. Investors are rewarded for taking credit risk in the form 
of the credit premium as measured by excess yield in comparison 
to government (risk-free) bonds. Credit risk is just one factor 
influencing the returns of a bond. Similarly, there are several 
risk factors contributing to returns of stocks. A good alternative 
investment should try to capture risk premiums that aren’t materially 
influencing traditional investments such as stocks and bonds.

One example of an alternative risk premium can be seen in the 
reinsurance market. Property and casualty (P&C) insurers accept a 
transfer of risk from the consumer in exchange for a premium. Using 
the law of large numbers, insurers (and reinsurers) gain exposure to 
a diverse set of P&C risks and seek to profit by collecting enough 
premiums to offset future claims and overhead costs. Investors today 
can gain exposure to this risk through insurance-linked securities, or 
ILS, which effectively transfer the diversified catastrophe risk (such as 
earthquakes or other events) to the investor. Many investors find this 
P&C catastrophe risk premium attractive given its lack of exposure 
to factors influencing traditional investments (stocks and bonds). 
Traditional market forces (corporate earnings, interest rates, GDP 
growth) have little impact on performance of ILS. ILS are rather a pure 
play on the frequency and severity of catastrophe events, which will 
be the leading driver of investment performance. This relationship 
is critical to the persistence of reinsurance’s diversification benefits. 

Diversification When you Need It
Cumulative Returns in Stock Bear Markets

First Gulf War LTCM Hedge Fund 
Crash Dot Com - 9/11 Global 

Financial Crisis Euro Debt Crisis Covid-19

Start Date 7/16/1990 7/20/1998 3/27/2000 10/31/2007 5/2/2011 2/19/2020
End Date 9/28/1990 10/5/1998 10/9/2002 3/9/2009 10/4/2011 3/23/2020
Global Stocks   -18.0% -12.3% -45.3% -57.6% -22.7% -33.3%
Reinsurance 1.2 4.7 25.3 5.4 4.8 -0.1
Event Driven 1.8 -16.6 13.6 -17.4 -6.1 -19.9
Trend Following 7.8 12.7 35.0 23.8 0.1 8.5
Real Assets 2.2 2.2 14.7 -5.7 0.6 -10.1
Direct Lending -10.2 -0.5 10.8 -4.3 2.2 0.0

Source: Morningstar Direct: see end notes for indices. Historical performance results for investment indices, benchmarks, and/or categories have been provided 
for general informational/comparison purposes only, and generally do not reflect the deduction of transaction and/or custodial charges, the deduction of an 
investment management fee, nor the impact of taxes, the incurrence of which would have the effect of decreasing historical performance results.
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Robust Asset Class Data

Alternative risk premiums can exist across many unique asset 
classes. However, said premia may be difficult to identify without 
extensive supporting data persistent across multiple market cycles. 
In the case of reinsurance (an industry going back to the dawn of 
civilization), empirical data is robust and helps explain why investors 
should be rewarded for taking on catastrophe risk. On the other 
hand, asset classes such as vintage cars or fine art may lack the 
sufficient data required to understand how assets should perform in 
different market environments.

Hedging, Diversifying, Modifying, Amplifying
Exposure to alternative risk premia provides investors with 
return streams disconnected from the risk factors of traditional 
investments. Investors often incorporate such risk factors with the 
goal of altering a portfolio’s risk/return profile through hedging, 
diversifying, modifying, or amplifying risk factors. These efforts 
could increase the probability of positive investment outcomes in a 
challenging environment for traditional investments. 

Hedging
• Negative correlation to traditional asset classes
• Designed to experience positive performance when 

traditional assets lose value
• Often costly to implement, could be a drag on long-term 

portfolio returns
Examples: buying put options, entering short positions, 
buying volatility derivatives

Diversifying
• Low or no correlation to traditional asset classes
• Expands the set of factors that can drive a portfolio’s returns
• Does not guarantee positive performance during periods of 

positive performance for traditional assets
Examples: reinsurance, trend following, event driven

Modifying
• Typically has moderately positive correlations to traditional 

asset classes
• Designed to move in the same direction as traditional 

assets, but not to the same extent
• Typically inefficient to implement
Examples: long/short equity, long/short credit, structured notes

Amplifying
• High correlation to traditional assets
• Typically designed to experience a greater magnitude of 

returns relative to comparable traditional assets (in both 
positive and negative directions)

• Exposure to similar risk factors as traditional assets
Examples: private equity, leveraged strategies

Savant’s alternative allocation focuses primarily on the diversifying 
benefit of alternative investments. Adding diversifying exposures 
is an excellent way to improve a portfolio’s risk adjusted returns. 
Alternative investments designed to hedge, modify, or amplify 
returns (while appropriate for some investor goals) are often costly 
to implement or carry increased risk.

The Evolution of Alternative Investments
What do REITs (Real Estate Investment Trusts), high-yield bonds, 
and emerging markets have in common? They were all once 
considered alternative investments. 

• REITs were established in 1960 by U.S. government regulation 
aimed at facilitating real estate investment for the average 
investor. By the end of 2019, there were 179 REITs with over $1 
trillion in combined market cap. 

• Nobody on Main Street knew what a junk bond was until they 
were made infamous by Michael Milken and Drexel Burnham 
Lambert in the 1980s. Despite the bad press at the time, few 
investors today would bat an eye at high-yield bonds as a 
component of a fixed income portfolio. 

• The first emerging markets fund launched in 1987 from Franklin 
Templeton. Just a couple decades later, dedicated allocations 
to emerging market stocks and bonds are a staple for many 
diversified portfolios. 

Fast forward to today, and we have Bitcoin. Barely 13 years old, 
this asset class—created out of thin air—has crossed the chasm 
from “phony internet money” used for illicit activity to a bona fide 
institutional grade asset class.

The investable universe that exists beyond portfolio building blocks 
like stocks and bonds is vast, ranging from farmland and hedge funds 
to insurance-linked securities, cryptocurrencies, and a myriad of 
areas in between. A helpful analogy is the periodic table of chemical 
elements.

The periodic table has undergone continuous and well-documented 
expansion over time, supporting innovation and embracing change. 
In the early 18th century, the rich and colorful table we know today 
would be barely recognizable with only 13 discovered elements 
in 1718. The late 18th and early 19th centuries saw a flurry of new 
elements added to the mix, with a total count of 53 by 1825. An early 
version of the periodic table we’re all familiar with today surfaced in 
the 1860s and counted 63 listed elements at the time. As the science 
of chemistry became more formalized and our knowledge of atoms, 
protons, neutrons, and electrons deepened, the periodic table 
rounded itself out. As recently as 2016, four new elements appeared.

Imagining portfolios through the lens of a periodic table helps 
demonstrate the breadth of the investable universe. It also reinforces 
that the ways different investments influence and interact with one 
another matters more than the individual line items themselves. 
With more raw materials to work with, we have an even greater 
number of potentially useful ways to combine them. 

Reference: BlackRock Advisor Center: Master the art of alts, Mark Howard-Johnson CFA, Michael Meehan CFA; Allocators Edge, 2021
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With more raw materials to work with, we are presented with an even 
greater number of potentially useful ways to combine them. Markets 
are continually evolving, which means our methods and techniques 
for harnessing them and capturing their rewards need to adapt as 
well. As the investable universe continues to expand, failing to take 
advantage of the opportunities o�ered is likely to result in portfolios 
that are ine�cient, concentrated, or both.

As financial innovation flourishes, we continually push new 
boundaries both in the discovery of novel asset classes and strate-
gies, and the unlocking and democratizing of investments to 
benefit more people. Technological advancements, regulatory 
progress, academic insights, and the tireless e�orts of industry 
practitioners all contribute to a future for investors that allows 
more opportunities to diversify, removes frictions, lowers costs, 
and improves access and fairness. 

The timeline below depicts some of the major innovations and milestones that played pivotal roles in the evolu-
tion of alternatives throughout history. Nearly $8 trillion in alternative assets are under management today.

FDR signs the Investment
Company Act of 1940
Key legislation grants the SEC power to 
regulate investment trusts and investment 
counselors.

Alfred Winslow Jones launches the 
first hedge fund

Harry Markowitz publishes Portfolio
Selection in the Journal of Finance
Sets the stage for Modern Portfolio Theory

U.S. Small Business 
Investment Act of 1958
Enables the creation of venture
capital and private equity funds

Vanguard launches the First
Index Investment Trust
The world's first public index fund is born.

Black-Scholes Options Pricing Model
Meaningful advancement in the understanding
of valuing options and other financial derivatives

Update to the Employee Retirement 
Income Security Act of 1974
Pension funds allowed to make 
investment in private equity

Economic Recovery Tax Act of 1981
Reduces capital gains tax, increasing the
attractiveness of equity versus debt 

David Swenson, CIO of Yale University,
popularizes the “Endowment Model”
of investing
Emphasizes alternative investment's role
in an institutional portfolio

Franklin Templeton launches the 
first-ever Emerging Markets fund 

NCREIF Farmland Index launches 
Grants investors broad performance data for 
private farmland investments

Changes in regulation allow for the
creation of Interval Fund structure
Provides investors greater access to illiquid securities

State Street Global Advisors launches
the first ETF

Hannover Re issues the first successful 
catastrophe bond 

Graham-Leach-Bliley Act of 1999
Allows creation of large investment banks in 
the U.S. which could support activities of 
hedge funds and private funds

Commodity Futures
Modernization Act of 2000
Enables the growth of derivatives,
used extensively by hedge funds

Characteristics of Risk and
Return in Risk Arbitrage
Research paper examines the risk/return
profile of arbitrage investment strategies 

Regulation FD (Fair Disclosure) passes,
leveling the playing field for investors 

The pseudonymous Satoshi Nakamoto
creates Bitcoin

A Century of Evidence on
Trend Following Investing
AQR research paper published in
The Journal of Portfolio Management

Swiss Re publishes The Essential
Guide to Reinsurance 
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Markets are continually evolving, which means our methods and 
techniques for harnessing them and capturing their rewards need to 
adapt as well. As the investable universe continues to expand, failing 
to take advantage of opportunities could result in portfolios that are 
inefficient, concentrated, or both.

As financial innovation flourishes, we continually push new 
boundaries,  both in the discovery of novel asset classes and strategies, 

and in the unlocking and democratizing of investments to benefit 
more people. Technological advancements, regulatory progress, 
academic insights, and the tireless efforts of industry practitioners all 
contribute to a future for investors that allows more opportunities 
to diversify, removes frictions, lowers costs, and improves access and 
fairness. 

The timeline below depicts some of the major innovations and milestones that played pivotal roles in the evolution of 
alternative investments throughout history. 

MPT MODERN
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REITs
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Prior to 2008, most alternative investments were available only 
to accredited investors (AI) and/or qualified purchasers (QP) in 
private, less-liquid vehicles such as hedge funds or partnerships. As 
such, the term “hedge fund” became synonymous with “alternative.” 
Today, many alternative strategies are available to mainstream 
investors in public, regulated, liquid structures, such as mutual funds, 
under the Investment Company Act of 1940 (’40 Act). Therefore, an 
investment’s legal structure no longer defines it as alternative. 

Although fund structure doesn’t dictate whether a strategy should 
be considered an alternative investment, understanding the different 
fund structures is critical to a positive investment experience. The 
ideal vehicle for an investment depends largely on the goals and 
constraints relevant to each investor. For example, an investor 
looking for daily liquidity would be best suited by investing in a daily 
liquid ’40 Act mutual fund or exchange-traded fund (ETF). On the 
other hand, investors with less stringent liquidity needs could benefit 
more from the flexibility allotted to managers of less liquid structures 
such as interval funds, hedge funds, and private placements. 

Less liquid fund structures, although not ideal for everyone, can have 
their benefits related to investment strategy. For example, private 
placement funds and other less liquid structures have the ability to 
hold investments such as direct real estate, private equity, and private 
debt that couldn’t otherwise be held in daily liquid fund structures 
due to their inherently illiquid characteristics. 

The Securities and Exchange Commission (SEC) has long 
maintained that investors in private securities should have a certain 
level of wealth or income. These thresholds were created with the 
objective of protecting the interests of individual investors who 
may not understand the risks involved or who might not be able to 
bear the financial burden of a loss on these investments. Be aware 
of three distinct investor classifications when evaluating the barriers 
to entry for certain investment vehicles: the accredited investor, 
qualified client,  and qualified purchaser. See the right column for a 
breakdown.  Also see the table on the following page for a high-level 
comparison of several popular fund structures.

Sources: Investor.gov, Harvard Law

Investor Qualification Standards

Accredited Investor

Natural Person with earned income that exceeded $200,000 
(or $300,000 together with a spouse or spousal equivalent) in 
each of the prior two years, and reasonably expects the same 
for the current year, OR has net worth over $1,000,000, either 
alone or together with a spouse (excluding the value of primary 
residence), OR holds a good standing Series 7, 65, or 82 license.

Trust with total assets in excess of $5,000,000, not formed 
specifically to purchase the subject securities, whose purchase is 
directed by a sophisticated person.

Certain Entity with total investments in excess of $5,000,000, not 
formed to specifically purchase the subject securities.

Any Entity in which all of the equity owners are accredited 
investors. 

Qualified Client

Natural Person or Company with at least $1,100,000 of assets 
under management with the adviser immediately after entering 
into the investment advisory contract, OR with a net worth of 
more than $2,200,000 (excluding value of primary residence) 
immediately prior to entering into the investment advisory 
contract, OR be a “qualified purchaser,” OR a “knowledgeable 
employee” of the investment adviser.

Qualified Purchaser

Natural Person or Entity with at least $5,000,000 in investments.
Trust that is sponsored and managed by qualified purchasers.

Any Person acting for their own account, or the accounts of other 
qualified purchasers, who in aggregate owns and invests on a 
discretionary basis at least $25,000,000.

Alternative Investment Vehicles – Matching Strategy and Structure
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Liquid Fund 
Structures Illiquid Fund Structures

Description Mutual Funds / ETFs Interval Funds Tender Offer Funds Hedge Funds Private Placement 
Funds

Legal Structure

Owned by investors; 
managed by external 
fund manager; board of 
directors governed by
’40 Act

Owned by investors; 
managed by external 
fund manager; board of 
directors governed by 
’40 Act

Owned by investors; 
managed by external 
fund manager; board of 
directors governed by 
’40 Act

Limited Partnership 
and/or Limited 
Liability Company

Limited  
Partnership

Investors All* All*
Often limited to 
Accredited Investors/ 
Qualified Clients

Accredited 
Investors, Qualified 
Purchasers

Accredited Investors, 
Qualified Purchasers

Underlying 
Investment/
Strategies

Public stocks, gov’t 
bonds, corporate 
bonds, cash, public 
REITs, other daily liquid 
alternative strategies 
including trend 
following, reinsurance 
(catastrophe bonds)

Private equity, private 
debt, reinsurance 
(quota shares), direct 
real assets (real estate, 
infrastructure, farmland, 
timberland), hedge fund 
strategies

Private equity, private 
debt, reinsurance 
(quota shares), direct 
real assets (real 
estate, infrastructure, 
farmland, timberland), 
hedge fund strategies

Varies widely

Buyouts, direct real 
assets, (real estate, 
infrastructure, 
farmland, timberland), 
distressed debt, 
venture capital, 
private debt, private 
equity

Minimum 
Investment Low Low Moderate High High

Pricing Daily Daily Varies Varies (usually 
monthly)

Varies (usually 
quarterly)

Lock-Up None
Quarterly redemption 
windows subject to a 
gate should redemptions 
exceed 5% of NAV

Varies, typically 3-12 
months 1-12 months 3-12 years

Management Fee Yes Yes Yes Yes Yes

Performance Fee Typically no Typically no Varies Yes Yes

Transparency High High Moderate Typically low Typically low

Cash Flows
Dividends/income/
capital gain 
distributions

Dividends/income/
capital gain distributions

Dividends/income/
capital gain 
distributions

Varies
Less predictable, 
capital calls, return of 
capital, capital gain 
distributions

Derivatives Limited Limited Limited Unlimited Unlimited

SEC Registration Yes Yes Yes No No

Tax Reporting 1099 1099 1099 or K-1 K-1 K-1

*Certain funds and share classes may only be accessible through a relationship with an investment advisory firm

Popular Fund Structure Comparison
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Reinsurance
Most consumers are familiar with the idea of insurance. Whether it’s 
insurance for a car, home, or one’s life, insurance policies require the 
purchaser to pay a premium to an insurance company in exchange 
for financial protection from an extreme, rare downside event. The 
seller of the policy collects the premium, along with the premiums 
of many others, to take advantage of risk pooling and the law of 
large numbers. Once the pool of insured risks grows large enough, 
insurance companies are diversified across their risk exposures 
and stand to profit should the sum of premiums collected exceed 
insurance claims. Insurance companies are constantly monitoring 
their risk exposure to any number of simulated catastrophic events 
and, at times, need to transfer the insured risk to another party. 
This is where reinsurers (referred to by some as “the insurance for 
insurance companies”) and the insurance-linked securities (ILS) 
market step in. 

Reinsurance dates back all the way to 1370. The earliest known 
contract was a treaty that covered the most dangerous part of a 
sea journey from Italy to Belgium. Although this contract may have 
been scribbled on a piece of parchment, it contained the key criteria 
of reinsurance: risk was transferred from the original insurer to the 
reinsurer without the involvement of the subject who originally 
purchased the insurance. Today, insurance companies commonly 
offload portions of their book of business to reinsurers, essentially 
transferring risk to improve their financial position. 

The risk-transferring process does not end with reinsurers: Enter 
the ILS market. For the reinsurers to write more business, they too 
offload portions of their book to avoid becoming too concentrated in 
any one peril region. As a result, reinsurers issue ILS to be purchased 
by investors seeking exposure to the catastrophe risk premium. 
Insurance loss events drive ILS performance, rather than financial 
markets. This lack of correlation to the broader financial markets 
makes ILS an attractive complement to a traditional investment 
portfolio. The figure below illustrates at a high level the risk transfer 
process, which starts with individual consumers and businesses 
seeking insurance and ends with reinsurers and ILS.

Many forms of ILS exist. However, Savant’s allocation focuses on two 
main types: 1) quota shares, and 2) catastrophe bonds. A quota share 
is essentially a slice of the reinsurer’s entire book of business for a 
specific period of time (usually one year) and represents exposure to 
hundreds of different remote risks. The investor receives a pro-rata 
share of the premiums minus any insured losses that occur during 
that time. Catastrophe bonds, or “cat” bonds, typically represent 
remote risk in four peak perils: U.S. hurricane, European windstorm, 
U.S. earthquake, and Japanese earthquake. Cat bonds are similar 
to traditional bonds in that the issuer receives principal in return 
for regular payments to the investor, which come from insurance 
premiums collected on the original insurance products. Upon 
maturity (typically three years), the investor receives the original 
principal less payouts from insured losses. 

Reinsurance performance has experienced low correlation to the 
economic cycle, but that’s not to say it doesn’t experience its own 
cyclicality. For example, the tumultuous hurricane season of 2005, 
which saw the devastating impacts of Hurricanes Katrina, Rita, 
and Wilma, led to over $120 billion in insured losses. As one would 
expect, ILS performed poorly over this stretch and the demand for 
reinsurance capital skyrocketed. In the two years following Katrina, 
reinsurance premiums increased by a magnitude of 62% (Allocators 
Edge, 2021). The increase in the price of insurance following major 
events is what’s referred to as a “hard market.” Reinsurance investors 
must stick around to benefit from the higher premiums associated 
with market hardening. It is critical not only to stay in the trade after a 
bad stretch, but also to potentially rebalance to your strategic target 
or even lean into it by increasing your allocation.

Reinsurance
Portfolio Role: Risk Mitigator/Return Enhancer

Reinsurance returns share little to no correlation with traditional 
asset classes. Natural disasters and catastrophes are independent 
of financial market activity. For example, bull/bear markets don’t 
cause earthquakes and earthquakes don’t cause bull/bear markets. 
We believe adding reinsurance to portfolios can help lower overall 
volatility while providing upside return potential.
Potential Risks: Reinsurance may experience losses during periods 
when the frequency and severity of catastrophe events is higher 
than expected.

Annualized 20 Year Return 6.7%

Annualized 20 Year Volatility 2.9%

Max Drawdown -6.3%

Correlation to Global Stocks 0.2

Correlation to Global Bonds 0.2

Source: Morningstar Direct (4/1/2002 - 3/31/2022). See end notes for indices.

Insurers
Reinsurers

& ILSPolicies

Auto

Health/Life

Homeowner

Business

RISK TRANSFER RISK TRANSFER

Savant Asset Class Focus: Reinsurance

Insurance Risk Transfer Example
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Event Driven
Event driven investment strategies trade around corporate events 
that create temporary pricing inefficiencies within markets. These 
inefficiencies often arise due to supply and demand imbalances that 
attract a group of investors, known as arbitrageurs, who expect to 

collect a return premium for providing liquidity around these events 
and bridging the supply/demand gap. Historically, this liquidity risk 
premium has been profitable over time and is difficult to replicate via 
traditional investments.

The most common example of an event driven strategy is merger 
arbitrage. When public companies are acquired, the target company’s 
stock typically trades higher after the deal is announced but below 
the amount offered by the acquirer. This reflects a level of uncertainty 
that the deal will ultimately close. It provides an opportunity for 
event driven investors to purchase the target company’s stock, often 
simultaneously shorting the acquirer’s stock to hedge the market 
risk and generate a positive return once the deal presumably closes. 
While any one deal may or may not close, pursuing a diversified set 
of these transactions has produced positive returns on average and 
over time, irrespective of the direction of stock and bond markets.

Many other corporate events and capital market financing 
activities create opportunities for event driven investors, including  
bankruptcies, convertible bond issuance, spin-offs, and special 
purpose acquisition companies (SPACs). Each of these events can 
produce temporary price inefficiencies due to uncertainty or specific 
market conditions, such as a lack of liquidity.

Some event driven investors may stick with one strategy, like merger 
arbitrage, but we would argue that a more diversified approach 
would be prudent for investors looking to capture the alternative 
risk premium that comes from being a liquidity provider. The 
opportunity set is constantly evolving within event driven investing, 
reflecting changes in universe size, corporate issuance trends, deal 
activity and the regulatory environment, among other variables. 
A diversified event driven strategy may be able to adapt to these 
changing opportunities, while improving the risk-adjusted returns of 
a traditional portfolio.

   

Event Driven
Portfolio Role: Risk Mitigator

This strategy tends to do well when corporate events take place 
consistently, creating a larger opportunity set. The strategy is 
dynamic and tends to shift allocations to the most compelling 
investment opportunities amongst the broader event driven 
opportunity set. 
Potential Risks: Event Driven could perform poorly when liquidity 
dries up from markets, causing deal flow to decrease.

Annualized 20 Year Return 4.7%

Annualized 20 Year Volatility 6.5%

Max Drawdown -21.1%

Correlation to Global Stocks 0.8

Correlation to Global Bonds 0.1

Source: Morningstar Direct (4/1/2002 - 3/31/2022), see end notes for indices.

Initial
Public

Listings

Financing
& Growing
Business

Corporate
Events

Bankruptcy &
Restructuring

• Equity Capital Markets
• SPACs

• Distressed
• Special Situations

• Merger Arbitrage
• Spin-o s
• Dual-class Arbitrage
• Stub Companies
• Closed-End Fund Arbitrage

• Convertible Arbitrage
• Debt Capital Markets
• Short-Term Debt

Market Growth Dislocation Recession

• Mergers and Acquisitions
• Spin-o�s
• Issuer Financing

• Credit Freeze
• New Legislation
• Interest Rate
• Mean-Reverting Strategies

• Bankruptcies
• Distressed
• Special Situations

Savant Asset Class Focus: Event Driven

Liquidity Risk Premium Across Corporate and Market Life-Cycles

Source: AQR Capital Management
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Trend Following
Trend following strategies, a.k.a. managed futures, have been around 
since the 1970s starting with commodity trading advisors, or CTAs, 
and have become available more recently in transparent and cost-
efficient ’40 Act funds. While there are many ways to construct a trend 
following strategy, the strategy Savant uses is unique in several ways: 
1) invests across four diversified, liquid asset classes (stocks, bonds, 
currencies, commodities) using futures contracts; 2) goes both long 
and short in positions to take advantage of markets trending up and 
down; and 3) uses a multi-manager approach to access a diversified 
set of skilled trend following investment managers. Trend following 
strategies attempt to capture the momentum factor (supported 
by decades of academic evidence) which asserts that when assets 
have recently performed strongly (or poorly), they are more likely to 

continue to do so in the near future. This momentum factor can also 
be applied to other strategies besides trend following (such as long-
only stock strategies) using simple rules (or in today’s world, computer 
algorithms) to determine positions based on trend indicators.

One key difference with this strategy compared to the other 
alternatives in Savant portfolios is the ability to hold long and short 
positions. Shorting is a method that can be used to profit from an asset 
that is falling in value, compared to profiting from an asset that rises 
in value for a long position. For example, in a stock bear market when 
prices are trending downward, this strategy could take advantage of 
that downward momentum and potentially create positive returns. 
A traditional stock index portfolio lacks this ability to create positive 
returns if stock prices are moving downward.

Trend following strategies tend to provide the greatest 
diversification benefit in prolonged bear markets but can also 
experience positive returns in bull markets, albeit with typically 
less upside potential than stocks; see performance chart below.. 
Over several market cycles since 1968, trend following has greatly 
outperformed stocks during bear market periods and offered 
upside potential during bull market periods. To put it simply, 
trend following tends to perform well when markets go from 
bad to worse or good to great. As a result of the characteristics 
described above, trend following shares little to no correlation with 
other asset classes and can serve as a diversifying complement to 
traditional portfolios.

Period Event S&P 500 Total Return Trend Following  
Index Performance Difference

Q4 2008 Global Financial Crisis Pt. 1 -21.9% 13.1% 35.0%
Q1 2020 COVID-19 Pandemic -19.6% -1.5% 18.1%
Q3 2002 WorldCom Scandal -17.3% 11.6% 28.9%
Q3 2001 9/11/2001 -14.7% 5.5% 20.2%
Q3 2011 Euro Debt Crisis Pt. 2 -13.9% 5.3% 19.1%
Q4 2018 Equity Market Volatility -13.5% 3.6% 17.1%
Q2 2002 Aftermath of Tech Bubble -13.4% 7.2% 20.6%
Q1 2001 Bear Market in U.S. Technology Sector -11.9% 12.0% 23.9%
Q2 2010 Euro Debt Crisis Pt. 1 -11.4% 2.0% 13.4%
Q1 2009 Global Financial Crisis Pt. 2 -11.0% -0.6% 10.4%

Trend Following
Portfolio Role: Risk Mitigator

This strategy attempts to systematically take advantage of trends 
in global markets. Trend following has the ability to go long or 
short across several asset classes, providing potential for downside 
protection and bull market participation. This strategy tends to do 
well when markets go from bad to worse or good to great. 
Potential Risks: Trend Following could perform poorly in rangebound 
markets with a lack of prevailing trends across asset classes.

Annualized 20 Year Return 6.5%

Annualized 20 Year Volatility 10.0%

Max Drawdown -18.7%

Correlation to Global Stocks -0.1

Correlation to Global Bonds 0.1

Source: Morningstar Direct (4/1/2002 - 3/31/2022). See end notes for indices.

Trend Continuation:
herding and over-reaction

End of the Trend:
reversal to fundamental
(trend strategy exits)

Pr
ic

e

Time

Start of the Trend:
anchoring and under-reaction
(trend strategy buys)

Catalyst

Market Price Fundamental Value

Source: AQR Capital Management

Savant Asset Class Focus: Trend Following

Trend Following Performance During the Worst 10 Quarters of Stock Market Performance

Source: Morningstar Direct (1/1/2000 - 3/31/2022). See end notes for indices. Historical performance results for investment indices, benchmarks, and/or categories 
have been provided for general informational/comparison purposes only, and generally do not reflect the deduction of transaction and/or custodial charges, the 
deduction of an investment management fee, nor the impact of taxes, the incurrence of which would have the effect of decreasing historical performance results.
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Real Assets
Real assets represent a broad universe of physical assets that have some 
tangible, intrinsic value not derived from a contractual claim on a stream 
of future cash flows. Individually, and collectively, they can provide 
several benefits when added to a traditional portfolio. According to 
some, the “real” in real assets stems from the Latin root res, or things. 
Others believe it’s derived from the Latin word rex, meaning royal, as it 
was common for kings to own all the land in their kingdom. 

Every day, our lives are dependent upon real assets and the essential 
roles they play in our economies and societies. By the time any of 
us arrive at work each morning, we have likely had several direct or 
indirect interactions with real assets. 

• We wake up in our homes (timberland-—hardwood). We put 
on clothes for the day (farmland—cotton).

• Have eggs and fruit for breakfast (farmland—permanent crops).
• Drive our cars and take the tollway to work (infrastructure—

transport).
• Arrive at work. Before starting our day, we scroll social media 

on our smartphones, which connect to a local wireless tower 
(infrastructure—communications).

• Finally, we sit down at our desks and review a stack of papers 
(timberland—pulpwood).

Investing in real assets provides exposure to farmland, timberland, 
and infrastructure assets. The main purpose of investing in real 
assets is to achieve attractive returns over the long term while also 
maximizing real returns during inflationary environments. Each 
sub-asset class within the broader scope of real assets has unique 
characteristics that help reach these goals: 

• Infrastructure: stable and predictable income and cash flow 
supported by contracted or regulated revenues.

• Farmland: positive correlation to inflation as farmland values 
tend to appreciate more during times of inflation.

• Timberland: appreciation on both the value of the underlying land 
purchased, as well as the value of the timber residing on the land.

Investment in real assets has long been reserved for institutions 
and the uber-wealthy. Thankfully, innovators in the industry 
recently created new ways to bring direct investment in real assets 
to the individual investor. However, most real asset investments 
are inherently illiquid even as industry trends continue to reduce 
minimum investment sizes. One should understand and evaluate 
different types of fund structures when approaching real assets.

Real Assets
Portfolio Role: Risk Mitigator/Return Enhancer

The strategy is designed to serve as a diversified real asset 
allocation. The asset class has historically exhibited modest peak to 
trough losses, low correlation to traditional markets, durable cash 
flow streams and minimized the impact of inflation on returns.
Potential Risks: Limited liquidity, societal changes which may 
impact demand for certain types of infrastructure, potential 
climate and weather conditions impacting the profitability of 
farmland/timberland.

Annualized 20 Year Return 10.3%

Annualized 20 Year Volatility 6.4%

Max Drawdown -10.4%

Correlation to Global Stocks 0.4

Correlation to Global Bonds 0.0

Source: Morningstar Direct (4/1/2002 - 3/31/2022). See end notes for indices.

Types of Infrastructure Assets
Transport Utilities Communications Renewable Power
Toll Roads Electricity Transmission Broadcast Towers Hydroelectric Power

Airports Gas Distribution Wireless Towers Wind
Seaports Water Distribution Fiber/Wireless Networks Solar
Railways Wastewater Collection Data Centers Geothermal

Types of Farmland Assets
Row Crops Permanent Crops

Corn Vegetables Walnuts Wine Grapes
Soybeans Wheat Pistachios Cranberries

Cotton Potatoes Apples Macadamia Nuts
Rice Sunflower Oranges

Types of Timberland Assets
Pulpwood Softwood Commodity Hardwood Precious Hardwood

Paper Windows Outdoor Decks Furniture
Packaging Materials Remodeling

Savant Asset Class Focus: Real Assets

Source: Versus Capital.
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Direct Lending
When raising capital for a project or business venture, large public 
corporations typically have two primary levers to pull: issuing shares 
of stock (equity) or debt (bonds). Focusing on the debt side, when 
a large firm needs to issue debt, it typically works with investment 
banks that will underwrite and sell the newly issued debt securities 
to institutional and retail investors. While this may continue to be 
the preferred means of debt financing for large public corporations, 
private middle-market companies have more recently been 
fulfilling their debt financing needs through private direct lending. 

Middle-market companies, with annual revenue typically ranging 
between $10 MM - $1B, make up a significant portion of the U.S. 
economy. It is estimated there are about 200,000 companies of 
this size making up about one third of U.S. private sector GDP 
(National Center for the Middle Market). Over the last couple 
decades, companies of this size have increasingly sought private 
direct financing versus traditional bank lending.

Private direct lending has been beneficial for middle-market 
companies and typically allow for faster execution, increased 
structuring flexibility, and increased efficiency with less burden on 
senior management. Other characteristics of direct middle-market 
loans include:

• Loans are typically held to maturity
• Often floating rate (coupon payments linked to benchmark 

interest rates)
• Average effective maturity of 3-5 years
• Restrictive covenants in place to limit management from excess 

risk taking
The growth of the asset class has also created opportunity, as direct 
corporate loans typically reward investors with significantly higher 
yields compared to other debt asset classes.

The boost in yield associated with direct corporate lending doesn’t 
come without risk. Due to the smaller size and below-investment-
grade credit quality of the borrower firms, credit losses from 
non-performing loans are expected to be greater than traditional 
investment grade corporate bonds. Additionally, direct corporate 
loans are typically held to maturity with little to no liquidity 
in secondary markets, an important factor to consider before 
investing.  That said, the rewards of significantly higher yields and 
the floating-rate nature of the asset class can provide investors with 
an attractive risk/reward profile and a complement to traditional 
stock/bond portfolios if sized correctly.

Direct Lending
Portfolio Role: Return Enhancer

This strategy invests in a diversified pool of loans made to privately 
owned, middle-market companies. The loans are typically held 
to maturity instead of being traded, and are often floating-rate in 
nature, resulting in a pure play on corporate credit. 
Potential Risks: Limited liquidity, potential for higher than expected 
defaults during an extended recessionary environment.

Annualized 20 Year Return 8.0%

Annualized 20 Year Volatility 4.5%

Max Drawdown -7.7%

Correlation to Global Stocks 0.2

Correlation to Global Bonds 0.0

Source: Morningstar Direct (4/1/2002 - 3/31/2022). See endnotes for indices.

2005 4Q 2020
Bank Participation in U.S. Loans(1) 25% 13%
Private Credit Addressing Financing 
Needs(2) 7% 22%

Source: Blackstone: (1) S&P Global Market Intelligence as of December 31, 
2020. (2) Preqin, Credit Suisse as of December 31, 2020. Total credit market 
defined as the aggregate of the high yield bond, senior loan, and private 
credit markets. Senior loans refers to broadly syndicated loans. 

Yield to Maturity 
(12/31/2021)

Senior Direct Loans (CDLI-S) 7.1%
Traded Loans (LSTA Lev Loan Index) 3.8%
High Yield Bonds (BB HY Bond Index) 4.2%

Source: Cliffwater

Asset Class Maximum 
Drawdown

# of Quarters 
to Full Recovery

U.S. Stocks -50.9% 12
International Stocks -56.7% 20
Emerging Markets Stocks -61.6% 9
Global Equity REITs -67.6% 16
U.S. Intermediate Term Bonds* -5.9% 1
International Bonds -22.0% 3
High Yield Bonds -33.3% 3
Leveraged Loans -30.1% 3
Direct Lending -7.7% 3

Source: Morningstar Direct (4/1/2002 - 3/31/2022). See end notes for indices.
*U.S. Intermediate Term Bonds drawdown took place in the last observed 
quarter; therefore, # of Quarters to Full Recovery data is not available. Prior to 
last quarter, the asset class experienced a maximum drawdown of 4.0% with 1 
quarter to full recovery.

Savant Asset Class Focus: Direct Lending
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Portfolio Benefits
Modern Portfolio Theory and statistical analysis tell us that 
adding uncorrelated asset classes should improve a portfolio’s 
risk-adjusted returns. Reviewing historical data supports this. 
Looking at the pie charts below, we have one traditional 60/40 
portfolio of stocks and bonds, and one modified 60/40 portfolio 
including a 25% allocation to a basket of alternative asset classes. 
To accommodate for a 25% allocation to alternatives, allocations 
to stocks and bonds were reduced to create a 55/20/25 portfolio of 
stocks/bonds/alternative investments. The alternative investment 
portion of this allocation consists of 5% to each of the alternative 
asset classes referenced earlier. Using index return data shown 
in the chart below, the 55/20/25 portfolio including alternatives 
has outperformed the traditional 60/40 portfolio and did so with 
considerably less volatility from 1973 - 2021.

Marginal improvements in returns and volatility can be difficult to 
appreciate over short investment horizons. Long-term investors 
should fully understand the compounding effect of such benefits. 
Referencing the same table, the impact of marginal improvements 

to returns are more identifiable after 49 years of compounding 
growth (see Growth of $10,000).

Focusing purely on historical returns over the past 49 years has its 
limitations. Monte Carlo simulations can help bring the demonstrated 
portfolio benefits into the context of a financial plan. Using the 
assumptions shown on the following page, leaning on the historical 
volatility and return data, we can simulate 5,000 different iterations 
of potential market outcomes (see Figure 6). In this scenario, we’re 
evaluating simulated percentile outcomes of two 30-year retirement 
portfolios. One portfolio is the traditional 60/40, the other a 55/20/25 
portfolio including alternatives. 

Focusing on longer term projections (20 to 30 years out), one can 
see significant improvements in portfolio values across 5, 25, and 
50 percentile outcomes. In other words, the simulation shows that 
improving risk-adjusted returns has the greatest benefit during 
iterations with poor market performance. On the other hand, greater 
volatility comes with increased variability of outcomes. Intuitively, 
it makes sense why the 60/40 portfolio should have higher relative 
values than the 55/20/25 portfolio during iterations with outstanding 
market performance (95th percentile).

Index Portfolio Historical Return Growth of $10,000 Historical Volatility Historical Return /  
Historical Volatility

55/20/25 
Including Alternatives 9.1%  $720,194 8.8% 103.5%

60/40 - Traditional 8.9%  $652,957 9.3% 95.5%
Difference 0.2%  $67,237 -0.5% 8.0%

Source: Morningstar Direct (1/1/1973 - 3/31/2022). All return and volatility figures are annualized. See end notes for constituent indices and percentage weights.
Savant has provided the Index presentation solely to demonstrate the benefit of diversification. Different types of investments and/or investment strategies 
or allocations involve varying degrees of risk and volatility, and at any specific point in time, or over any specific time-period, any investment or investment 
strategy can and will suffer losses, at times substantial losses.  Therefore, it should not be assumed that the future performance of any specific investment or 
investment strategy, including the investments and/or investment strategies or allocations recommended and/or undertaken by Savant, will be profitable, equal 
any historical performance level(s), or prove successful. Please Also Note: The referenced portfolios do not reflect the rebalancing, composition or 
performance of any current Savant investment strategy.

U.S. Stocks
International Stocks
U.S. Bonds
International Bonds

Alternatives
U.S. Stocks
International Stocks
U.S. Bonds
International Bonds

Reinsurance
Trend Following
Event Driven
Real Assets
Direct Lending

60/40 - Traditional 55/20/25 - Including Alternatives Alternatives Mix
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Monte Carlo Simulation - Wealth Percentiles
(Alternative 55/20/25 vs. Traditional 60/40) 
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Figure 6

Wealth Percentiles
Index Portfolio  Year 5th 25th 50th 75th 95th
Traditional 60/40

5
$743,645 $913,488 $1,055,837 $1,212,522 $1,483,263

Alternative 55/20/25 $796,290 $941,259 $1,068,688 $1,205,111 $1,448,475
Difference $52,645 $27,772 $12,851 -$7,412 -$34,788
Traditional 60/40

10
$615,774 $885,262 $1,125,035 $1,408,671 $1,900,916

Alternative 55/20/25 $691,022 $941,371 $1,155,914 $1,404,048 $1,868,426
Difference $75,248 $56,109 $30,879 -$4,623 -$32,490
Traditional 60/40

20
$339,813 $851,706 $1,345,286 $1,978,383 $3,318,483

Alternative 55/20/25 $495,009 $980,737 $1,429,591 $2,019,073 $3,134,698
Difference $155,196 $129,032 $84,306 $40,690 -$183,785
Traditional 60/40

30
-$96,292 $805,809 $1,743,932 $3,017,799 $5,985,765

Alternative 55/20/25 $202,304 $1,059,551 $1,941,448 $3,109,968 $5,552,338
Difference $298,596 $253,742 $197,516 $92,168 -$433,427

This chart demonstrates possible portfolio values over the next 30 years in scenarios ranging from a very bad market environment 
 (5th percentile) to an average environment (50th percentile) to a great market environment (95th percentile).

Investors should be aware that using historical return and volatility 
data has its limitations. In practice, Savant utilizes proprietary 
forward-looking return projections when analyzing a client’s 
financial plan. Generally speaking, we believe the current market 
environment will yield lower returns for investors than it has 
historically. However, for the educational purposes of this paper, we 
believe referencing historical return and volatility data is useful in 
demonstrating the potential benefits of including alternatives.

Monte Carlo Simulation Assumptions:
Starting portfolio balance  $1,000,000 
Starting annual withdrawal amount  $ 50,000 
Annual inflation rate 2.5%
60/40 Annual return 8.9%
60/40 Standard deviation 9.3%
55/20/25 Annual return 9.1%
55/20/25 Standard deviation 8.8%

Savant has provided the Index presentation solely to demonstrate the benefit of diversification. Different types of investments and/or investment strategies 
or allocations involve varying degrees of risk and volatility, and at any specific point in time, or over any specific time-period, any investment or investment 
strategy can and will suffer losses, at times substantial losses.  Therefore, it should not be assumed that the future performance of any specific investment or 
investment strategy, including the investments and/or investment strategies or allocations recommended and/or undertaken by Savant, will be profitable, equal 
any historical performance level(s), or prove successful. Please Also Note: The referenced portfolios do not reflect the rebalancing, composition or 
performance of any current Savant investment strategy.
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Other Considerations
Investing in alternatives introduces a host of important trade-offs 
that investors and their advisors must evaluate before jumping 
in headfirst. Relative to traditional asset classes, allocating to 
alternatives involves a greater degree of nuance when it comes to 
taxes, costs, liquidity, due diligence, and decisions around how to 
size allocations and where to source them.

Taxes

Investing is a hard enough exercise before throwing the additional 
complexities around taxes into the equation. There are several 
common tax-management strategies that wealth managers have 
historically used for taxable investors, such as tax-loss harvesting, 
gain deferral, the use of tax-efficient asset classes (municipal 
bonds) and vehicles (ETFs), and asset location.

As it relates to alternatives specifically, asset location may be the 
strategy with the potential to add the most value, depending on the 
mix and size of account types and the investor’s tax bracket. While 
certainly not a blanket statement, alternatives are generally not the 
most tax-efficient asset class and strategy. This owes in large part 
to either: a) their propensity to pay out high levels of income taxed 
at ordinary income rates; or b) the distribution of capital gains that 
can often show up in higher turnover strategies. Where appropriate, 
allocators should consider housing tax-inefficient alternatives 
inside of tax-deferred (or exempt) accounts such as Traditional or 
Roth IRAs.

Managing taxes is a critical component of portfolio management 
for taxable investors. That said, there is a risk of becoming too 
focused on taxes to the detriment of investment returns and 
optimal diversification. It’s important to not let the tax tail wag the 
investment dog. 

Costs

Alternatives are more expensive than stock and bond index funds. 
There’s no getting around it. In a world where passive market 
exposure is almost free, investors rightfully place a greater degree 
of scrutiny on investments that, at first glance, seem pricey. 

Like anything in life, there is a place for low cost and a place for 
higher cost. Trade-offs must be weighed and evaluated, and the 
costs of any investment must be contextualized. To help with this 
conversation, it’s important for investors to recognize the Four Cs 
of investment costs: Capacity, Craftsmanship, Complexity, and 
Contribution.
Capacity: The amount of capital a strategy can prudently oversee 
without degrading its integrity is of paramount importance to its cost. 
Craftsmanship: For nuanced strategies, implementation and design 
choices can make all the difference between success and failure when 
translating something that works on paper into the real world. 
Complexity: Assets with a higher degree of embedded intricacy 
typically require oversight and management from people with 
specialized talent, knowledge, and expertise who are not as plentiful 
as found in other corners of investing. 
Contribution: Investments that are structurally uncorrelated to 
things people already own and that offer meaningful risk premiums 
are valuable and thus should command a premium price. 

Liquidity

The reality is that most people do not need fully liquid portfolios. 
Many have just grown accustomed to investing that way due to 
common portfolio construction practices and the historic lack of 
quality illiquid investment choices for most people. High minimums 
and other factors have kept less liquid asset classes out of reach 
for most of modern investment history, reserving them only for the 
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Stocks
11.2%  - US large core
12.3%  - US large value
1.9% - US large quality
1.9% - US large momentum
3.0% - US small
5.8% - US small value
3.9% - Intl large
5.0% - Intl large value
4.5% - Intl small
4.5% - Intl small value
7.6% - Emerging markets
3.4% - Global REITs
Equity Total: 67.0%

Bonds
3.0% - U.S. Short-Term
3.0% - U.S. Intermediate-Term
6.0% - International
3.0% - Inflation
3.0% - Multi-Sector
Fixed Income Total: 18.0%

Alternatives
3.0% - Trend Following (managed futures fund)
3.0% - Event Driven (diversified arbitrage fund)
3.0% - Reinsurance
2.0% - Real Assets
2.0% - Direct Lending
Alternative Total: 13.0%

Cash and Other
2.0% - Cash
Total: 2.0%

4% 12% 14% 16%

U.S. Stocks
Reinsurance
Real Assets

International Stocks
Event Driven
60/40 Portfolio

U.S. Bonds
Trend Following
55/20/25 Portfolio

International Bonds
Direct Lending

See end notes for indices.



18ALTERNATIVE  INVESTMENTSALTERNATIVE  INVESTMENTS SAVANT WEALTH MANAGEMENTSAVANT WEALTH MANAGEMENT

pensions, endowments, and uber-wealthy of the world. As we have 
documented, that has all started to change and there are more 
and more options today for both accredited and non-accredited 
investors to access semi-liquid and illiquid investments.
For investors with long-term goals, sacrificing some liquidity may 
bring multiple benefits. First and foremost, there is the opportunity 
to earn the illiquidity premium associated with private and illiquid 
investments. While there is no way to pinpoint exactly what that 
premium is, both theory and practice support its existence. The 
perhaps understated benefit of illiquidity is that it enforces discipline 
and a long-term mindset in a way that public markets can’t. The 
temptation to change course and succumb to market volatility is all 
too present in daily liquid investments.

Just as illiquidity isn’t inherently a negative, neither is liquidity. 
Liquidity provides optionality, and like any option there can be 
value to it. It allows investors to fine-tune risk in a way that illiquidity 
does not. Liquidity also allows investors to rebalance a portfolio to 
a degree that illiquidity does not. Conversely, while there may be a 
behavioral benefit to locking up capital in illiquid investments, it 
forgoes the optionality and flexibility that liquidity provides and 
should be compensated as such.

Liquidity gives investors a feeling of control over their investments 
by allowing them to determine when and how to move in and out. 
But the sense of control can come at a cost. By demanding 100% 
liquidity in a portfolio, investors may be forgoing potentially valuable 
opportunities for return enhancement, income generation, and risk 
management. One should view illiquidity as the price of admission 
to gain access to alternative investments with favorable properties. 

Due Diligence

Deciding which investments you want exposure to is only half the 
battle. The matter of choosing which fund or manager provides the 
best chassis with which to express that allocation decision remains. 
A great allocation decision can be diminished by a poor manager and 
fund selection. 

An extra layer of due diligence is involved for alternative funds, even 
liquid ones. Alternative investments, in general, have wider dispersion 
across managers within categories than traditional asset classes.

Sizing and Sourcing

No one-size-fits-all allocation weight makes sense for all investors. 
The exact number you land on ultimately depends on:

• Investor qualifications (AI, QP, etc.)
• Size of portfolio
• Types of alternatives being used
• Tax considerations
• Liquidity considerations
• Existing portfolio/holdings
• Investor sophistication level/experience with alternatives
• Age and time horizon
• Cash flow needs

In addition to sizing the third dimension of the portfolio, investors 
must determine where it will come from—stocks, bonds, or some 
combination of the two. The outcome will rest on a handful of 
variables, namely the views of the allocator and/or their client, the 
composition of the alternatives bucket, and the priority of the 
objectives the portfolio is trying to achieve.

An investor with a high-return target is likely to fund most, if not all, of 
their allocation to alternatives from traditional fixed income and will 
recognize that this choice will likely result in some additional mark-
to-market volatility. A portfolio objective geared toward stability 
and capital preservation might fund a larger portion from the stock 
allocation. 

Conclusion

What’s clear today is that the pursuit of building balanced portfolios 
with return objectives to meet investors’ needs will be challenging in 
the future. We are in unprecedented times for interest rates, and the 
math is the math. With conventional portfolios stuck between a rock 
and a hard place, investors can choose one of three paths to confront 
today’s challenges:
1. Do Nothing - This is the path of least resistance. And it is likely 
the road that most will take, as inertia is a force to be reckoned with. 
Maintaining the status quo will feel comfortable, but the price of 
admission for that comfort could come in the form of falling short of 
investors’ objectives. 
2. Take More Equity Risk - This choice might solve the return side 
of the equation but requires a very long horizon and will incur some 
bumps along the way. Investors will likely have to incur cringeworthy 
levels of volatility and drawdowns that will keep them from sleeping 
well at night. And we must remember the equity risk premium is 
promised to no one—that’s why it’s a risk premium. 
3. Think and Act Differently - Investing differently than others is 
easier said than done. Choosing this path takes courage, but it is 
where the opportunity lies.

This paper has addressed the why, what, and how of investing 
in alternatives. The word itself – alternative – is a loaded one that 
means different things to different people. That is why it is of 
such importance to unpack it, demystify it, and frame proper 
expectations around it. 

The silver lining against a backdrop of lower expected returns 
for traditional asset classes is that technological advancements 
and financial innovation have dramatically broadened access to 
alternative investments. Average investors can now augment their 
core portfolios with valuable and diversifying return streams sourced 
from non-traditional risks, many of which have been covered in 
this paper. As financial innovation flourishes, we continually push 
new boundaries, both in the discovery of novel asset classes and 
strategies and the unlocking and democratizing of investments to 
benefit more people.
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Appendex/End Notes

Referenced Indices:

U.S. Stocks: S&P 500 TR

International Stocks: MSCI EAFE NR

Emerging Markets Stocks: MSCI EM NR

Global Equity REITs: S&P Global REIT TR

Global Stocks: MSCI ACWI NR

U.S. Bonds: Bloomberg US Govt/Credit Interm TR

International Bonds: JPM GBI Global Ex-US Hdg

High Yield Bonds: Bloomberg High Yield Corporate TR

Leveraged Loans: S&P/LSTA Leveraged Loan TR

Global Bonds: Bloomberg Global Aggregate TR Hdg USD

Reinsurance: Swiss Re Global Cat Bond TR

Event Driven: Bloomberg Intermediate Government/Credit Bond 
Index (1/1/1973 – 12/30/1997), Credit Suisse Event Driven Liquid TR 
USD (12/31/1997 – 10/30/2007), IQ Hedge Merger Arbitrage TR USD 
(10/31/2007 – 1/12/2015), IQ Event-Driven TR USD (after 11/13/2015)

Trend Following: AQR equal weighted Trend Following Strategy 
quantitative backtests (1/1/1973 – 12/31/1997), Credit Suisse Mgd 
Futures Liquid TR Index (after 1/1/1998)

Real Assets: FTSE Nareit All Equity REITs TR USA (1/1/1973 – 
12/31/1977), NCREIF Property (1/1/1978 – 12/31/1986), 75% NCREIF 
Property, 25% NCRIEF Timberland (1/1/1987 – 3/31/1991), 25% NCREIF 
Farmland, 50% NCREIF Property, 25% NCREIF Timberland (4/1/1991 
– 2/28/2003), 25% Dow Jones Brookfield Global Infrastructure TR 
USD, 25% NCREIF Farmland, 25% NCREIF Property, 25% NCREIF 
Timberland (3/1/2003 – 12/31/2021), Dow Jones Brookfield Global 
Infrastructure TR USD (1/1/2022 - 3/31/2022)

Direct Lending: Bloomberg US Credit Baa (1/1/1973 – 6/30/1983), 
Bloomberg US Corporate High Yield (7/1/1983 – 12/31/1996), S&P/
LSTA U.S. BB Ratings Loan (1/1/1997 – 9/30/2004), Cliffwater Direct 
Lending Index (10/1/2004 – 12/31/2010), Cliffwater Direct Lending 
Index – Senior (1/1/2011 – 12/31/2021), S&P/LSTA U.S. BB Ratings Loan 
(1/1/2022 - 3/31/2022)

Index Portfolio Weights

60/40 – Traditional: 30% U.S. Stocks, 30% International Stocks, 20% 
U.S. Bonds, 20% International Bonds.

55/20/25 – Including Alternatives: 27.5% U.S. Stocks, 27.5% 
International Stocks, 10% U.S. Bonds, 10% International Bonds, 5% 
to Reinsurance, Event Driven, Trend Following, Real Assets, Direct 
Lending each.

Portfolio risk and return estimates for index portfolios reflect forward-
looking expectations based on the outputs from Savant’s expected 
return methodologies. Instead of solely relying on backward-looking 
or historical returns, we incorporate current fundamental data such 
as valuations, inflation, and interest rates into our methodology 
to estimate underlying asset class returns. The forward-looking 
returns are long-term (20-year) estimates. The portfolio results were 
calculated by applying forward-looking return estimates to an asset 
allocation comprised of diverse asset classes. The corresponding 
results are hypothetical and have inherent limitations, including: (1) 
the portfolio results do not reflect the results of actual trading using 
real assets, but were achieved by means of the proactive application 
of each referenced portfolios, certain aspects of which may have 
been designed with the benefit of hindsight; (2) forward-looking 
performance may not reflect the impact that any material market or 
economic factors might have on the adviser’s use of the hypothetical 
portfolio if the portfolio was being used during the period to actually 
manage client assets; and, (3) for various reasons (including the 
reasons indicated above), investors may experience investment 
results during the corresponding time periods that are materially 
different from those portrayed in the portfolio.

Please Also Note: The referenced portfolios do not reflect the 
rebalancing, composition or performance of any current Savant 
investment strategy.
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