
Why Alternative Investments?
Challenging Conventional Wisdom  

about Portfolio Construction
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US household wealth fell 

nearly 25% from its peak 

of $65.8 trillion in spring 

2007 to $49.40 trillion 

when markets hit bottom 

in the first quarter of 2009.

Source: Federal Reserve

Diversification When You Need It Most

The 2008-2009 credit crisis and the Great Recession that followed shocked financial 
markets and investor portfolios. Traditional diversification* strategies, typically effective 
in helping to reduce risk in a portfolio, lost their effectiveness, since most asset classes 
plummeted together. This resulted in higher correlations and therefore wiped out the 
benefits of asset class diversification, leaving portfolios vulnerable. The graphics below 
illustrate the relationship – and the effects – of correlation and diversification.

*Diversification does not assure a profit or 
protect against loss.
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Correlation measures how the returns of two investments move together, i.e., whether their returns move in the 
same or in opposite directions, and how often. Correlation is measured on a scale of -1 to +1. When assets move 
in the same direction at the same time, they are positively correlated (+1). When one asset tends to move up 
while another goes down, they are negatively correlated (-1) and can help offset market conditions, a key factor in 
a truly diversified portfolio.
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Duration: A measure of the sensitivity 
of the price (the value of principal) 
of a fixed income investment to a 
change in interest rates, expressed as 
a number of years.

Treasuries Alone May Not Be the Best Strategy

Due to their low correlations to equities, fixed income investments have been a way for 
investors to preserve capital, generate income and diversify their portfolios. For the past  
30 years, as interest rates fell, high quality duration – typically in the form of US Treasuries – 
has been the key source of diversification and the driver of returns for fixed income investors.

However, as the graph below illustrates, with interest rates near historical lows and little 
room to decline further, we may no longer be able to depend on traditional, high quality 
fixed income to deliver attractive returns in line with historical averages. Therefore, relying 
on Treasuries alone for diversification may not be the best strategy. And, if rates increase 
markedly, high quality fixed income could, in fact, produce sharply negative total returns. 

US Treasuries: The Trend is No Longer Our Friend

Yield and Return of the 10-Year US Treasury
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. . .their ability to diversify equities is limited. 
The 10-year yield is just 1.81% (3/31/2016). 

The downward trend in bond yields has 
certainly been a friend to fixed income 
investors, but . . . 
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Source: Barclays (10-year Treasury return), Federal Reserve (10-year constant maturity rate). Last data point 3/31/16.  
Past performance does not guarantee future results.

Searching 
for Greater 
Diversification

Relying on Treasuries 

alone for diversification 

may not be the best 

strategy with interest 

rates near historical 

lows and little room to 

decline further.
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A New Approach to Portfolio Construction

Given today’s investment landscape, a new way of thinking is needed. Portfolio 
construction based on traditional asset allocation has not provided the diversification 
needed to navigate challenging markets. As a result, investors are seeking other means 
to diversify their portfolios and many are turning to alternative or liquid alternative 
investments. Alternatives have historically produced returns with lower correlations to 
traditional investments (including stocks and bonds), thus offering the potential for 
greater diversification and improved risk-adjusted returns.

As shown below, adding 30% alternatives to traditional portfolios noticeably improved 
risk-adjusted returns over the past 20 years.

The Value of Adding Alternatives to an Asset Allocation Strategy

Improved Risk/Return for Portfolios That Included Alternatives Over a 20-Year Period

Source: Morningstar and Pioneer Investments for the 20-year period ending 3/31/16. Other time periods may 
produce differing results. Past performance does not guarantee future results. This chart is for illustrative purposes 
only and is not meant to represent the performance of any particular investment. 

Equities are represented by the S&P 500 Index, a commonly used measure of the broad U.S. stock market. 
Bonds are represented by Barclays US Aggregate Bond Index, a measure of the US bond market. Alternatives are 
represented by the Credit Suisse Hedge Fund Index, an asset-weighted measure of hedge funds only and does not 
include separate accounts. Indices are unmanaged and their returns assume reinvestment of dividends and, unlike 
mutual fund returns, do not reflect any fees or expenses associated with a mutual fund. It is not possible to invest 
directly in an index.
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Alternatives  
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Standard Deviation

�   Traditional 60% equity/40% fixed income

�   40% equity/30% fixed income/30% alternatives

¢   Traditional 70% equity/30% fixed income

¢   50% equity/20% fixed income/30% alternatives

p   Traditional 80% equity/20% fixed income

p   60% equity/10% fixed income/30% alternatives

Standard deviation: A statistical measure of 
the historic volatility of a portfolio.
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Key Benefits of Liquid Alternatives

Liquid alternatives are alternative investment strategies that provide daily liquidity 

through vehicles such as mutual funds.

 Broader Diversification

Liquid alternatives aid portfolio diversification by tapping into new sources of 

returns, such as less mainstream asset classes and nontraditional strategies that are 

uncorrelated to conventional equities and fixed income securities.

 Ability to Reduce Risk and Portfolio Volatility 

Hedging techniques used in liquid alternative investment strategies can help reduce 

volatility by cushioning portfolios against extreme market conditions, particularly 

in down markets. Each technique follows a strategy that explicitly seeks to hedge 

certain risks, such as interest rate and/or market sensitivity, or focuses on limiting 

downside risk.

 Potential to Enhance Returns 

By using a range of hedging strategies and investing in areas and ways in  

which traditional investments cannot, liquid alternatives offer the potential for 

enhanced returns. 

 Hedge Fund Capabilities with Mutual Fund Benefits

Once the domain of institutional and high-net-worth investors, liquid alternatives 

are now bought and sold daily via mutual funds, making them accessible to average 

investors. Mutual funds offer the added advantages of lower investment minimums, 

potentially lower fees, no pre-qualifications and efficient tax reporting.

Are Liquid Alternatives Right For Your Portfolio?
Liquid alternative investments can be a worthwhile complement to your portfolio allocation. 
Depending on your goals, risk tolerance and objectives, you might consider allocating  
a part of your portfolio to liquid alternatives to take advantage of the potential for increased 
diversification, risk management and enhanced long-term performance – especially in 
uncertain markets.

Speak with your financial advisor to determine where alternatives might fit in your 
investment portfolio.

Investing 
in Liquid 
Alternatives

Hedge: A transaction that reduces 
the risk of an investment by 
making an offsetting investment 
in a related security.
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Alternative Strategies Can Perform in a Variety of Market Conditions

Alternative strategies vary in structure and purpose based on different situations and market conditions. These strategies  
offer a variety of ways to address the limitations of stocks and bonds and to help manage three of the most important risks  
to any portfolio – interest rate risk, economic/market risk and volatility risk. Some of the most commonly used alternative  
strategies include:

Strategy Description Optimal Market Conditions

Global Macro Can take both long and short positions in global financial markets, based on 
a macroeconomic view of overall economic and political situations in various 
countries and markets.

Subject to market, currency, leverage and country/international risks

Generally works in environments where 
volatility is average to high and tends to 
perform well in adverse conditions for 
stocks and bonds.

Credit  
Long/Short

Combines a long position with a short position in credit-sensitive securities 
in an effort to isolate a specific mispriced risk and remove any market risk  
or directionality.

Subject to credit, derivative and short selling risks

Works well in most environments with 
the exception of low yield spread/low 
volatility, where the difference between 
the credit spreads of two issuers tends 
to be both low and stable.

Equity  
Long/Short

Can buy securities (long) and sell borrowed securities (short). Long positions 
are expected to increase in value, while short positions are expected to 
decline in value. The strategy may also capitalize on a convergence in price 
between similar assets. 

Long/short strategies may have a degree of market exposure, but typically 
are designed to hedge market risk.

Subject to stock market, leverage, short selling and sector/industry risks

Tends to work most effectively during 
periods of normal volatility, when the 
market is primarily differentiating by 
individual company performance rather 
than its broad asset class correlation.

Credit Curve  
Trading

Takes a view on the relative steepness (slope) of a corporate bond issuer or 
an entire market’s maturity curve. Similar to interest rate curve trading, the 
objective is to go long or short different tenors or maturities depending on 
the view of whether the credit curve will either steepen or flatten.

Subject to credit, market and short selling risks

Works well in most environments but 
sudden changes in the economic 
environment may cause the strategy to  
be more correlated with various stages  
of the economic cycle.

Capital Structure/ 
Event Driven

Simultaneously buying and selling different securities in a company’s capital 
structure, including its long-term debt, specific short-term debt, common 
equity and preferred equity. Attempts to take advantage of events such as 
mergers and restructurings that can result in the short-term mispricing of a 
company’s stock. Shares may be bought to sell later when the price adjusts.

Subject to market, leverage and sector/industry risks

Works well in most environments with 
the exception of periods where volatility 
is low and where merger and acquisition 
activity or corporate actions are muted.

Arbitrage A trade that profits by exploiting price differences of identical or similar 
financial instruments, on different markets or in different forms, due to 
temporary inefficiencies in the markets.

Subject to arbitrage risk and market risks

Generally works well in all environments 
although overall performance is lowest 
among alternative trading strategies, 
and since arbitrage is time dependent 
and consumes capital, it plays a  
smaller role.
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Visit pioneeralts.com for more information  
about liquid alternative investing and the  
range of strategies Pioneer offers investors.

A Word About Risk

All investments are subject to risk, including the possible loss of principal. Alternative strategies involve higher risks than traditional  
investments and may also engage in speculative investment techniques that can magnify the potential for investment loss or gain.

Arbitrage Risk – The risk that price fluctuations could decrease profit margins or that a currency or derivative could be devalued. Part of 
the transaction could fail and a sudden price movement may make it impossible to close the trade at a profit.

Credit Risk – The risk of loss of principal and interest or loss of a financial reward stemming from a borrower’s failure to repay a loan or 
otherwise meet a contractual obligation.

Currency Risk – Risk that stems from changes in the valuation of currency exchanges. These fluctuations result from the unpredictable 
gains and losses incurred when profits from foreign investments are converted from the foreign currency into the U.S. dollar.

Derivative Risk – Entails specific risks relating to liquidity, leverage and credit that may reduce returns and/or increase volatility.

Market Risk – Risk that the value of an equity investment will decrease due to a decline in the stock market.

Industry/Sector Risk – The danger that the stocks of many of the companies in one sector (like health care or technology) will fall in 
price at the same time because of an event that affects the entire industry.

Country/International Risk – Country risk varies from one country to the next and can reduce the expected return on an investment. 
Investing in foreign securities involves risks related to interest rates, currency rate exchanges, economic and political conditions.

Leverage Risk – May increase the magnitude of gains or conversely the magnitude of losses, relative to an unleveraged position.

Liquidity Risk – Risk that a given security or asset cannot be traded quickly enough in the market to prevent a loss or make the  
required profit.

Short Selling Risk – Short sales involve the sale of a borrowed security with the expectation that the security will underperform the  
market. Short selling is considered “leverage” and positions in shorted securities are speculative and more risky than long positions.



Before investing, consider the product’s investment objectives, risks, charges and expenses. Contact your  
advisor or Pioneer Investments for a prospectus or summary prospectus containing this information. Read it carefully.

Neither Pioneer, nor its representatives are legal or tax advisors. In addition, Pioneer does not provide advice or recommendations.  
The investments you choose should correspond to your financial needs, goals and risk tolerance. For assistance in determining your  
financial situation, please consult an investment professional.

Securities offered through Pioneer Funds Distributor, Inc.
Underwriter of Pioneer mutual funds, Member SIPC
60 State Street, Boston, MA 02109  
©2016 Pioneer Investments  •  us.pioneerinvestments.com  •  27288-01-0416


