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 Alt Investments Often Seen as Hedge Against Stock Market 

 

 

 
 
 
Q: What are “Alternative 

Investments”? 

 

Alternatives are the catch-all 

name for investments other 

than stocks, bonds, and cash. 

“Alt” managers use different 

strategies in search of “non-

correlated” assets intended to 

offset losses during market 

declines. 

 

The fear of a downturn has 

created a growing market for 

alts like real estate investment 

trusts (REITs), hedge funds, 

commodities (i.e. gold and 

timber), private equity, 

alternative mutual funds, and 

other unique investments.  

 

A main goal of an alt is to find 

an investment that moves in the 

opposite direction of stocks 

and/or bonds. As an example, 

hedge funds get their name 

from strategies used to make 

money regardless of market ups 

or downs. The goal is higher 

returns using higher risk 

strategies such as “shorting” or 

selling something they don’t 

own. 

 

Hedge funds are private 

investment funds that are 

subject to less regulation than 

mutual funds and ownership is 

restricted to qualified wealthy 

investors. Often there are 

redemption restrictions, 

typically at least for the first 

year and then withdrawals may 

be restricted to once a quarter 

or once a year. 

 

Before you invest in a hedge 

fund, ask your advisor if 

they’re invested in them. A 

recent study by 

WealthManagement.com 

showed that half of advisors 

aren’t using hedge funds. 

They’re expensive, may not 

achieve their objectives, and 

often charge 2% per year and 

20% of the profits. 

 

Alternative mutual funds are 

publicly offered mutual funds 

that use non-traditional, hedge-

fund like strategies. Also 

known as “liquid alts”, they are 

regulated like a mutual fund 

and have more restrictions than 

hedge funds. For example, they 

have limits on the use of 

leverage.  A reason they’re 

called “liquid alts” is they’re 

traded on the open market 

daily. 

 

Alt mutual funds became 

popular after the 2008 Great 

Recession and most haven’t 

had a chance to prove their 

value in a declining market 

because we haven’t really had 

one. The Securities and 

Exchange Commission recently 

began examining alt mutual 

funds to determine how the 

funds operate and if they 

comply with regulatory 

restrictions. 

 

Alts come in many categories 

and due diligence is necessary 

to understand their investment 

strategy. Analyze how an alt 

investment makes money and 

ensure you understand it well 

enough to explain it. 

 

It’s easy to understand and 

explain how stocks and bonds 

make money. Investors buy a 

share of stock in a company 

that makes a profit by providing 

a good or service with 

expectations it will continue.  

Bonds make money from the 

interest payments charged for 

lending money. Alts are more 

complex, but you should be 

able to understand how they 

make money. 

 

Fees for alts are higher than 

traditional investments. Are the 

extra fees worth it? Why 

choose a non-publicly traded, 

illiquid REIT with less 

oversight when you can choose 

a liquid, publicly traded, 

regulated REIT at a lower fee? 

 

Alts may have a small place in 

a well-diversified portfolio. 

Spend the time necessary to 

understand them and consult 

your advisors. 

 
Mary E. Baldwin, CFP is an 
independent, fee-only 
registered investment advisor 
located in Melbourne. You can 
contact her at 321-722-0511 
or Mary@MEBaldwin.com. 
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