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Reasons to Consider Alternatives
Alternatives, which encompasses hedge funds or absolute return strategies, commodities, and real estate, 
have evolved considerably over the past 10-15 years. With equity prices rising, bond yield volatility, and 
uncertainty growing, we think that suitable* investors should consider a small allocation to a basket of 
alternative strategies for the following reasons: 

1. Equities are overvalued. 
Let’s face it. U.S. stocks are overvalued which gives us reason to be cautious. That doesn’t mean we should 
sell everything. Quite the contrary, we are recommending a healthy weight to stocks in the face of positive 
economic and earnings growth momentum. But a prudent investor would own equities and a basket of 
alternatives to help balance risks and protect the portfolio on the downside. 

2. Bond yields are volatile and rising. 
10-year yields surged from a low of 1.36% in July to 2.45% at year-end. While this is a huge increase, do 
you remember in the mid-2000s when 5% yields were the norm? Those were the days. With inflation 
rising and the Fed normalizing policy, we expect rates to drift upward in 2017. To help squeak out some 
positive risk-adjusted returns, many investors should look to add a small allocation to alternatives. 

3. There are diversification benefits. 
How many times have you heard an investment professional recommend a strategy because it is “a diver-
sifier?” What does that mean? Well, diversifiers are good because they are uncorrelated with traditional 
markets. The hope is that when stock or bond prices fall, uncorrelated assets will rise. Of course, the 
opposite is true as well. Over time a portfolio with a diversified group of strategies should perform well, 
while cushioning the downside. Because alternatives are generally uncorrelated to other markets, long-
term investors should consider an allocation. 

4. Alternatives could help balance risk in a period of policy uncertainty. 
This election cycle was an emotional one.  Elections do have some consequences and a shift in economic 
policy is probably underway. But there are both risks and opportunities associated with that change. 
Without more clarity, the diversification effect described above means it could help to own alternatives in 
2017. 
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5. Low fee solutions are available. 
Fees are important. Alternatives, specifically hedge funds, have come under a lot of pressure because of 
their traditionally high fee structures, but the industry has evolved and a growing number of lower-fee 
hedge fund solutions are available to investors. Consider taking advantage of these strategies and build-
ing an alternative portfolio with an eye toward minimizing fees. 

If you have any questions, don’t hesitate to contact your Relationship Team or email us at 
Top5@glenmede.com.

*Many alternative investments are unregistered, illiquid and highly levered, and have considerably more 
risk than traditional market investments. Many products are available only to investors who meet spe-
cific criteria and are able to withstand the risks of such an investment. Please consult your investment 
professional and carefully consider risks prior to investment.
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