
LEARN TO INVEST
A BEGINNER’S GUIDE
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A little knowledge can change your life.



When you first start to study a field, it 

seems like you have to memorize a zillion 

things. You don’t. What you need is to 

identify the core principles that govern 

the field. The million things you thought 

you had to memorize are simply various 

combinations of the core principles.

– John Reed (Succeeding)



ALTERNATIVES 101
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The recent volatility in equity markets and the 
historically low interest rate environment has 
highlighted the shortcomings of traditional 
assets such as stocks and bonds alone when 
building a well-diversified investment portfolio. 

More and more investors are now exploring 
alternative investments such as private equity, 
real estate, and commodities to generate 
acceptable returns while diversifying their 
portfolio.

From fine wine to art, wind farms to venture 
capital, alternative investments have become 
less “alternative” over the years. In particular, 
the demand for private assets has increased 
substantially as investors strive to boost returns, 
generate incremental income, and provide 
diversification. From 2007 to 2020, the 
alternatives market has more than tripled, 
increasing from $2.5 Trillion to over $10 trillion 
and is expected to reach $14 Trillion by 2023.

Breaking 
News: 
Stocks And 
Bonds Are 
Not The Only 
Investment 
Vehicles
Out There! 
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2017                                       

(Trillion Dollars)

2023                            

(Trillion Dollars)

Projected 

Increase

Natural Resources 0.2 0.8 300%

Private Equity 3.1 4.9 58%

Real Estate 0.8 1.2 50%

Hedge Funds 3.6 4.7 31%

Projected Increase In 
Alternative Assets

Once a domain exclusive to institutional and ultra-high net worth investors, alternative 
investments are now being explored by retail investors looking to increase their 
portfolio’s risk-adjusted returns.

Before adding any investments from this growing asset class to your portfolio, you 
must first understand; 

1. What are alternative investments? 

2. What are their potential pitfalls?

3. Where do the opportunities lie?
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Before going any further, it is 
essential that you have a broad 
understanding of the concepts of 
an asset class.

An asset class is a type of asset that 
has a specific set of similar 
characteristics. Different types of 
investment assets – such as stocks or 
bonds, are grouped together based 
on a similar financial structure, and 
these groups are referred to as asset 
classes.

Historically speaking, an individual’s 
investment portfolio would be made 
up of three main traditional asset 
classes.

What Is An Alternative 
Investment?

Cash
5%

Alternatives
15%

Bonds
20%

Stocks
60%

Below is an example of how these 
asset classes may be divided 

across your portfolio.

With all this in mind, an alternative investment is simply any type of asset that does 
not fall into one of these three traditional asset classes.

STOCKS BONDS CASH AND EQUIVALENTS
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Traditional Assets vs. Alternative Assets

Will Martin, ‘THINK ALTERNATIVE(LY)… INVEST DIFFERENT’ (Three Bell Capital, SEPTEMBER 30, 2017) 
<https://www.three-bell.com/think-alternatively/> accessed 15 October 2020

Traditional assets are primarily made up of publicly listed stocks and bonds, 
characterized as:

• Highly liquid
• Publicly traded
• High correlation to markets

Alternative assets are assets that sit outside the scope of the three main asset 
classes of stocks, bonds and cash. These investments look to exploit the inefficiencies 
in markets by focusing on less publicly traded markets.

• Typically, less liquid
• Assets often held in private markets
• Low correlation to markets
• Focused on inefficient markets
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Benefits 
And Drawbacks
By their very nature, alternative assets tend to be less 
efficiently priced than traditional marketable securities, 
providing an opportunity to exploit market 
inefficiencies. Although higher potential returns and 
greater diversification is on offer, alternatives are not 
without risk. They will often have higher fees, exhibit 
more complex structures with less transparency, and are 
often illiquid relative to traditional asset classes.
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Benefits

Less efficient markets present opportunities for managers 
to outperform and take advantage of arbitrage 
opportunities as they arise.

One of the most important tenets of intelligent investing 
is “don’t put all your eggs in one basket”. Diversification 
focuses on mitigating risk and enhancing return. During 
those inevitable periods when some of your investments 
are performing poorly, you’ll want other investments that 
are uncorrelated or negatively correlated to these assets 
to balance off the losses in your portfolio, ultimately 
creating a more consistent rate of return over time.

Some of these investments, typically hard assets such as 
gold or real estate, can hedge against inflation. Inflation 
is inevitable in most situations and will function to reduce 
the purchasing power of your cash over time. Asset 
classes, such as fixed-rate bonds, are especially 
exposed to inflation. With this in mind, it is important to 
invest in areas that are not as vulnerable to inflation, 
thereby diluting your exposure to future inflation.
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Drawbacks

The private nature of these investments can make them 
tougher to trade, given the smaller pool of buyers and 
sellers vs. traditional public markets.

Alternative investment assets are generally more 
complex than conventional investment assets. The 
complexity of these investments can often lead to a 
lack of transparency and a lack of available data on 
the investment.

Management fees are often higher for many 
alternative investments given the specialization 
required and actively managed nature of the funds.
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As mentioned earlier, the alternative investments market is expected to 
grow substantially over the coming years with assets under management 
of over $14 trillion by 2023, up 59% vs. 2017.

The Growth Of Alternatives
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There are a variety of factors fueling the popularity of 
alternative investments in recent years.

• Alternatives’ track record and enduring ability become more appealing as 
volatility spreads in traditional financial markets, and uncertainty surrounding 
the Federal reserve’s interest rate policy persists.

• Investors’ search for yield becomes more difficult given the efficiency of public 
markets, leading to widespread increases in allocations to alternatives.

• The steady decline in the number of publicly listed stocks, as private capital is 
increasingly able to fund businesses through more of their lifecycle. Success 
stories such as Airbnb have gathered valuations of $100 billion upon entry into 
public markets, making it bigger than any public company in existence 25 years 
ago. This results in public market investors missing out on an increasingly 
significant portion of a companies growth phase.
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• The growing opportunities in private debt as traditional 
lenders decline.

• Opportunity in emerging markets. As the world 
undergoes an economic and political shift globally, the 
opportunities within emerging markets intensify. By the 
end of 2020, emerging economies will likely make up 
over 60% of the world’s GDP. Inefficiencies within these 
markets continue to represent opportunities for investors, 
with Asian markets leading the way. Fund managers 
predict that by 2023, the level of alternative assets 
capital coming from emerging Asia will have increased 
by 23%.

• Pension funds’ persistent need to narrow their liability 
gap. Pension Funds continue to display chronic 
underfunding problems, with Citibank estimating the 
total value of unfunded or underfunded government 
pension liabilities for OECD countries exceeds $78 
Trillion. This shortfall will intensify the search for risk-
adjusted returns over the coming years, with private 
markets representing one of the few tools available to 
help close these funding gaps.
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The ability to take advantage of 
private market inefficiencies 
has seen institutions with 
longer time horizons leverage 
their illiquidity premium, 
creating the potential for 
greater returns in the process.

Institutional investors have generally 

allocated 8-12% of their portfolio to 
real estate alone, with an overall 
allocation of over 30% across the 
alternatives space.

Individual retail investors are not quite as 
vested in the space, with the typical 
individual investor in the U.S. holding less 

than a 3% exposure to alternatives.

With that said, many retail 
investors are becoming aware 
of the limitations of traditional 
assets. The latest market 
uncertainty is functioning as a 
catalyst for further growth 
within the alternative investment 
space. Investors with longer 
investment time horizons and 
less need for liquidity are now 
looking to exploit the excess 
returns and diversifying power 
on offer that institutions have 
been availing of for years.
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Types Of Alternative 
Investments
There tends to be a wide disparity in availability across 
different alternative investments. Some alternatives are 
exclusive to high net worth individuals and institutional 
investors, such as hedge funds and private equity funds. 
Others are more widely available to retail investors such 
as real estate, gold, and cryptocurrencies. Other 
alternative investments are somewhat esoteric, including 
fine art and derivative contracts.

While there is an endless list of alternative investment 
options, we will discuss 4 of the more common options in 
more detail.
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A private equity investment is a type of Alternative 
Investment whereby Individuals own a portion of a 
company that is not publicly owned, quoted, or traded 
on a stock exchange. Private equity investment 
strategies range from venture capital investments to 
leveraged buy-outs.

By its very nature, private equity possesses distinct 
characteristics that set it apart from public equity.

Private Equity

Small, early stage and emerging 
businesses that are expected to 
have high growth potential but 

have limited access to other 
forms of capital.

Larger investments, taking a
controlling stake in a mature business 

and increasing its value through 
operational improvements and 

financial restructuring.

Leverage Buy-outVenture Capital
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Diversification
The factors that drive returns in public equity markets have little impact 
on private equity, enhancing private equity’s diversification potential.

Long-term Focus
Private ownership enables long-term strategic focus as opposed to the 
public market’s obsession with quarterly earnings. This “patient” 
perspective has the potential to generate significant returns for private 
equity investors.

The availability of private capital and the burden of regulation within 
public markets has resulted in billion-dollar private companies staying 
private for longer. The number of publicly listed U.S. companies has 
been cut in half from a peak of over 8,000 in 1996. This trend has 
resulted in a larger portion of a company’s growth phase taking place 
prior to going public, which has functioned to increase demand and 
interest within the private equity sector over time.

Attractive Returns
Private equity has exhibited attractive performance on both a risk-
adjusted and an absolute basis. The illiquidity premium in private equity 
has produced an additional 4%-6% per year over public equity 
markets.

Benefits
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Despite the recent growth within the private equity space. This asset class 
will not be suitable for everyone.

Initial Negative Cash Flow
Private equity can offer tremendous capital appreciation long-term but 
typically offers little to no cash flow for the first 2-7 years given the initial 
capital-intensive growth phase of many of these private companies.

Drawbacks

Private Equity Fund – Cash Flow Model

Illiquidity
Many private equity investments can have a lock-up period of 6-8 years. 
Investors are not allowed to redeem or sell shares during this time. Once 
this lock-up period has passed, the redemption windows will typically be 
quarterly compared to the daily liquidity in public markets.

No Direct Investments For Retail Investors
Direct investments into these private companies are typically exclusive to 
institutional investors or high net worth individuals. A retail investor looking 
to invest in private equity can invest through a private equity firm. These 
firms will raise investor capital and invest on their behalf in private 
companies that show great promise and potential.
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As access to private funding increases, companies will continue to pursue 
their business objectives without the costs and distractions associated with 
operating in the public spotlight. More than ever before, the rapid 
growth companies experience and the value created by that growth is 
occurring pre- IPO (initial public offering), creating ample opportunity 
within the private equity space.

Private Equity

• Uses private information 
to make decisions

• Investors as operators

• Private concentrated ownership

• Multi-year strategic planning

Private Equity
vs. Public Equity

Public Equity

• Publicly available 
information

• More passive investors

• Broad public ownership

• Quarterly earnings focus
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Real Estate
We all know what real estate is! It’s a house, an 
apartment building, an undeveloped acre of land.

Real estate investing is purchasing property to generate 
income rather than using a property as a place of 
residence.

There are several types of real estate investments, but 
most fall into two categories: Direct Investments where 
you physically own the property or Indirect Investments 
such as REITs, where physical ownership of the property 
is not required.
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Direct Ownership (Direct Investment)

You can achieve this by investing directly into a property to earn rental 
income. The tangible and familiar nature of direct real estate investing 
has made it a popular choice amongst investors over the years, with the 
leveraged aspect of real estate investing driving superior returns.

Unlike investing in stocks, you can use significant amounts of financing 
when investing in real estate without adding a ton of risk, with the 
majority of the investment financed by the underlying mortgage.

Traditional physical ownership of real estate can offer a high return and 
substantial income stream, but it also requires more money upfront, active 
management, and high ongoing costs.

• Active 
management of 
property

• Risk of financial 
default

• Illiquid (not easy 
to buy and sell)

Drawbacks

• Positive cash flow 
and appreciation

• Tax advantages 
to offset rental 
income

• Control over 
decisions

Benefits
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REITs (Indirect Investment)

Late-night calls to fix leaky toilets aren’t for everyone. For those less 
enamoured by the prospect of actively managing tenants, investing in 
real estate investment trusts, or REITs offers a more passive approach.

A REIT is a trust company that buys, develops, manages, and sells real 
estate. You can invest in shares of these companies on a stock exchange. 
By investing in REITs, you are investing in the real estate these companies 
own. This approach represents a more passive and less capital-intensive 
approach to real estate investing vs. direct property investments.

REITs are required to return at least 90% of their taxable income to 
shareholders every year. This means investors can receive attractive 
dividends in addition to diversifying their portfolios with real estate. 
Listed REITs also offer greater liquidity as their shares are traded on a 
stock exchange.

• Real estate 
profits without 
having to own, 
manage, or 
finance property

• Higher than 
average 
dividends and 
potential for 
appreciation

• Liquid (easy to 
buy and sell)

Benefits

• No tax 
advantages, REIT 
dividends are also 
typically taxed 
higher than 
qualified dividends

• Sensitive to interest 
rate fluctuations

• Property-specific 
risks (most 
individual REITs 
focus on specific 
property types)

Drawbacks
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Hedge Funds
With over $3.6 trillion invested in the hedge fund 
industry, hedge funds are notoriously big business. 
Synonymous with lavish Wall Street antics for several 
decades, hedge funds have long been the most 
misunderstood asset class in finance. The name is 
typically the source of most confusion here.

While some hedge funds implement sophisticated 
strategies to help hedge the market, most of these
so-called “hedge funds” are not based around a 
specific hedging strategy.

Hedge funds are pooled funds, aiming to make money 
irrespective of the prevailing market conditions by 
pursuing investments that are outside the traditional 
long-only portfolios of equities and fixed income.

Hedge fund managers have 
discretion to use more aggressive 
trading strategies, with the option to 
invest across stocks, bonds, 
derivatives, options, commodities, or 
even other hedge funds. They may 
invest long, short (benefits as prices 
fall), or a combination of both.

Many of these strategies have a low 
correlation to traditional stocks and 
bonds, which can help improve 
overall portfolio return potential 
compared to more traditional-only 
portfolios.
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Flexibility
Unlike mutual funds, the 
unconstrained investment 
approach offers hedge
funds managers the
opportunity to generate 
positive returns in both rising 
and falling financial markets.

Diversification
As mentioned previously, 
diversification is a crucial 
aspect of portfolio construction. 
Hedge funds can produce a 
return stream with a low 
correlation to traditional assets, 
thus lowering the portfolio’s 
exposure to general market 
movements.

Return Potential
There are not as many 
regulations on hedge funds 
when compared to other 
investment opportunities, such 
as mutual funds; this provides 
hedge fund managers with 
more investment options. As a 
result, hedge funds have the 
freedom to implement more 
aggressive investment options 
across a broad spectrum of 
products to capitalize on 
opportunities as they arise.

Higher Fees
Higher fees are the most often 
cited downside to hedge funds. 
Most hedge funds have a “2 
and 20” fee structure. In this 
structure, investors pay a 2% 
management fee for operations 
of the fund and a 20% 
performance fee for any profit 
above a pre-agreed hurdle 
rate.

Less Liquidity
Hedge funds sometimes invest 
in illiquid assets. To account for 
this, they often have lock-up 
periods or longer redemption 
notice periods relative to more 
traditional public securities.

Less Transparency
Most hedge funds are not 
subject to the same disclosure 
requirements that apply to 
mutual funds as they do not 
advertise publicly. This lack of 
transparency can make it more 
difficult for investors to see 
exactly how their money is 
being invested.

Benefits Drawbacks
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A decade of central bank support has resulted in record-low interest 
rates and the longest bull market in history. This low volatility, utopian 
environment has favoured cheap index-tracking funds and made life 
difficult for those pursuing more complex, expensive strategies.

For years, hedge fund managers have longed for an uptick in market 
volatility, promising outperformance and downside protection once 
markets eventually falter. With volatility and uncertainty now at the 
forefront of the investment landscape once more, is a comeback on the 
cards for hedge funds?

Hedge funds have lost ground to passive balanced 
investments over the past decade

The Future For Hedge Funds
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Generally, hedge funds are run by some of the best 
and brightest investment managers in the business. 
While the fees can often seem high, the recent market 
volatility may well coincide with the re-emergence of 
higher returns for the best performing hedge fund 
managers.
Interest certainly seems to be picking up. Forty-four percent of hedge 
fund investors surveyed by Preqin in June 2020 said they intended to 
increase their commitments to hedge funds over the next year, nearly 
double the proportion from a year ago.

No doubt, this increase in market interest is reassuring, and several 
hedge funds have seen performance soar due to the pandemic-induced 
volatility. However, other strategies have suffered the opposite fate. The 
challenge for all investors is, and always has been, separating the 
hedge fund managers that excel over time from those that don’t.
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Commodities
Commodities are raw materials that are either consumed 
or used to build other products. As you can probably 
imagine, there is an endless list of these resources, but 
all commodities exist within the three categories 
mentioned below.

Commonly traded agricultural products such as wheat 
and coffee as well as livestock.

Metals are divided into traded metals such as copper 
and steel and precious metals such as gold and silver.

This includes commodities such as crude oil and natural 
gas. The oil market alone is larger than all metal 
markets combined with crude oil being the most traded 
commodity in the world.
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How To Invest In 
Commodities
The commodities market has grown significantly since the day’s farmers 
and miners traded products in the local marketplace. In today’s 
innovative markets, commodities are either acquired directly, using 
commodity futures contracts or through investments into commodity ETFs.

Direct Investments
While there is nothing theoretically stopping you from directly purchasing 
barrels of oil or bushels of corn, the impracticality of actual delivery and 
inevitable storage issues has ensured that this logistical nightmare is 
seldom the investment method of choice for private investors.

Commodity Futures Contracts
Commodity traders typically use a brokerage to buy futures contracts. 
These commodity futures are obligations to buy or sell commodities at a 
future date, at a price agreed today. Commodity prices can be extremely 
volatile due to their sensitivity to regional, economic and operational risks. 
As a result, futures contracts are agreed between buyers and sellers to 
hedge this volatility risk. Generally speaking, when someone is investing in 
commodity futures, they’ll never physically take possession of the 
commodity; it is simply used as a speculative or hedging mechanism.

For example, a producer such as a farmer can sell futures contracts to lock 
in a selling price for their crop. Conversely, a consumer can buy futures 
contracts to lock in a purchase price for that crop.

Purchasing An ETF
The cheapest and easiest way to invest in commodities for most private 
investors is to find an ETF that invests in one, some, or even the entire 
commodities market, or ETFs investing in companies dependent on specific 
commodities.
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Although Gold offers a tried and tested currency hedging play and 
the return opportunities on offer across some of the more volatile 
commodities are undeniable, We advise investors to proceed with 
caution.

If you do decide to take an exposure to a specific commodity, be 
mindful of the risks involved. Without a detailed understanding of 
the commodity in question, future price volatility may become all too 
much to bear.

Those who are not well versed in any particular commodity may be 
best served investing in a broad-based commodity fund.

While the volatility of commodities markets may present opportunities, 
this short-term trading approach is best left to the professional 
commodity traders given the speculative nature of the investments.

Despite this volatility, the low correlation to the broader market 
provides diversification benefits. Commodities can also act as an 
effective inflation hedge. Commodities sit at the epicentre of the global 
supply chain, ensuring that commodity prices should also increase
as inflation rises.

Some precious metals function as a store-of-value play with investors 
turning to the likes of gold when there is fear in the market, with gold 
demand spiking as equity markets turn negative.

In summary, commodity investing is cyclical and distinct, with huge 
disparity between the performance of different commodities depending 
on the commodity in question and the time frame selected. 

Why Invest In Commodities?
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A growing consensus among market analysts is that public equity returns may be 
constrained over the coming years by a combination of slowing economic growth and 
relatively high equity valuations.

The recent monetary stimulus has created a challenging landscape for fixed income. 
Once the traditional counter to equity headwinds, the appeal of safe-haven bonds 
has been eroded as central bank purchasing schemes push bond valuations to all 
times highs, all but eliminating their future upside potential for new investors.

This growing volatility and muted upside potential has highlighted the need for more 
than just traditional stocks and bonds when creating a well-diversified portfolio.

Alternative asset classes can provide diversification, offer returns with low correlation 
to other asset classes, reduce volatility, generate reliable income, offer high absolute 
returns, and an inflation hedge. 

Now more than ever, alternative assets play a vital role 
within the investment portfolios of institutional and retail 
investors alike.

Should You Add
Alternative Investments
To Your Portfolio?
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“Focus on progress, not perfection.”

- Bill Phillips
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The Information in this document relates to financial instruments, securities or offers thereof, which are not offered in or
into and may not be accepted in or from the United States, Canada, Australia or Japan or by US persons (as defined
in Regulation S of the Securities Act of 1933). Accordingly, neither the instruments or securities, nor any offer thereof,
have been (i) registered under the US Securities Act, nor under the laws of any state of the United States, (ii) such
instruments or securities may not be offered, sold, resold, pledged or delivered, directly or indirectly, in or into the
United States except pursuant to an exemption from the registration requirements of the US Securities Act, and (iii) such
instruments or securities may be subject to US tax law requirements. No documents contained herein constitute an offer
to sell or a solicitation of an offer to buy instruments or securities in the United States, Canada, Australia or Japan or
to US persons, or in any other jurisdiction in which such an offer or solicitation is unlawful. Persons wishing to accept an
offer must not use the United States, Canadian, Australian or Japanese mails or any means or instrumentality (including,
without limitation, facsimile transmission, telex or telephone) of interstate or foreign commerce or any facilities of a
national securities exchange of the United States, Canada, Australia or Japan for any purpose directly or indirectly
related to the acceptance of an offer. Acceptances or other documents in respect of an offer should not be
postmarked in the United States, Canada, Australia or Japan. All accepting persons must provide addresses outside
the United States, Canada, Australia or Japan for the receipt of any instruments or securities. Further, any holder of
the relevant instruments or securities shall be deemed to have represented to the issuer (i) that such holder is not a US
person and (ii) that such holder is not acquiring such instrument or security for the account of any US person.

Neither the information contained in these pages, nor any opinion expressed, constitute an offer of or invitation to
purchase instruments or securities in any jurisdiction. Any such offer or invitation will only be made in documents to be
published in due course and any such offer or invitation is limited to the information provided in such documents.

All expressions of opinion reflect the judgment of the presenters on the date of the presentation and are subject to
change. You should consult with a professional advisor before implementing any strategies discussed. Content should
not be viewed as an offer to buy or sell any of the securities mentioned or as personalized investment advice.

Different types of investments involve higher and lower levels of risk. There is no guarantee that a specific investment
or strategy will be suitable or profitable for an investor’s portfolio. Asset allocation and diversification will not
necessarily improve an investor’s returns and cannot eliminate the risk of investment losses. There are no assurances that
an investor’s portfolio will match or exceed any particular benchmark.

Not for distribution to U.S. Newswire services or for release, publication, distribution or dissemination directly, or
indirectly, in whole or in part, in or into the United States.
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