RESEARCH () CAPITAL

CORPORATION

Enhancing Portfolio Performance with Alternative Investments -

Part 1

In today's dynamic financial landscape, investors are increasingly turning to alternative
investments to boost portfolio returns and enhance diversification. This article explores how
mutual funds and ETFs focused on gold, long/short equity strategies, commodities, and

currencies, can be powerful tools for investors seeking to optimize their portfolios.

These are some of the crucial tools | have been implementing in my own client portfolios
within the alternative investment space to varying degrees, depending on risk tolerance and

financial objectives of the client’s investment account.

The Case for Alternative Investments

Traditional balanced portfolios, typically consisting of a mix of stocks and bonds, have long
been the cornerstone of investment strategies. However, in an era of market volatility and
interest rates volatility, these conventional approaches may fall short of meeting investors'
goals. Alternative investments offer a solution by providing exposure to assets and strategies

that often have low correlation with traditional investments.

Key Alternative Investment Categories

Gold: A Time-Tested Safe Haven

Gold has historically been viewed as a store of value and a hedge against economic

uncertainty. Investors can gain exposure to gold through ETFs that track the price of gold or



mutual funds that invest in gold mining companies. Gold's low correlation with stocks and

bonds makes it an attractive portfolio diversifier.

Benefits of Gold in a Portfolio:

o Potential protection against inflation
o Safe-haven asset during economic turmoil

o Low correlation with traditional asset classes

Long/Short Equity: Capitalizing on Market Inefficiencies

Long/short equity strategies aim to profit from both rising and falling stock prices. These
strategies can potentially generate returns in various market conditions and offer reduced

market exposure compared to long-only equity investments.

Advantages of Long/Short Equity:

o Potential for positive returns in both bull and bear markets
o Reduced market exposure (beta)

o Ability to capitalize on overvalued and undervalued stocks

Commodities: Tapping into Global Economic Growth

Commodities provide exposure to the global economy's physical underpinnings, including
energy, metals, and agricultural products. Commodity-focused mutual funds and ETFs can

offer diversification benefits and potential inflation protection.

Roles of Commodities in a Portfolio:

o Diversification from traditional financial assets



o Potential hedge against inflation

o Exposure to global economic growth trends

Currencies: Navigating Global Monetary Policies

Currency investments can provide opportunities to profit from global economic imbalances
and differing monetary policies. Currency ETFs and mutual funds offer exposure to foreign

exchange markets without the need for direct forex trading.

Benefits of Currency Investments:

o Diversification from domestic currency risk
o Potential to profit from global economic trends

¢ Low correlation with traditional asset classes

Low Correlation: The Key to Enhanced Diversification
One of the primary benefits of alternative investments is their typically low correlation with
traditional balanced portfolios. This characteristic can help smooth overall portfolio returns

and potentially reduce risk.

Correlation Benefits:

o Improved portfolio diversification
o Potential for enhanced risk-adjusted returns

e Reduced overall portfolio volatility

Implementing Alternative Investments in Your Portfolio

When incorporating alternative investments, consider the following approach:



1. Assess Your Risk Tolerance: Alternative investments can carry unique risks, so it's
crucial to understand your risk appetite.

2. Start Small: Begin with a modest allocation, typically 10-20% of your portfolio, to
alternative investments.

3. Diversify Within Alternatives: Spread your alternative allocation across different
categories to maximize diversification benefits.

4. Choose Liquid Options: Opt for mutual funds and ETFs that offer daily liquidity,
allowing for easier portfolio management.

5. Monitor and Rebalance: Regularly review your alternative investments and

rebalance as needed to maintain your desired asset allocation.

Potential Drawbacks and Considerations
While alternative investments offer significant benefits, they also come with potential

drawbacks:

o Higher fees compared to traditional index funds
o Potential for underperformance in certain market conditions

o Complexity in understanding some alternative strategies

Conclusion

Alternative investments, accessed through mutual funds and ETFs, can be powerful tools for
enhancing portfolio returns and diversification. By carefully incorporating gold, long/short
equity, commodities, and currencies into a traditional balanced portfolio, investors can
potentially improve their risk-adjusted returns and better navigate various market conditions.
As with any investment decision, it's crucial to conduct thorough research and consider
consulting with a financial advisor to determine the most appropriate alternative investment
strategy for your individual financial goals and risk tolerance. In the next article we will discuss

further accessing alternative investments with structure notes and private investments



through mutual funds and ETFs. These are additional strategies that | have been utilizing or

will be utilizing going forward for client portfolios.

If you want to explore post-retirement goals aimed at creating healthy and balanced financial

strategies, please contact me at wwoo@researchcapital.com.
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