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Executive Introduction

Executive Introduction
In recent years, High-Net Worth’s (HNW) and large institutional investors have increased their allocations to alternative
investments as part of multi-asset portfolios. Alternative investments tend to fulfil a different role in a diversified
portfolio than traditional asset classes such as fixed income, gold or stocks, and their returns were historically found
to be less correlated to financial markets performance.
Nowadays, the alternative investment market is broader and includes niche sectors such as fine wine, collectables
(coins, stamps, antiques…) and art. What was once a unique asset class serving only HNW individuals now serves a
broader range of investors. The growing interest in these relatively modern alternative investments is creating new
opportunities for retail investors and gaining exposure this asset class has now become easier.
The potential return characteristics of these assets naturally makes them long-term investments and fit well into
investment planning. However, it is of the utmost importance for investors to conduct rigorous research before
selecting a basket of alternatives to match their specific requirements.
Nowadays, equity & fixed income are still expected to form the backbone of any investment portfolio, but their share
of the portfolio has shifted down to make space for those high-quality alternative investments - whose returns are less
correlated to traditional asset classes.
The benefits of allocating to alternative investments can be classified into three kinds:
1. Diversification
2. Hedge against market volatility
3. Enhanced returns.
Allocating some alternative investments to an equity/fixed income centric portfolio reflects investors’ need to reduce
their exposure to assets whose performance is directly linked to the economic cycle.
In a world of low interest rates, consistent higher returns are harder to come by. In their quest for alpha, some leading
institutional investors have expanded their investment focus to include diversified sources of return from alternative
investments such as hedge funds, real estate, or private equity. Back in 2001, for example, Yale Endowment, the
second largest endowment fund in the world, had 35% of its capital invested in alternative assets, limited to traditional
alternatives such as private equity and real estate.1 Today that share has increased to 50% and their investment
portfolio incorporates other important types of alternative investments such as natural resources, venture capital
and leverage buyouts.2 According to “Ultra HNW investors – Coming of age”, a report conducted by KKR, alternatives
allocation also appeared to be significant among ultra HNW individuals, with almost 46% of their client allocating to
alternatives.3
In this report, we will provide evidence and make the case that allocation to alternative investments, and particularly
to fine wine, not only can improve overall return of a portfolio, but also increases stability and reduces volatility.
Investing in a different mix of alternatives provides different risk/return profiles, with exposure to hedge funds and
fine wine combined with stocks and bonds providing the highest risk-adjusted return.
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Definition of Alternative Investments

Key Points in this report:
•

Alternatives have been on the rise, with a broader range of alternatives included in leading institutional investors’
portfolio.

•

Whilst it has similar level of return performance to equity, fine wine was found less volatile than other major
alternatives.

•

Major alternatives performed poorly in 2018 as concerns for a volatile economic environment ahead remained, but
fine wine low correlation to other asset classes and stable price performance seem to provide resilience in times of
market stress.

•

The addition of fine wine in a traditional diversified portfolio comprised of equity and bond results in superior riskadjusted returns.

•

Investing in a different mix of alternatives provides different risk/return profiles. A portfolio with exposure to hedge
fund and fine wine combined with stocks and bonds provided the highest risk-adjusted return in our analysis.

Definition of Alternative Investments
As the name implies, alternative investments represent an alternative to conventional asset classes such as equity or
fixed income. They generate diversified sources of return that are less correlated to traditional financial markets. In
general, there are two types of alternative investments. The first type involves investing in non-financial assets, such
as real assets; the second type is represented by investment strategies that use an alternative approach to invest in
traditional assets, such as the use of leverage and short-selling of equities.4 Common investments under this category
include hedge funds, private equity, and arbitrage and distressed funds.
Investors who are considering allocating into alternative investments need to find answers to the following key
questions
1.
2.
3.
4.

What types of investment are available in the alternative investment market?
What kind of role do alternatives fulfil in an investment portfolio?
How to invest in alternatives?
Does this help achieve the investment objective of portfolio?

Although alternatives have become more common among institutional investors and HNW/UHNW, many other
investors have yet to fully understand them. Research shows that alternative investments could offer investors an
additional source of performance, improve their overall risk/return profile and help build portfolio resiliency to
market shocks. However, there are also challenges to investing in alternatives, including barriers to entry, lack of
transactional data, valuing the investments, liquidity and access to invested capital and the potentially higher costs
of due diligence, management and transaction. It is important to develop a better understanding of the alternative
investment market in general and being aware of these considerations may help investors select an alternative
allocation strategy that is best aligned with their objectives and risk appetite. To this end, we are going to cover the
major types of alternatives in detail as well as the role they play in a portfolio in the following sections.
5
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Alternative Investment: Hedge Fund

Hedge Funds
There is a perception that hedge funds are only available to sophisticated investors who have sufficient funds or meet
a minimum net-worth threshold and there is little understanding on what role hedge funds can play in a portfolio.
As a distinct asset class, hedge funds generate returns in a way that should be relatively independent of equity and
fixed income performance. Exposure to hedge funds can help diversify a portfolio comprised of equity, bonds (and
other alternatives), but also entails significant risk. Given their relatively unregulated status, hedge funds can invest
in a wider range of financial instruments than mutual funds and are able to benefit from both up and down moves in
markets using a variety of sophisticated investment strategies.
Generally, hedge funds are classified by strategies, each designed to take advantage of certain market opportunities.
To better capitalise on such opportunities, a hedge fund typically uses a combination of sophisticated approaches to
achieve return and risk objectives. In this pursuit, hedge funds are frequently leveraged (borrow to invest) and may
adopt riskier strategies that may incur significant investment losses.

Exhibit 1: Hedge Fund
Volatility varies with different investment strategy 2003-2018
Fixed income arbitrage
Long-short
Event driven
Equity Neutral
Global Macro
0.00%

1.00%

2.00%

3.00%

4.00%

5.00%

6.00%

Data as of Dec. 2018. Source: CISDM

Common hedge fund strategies include Equity market neutral, Fixed income/Equity arbitrage, Distressed securities,
Global macro, Event driven, Long-short equity and Algorithm trading (not an exhaustive list). As with any investment,
high returns often come with varying risk levels. To better understand the difference in volatility levels entailed in
hedge funds, we compared the volatility of various hedge fund investment strategies over the period 2003 -2018
(see Exhibit 1). As expected, the volatility level varies by investment strategy, with Equity Neutral exhibiting the lowest
volatility and Long-Short Equity strategy the highest. Historical performance also shows each hedge fund strategy
behave very differently in various economic environments. Thus, investors who wish to capture the full benefits of
hedge funds in a portfolio need to understand how the strategy is expected to behave within a portfolio. Distinguishing
among different hedge fund strategies and their characteristics is crucial and is very often left to professional asset
managers via fund of funds, who invest in a variety of hedge funds, via fund of funds, to provide diversification.
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Alternative Investment: Real Estate

Real Estate
For individual investors, real estate investing usually refers to the ownership of land or property with the expectation
of earning stable income from a lease with a tenant and benefit from value appreciation. One potential advantage
of global real estate investing is that geographical diversification is available (at a price) through owning properties
in different locations, property values in different countries can have low correlation; for institutional investors, real
estate may include a broader range of property sectors, such as offices, industrial and commercial. Investors may
engage in real estate through direct ownership or indirect investment in pooled funds. However, investing in some
property sectors requires specialised knowledge as they might be subject to intense speculation and specific risks.
Historical performance shows that real estate tends to have a higher correlation with equity and economic cycles
compared to other types of alternatives, suggesting its diversification benefits may be limited, as can be seen in
Exhibit 2.

Exhibit 2: Real Estate - MSCI real estate index vs. GDP growth
Real Estate largely affected by market and economic factors
60.0%

5.00%

50.0%

4.00%

40.0%

3.00%

30.0%

2.00%

20.0%
10.0%

1.00%

0.0%

0.00%

-10.0%
-20.0%
-30.0%

2008
Financial Crisis
led slowdown
in economy

-1.00%

2009
GDP Growth:
-1.73%

-2.00%

MSCI Real estate index

MSCI World index

2018

2017

2016

2015

2015

2013

2012

2011

2010

2009

2008

-4.00%

2007

-50.0%

2006

-3.00%

2005

-40.0%

GDP Growth

Source: World Bank Group, MSCI, as of 31. Dec. 2018

7

Cult Wines | wineinvestment.com

Alternative Investment: Commodity

Commodity
Potential advantages of commodity investing are inflation protection combined and additional returns. Broadly
speaking, there are two ways to investing in commodities:
1. Direct commodity investment involves the cash purchase of physical commodities – barrels of oil, agricultural
products and metals - or exposure to changes in market values through derivatives, such as futures.
2. Indirect commodity investment involves the purchase of commodity-related equities and bonds, which
represent claims on the income of companies specialising in commodity production or trading.
However, such investment does not always reflect changes in the price of the underlying commodities, which is a
challenge for investors trying to capture the full benefits of commodity investment.5

Exhibit 3: Commodity
Diversification does not guarantee against investment loss
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Data as of Dec. 2018. Source: Bloomberg, Liv-ex and S&P 500

As Exhibit 3 shows, historical performance of commodity, as represented by Bloomberg Commodity Index in this
report, has not been largely influenced by equity returns during post-crisis period. That said, the relatively lower
correlation between commodity and equity is an indication that commodity could offer diversification benefits in a
portfolio comprised of equity and bond. However, such diversification benefits do not necessarily translate into an
attractive return.
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Alternative Investment: Commodity

Between 2008 and 2018, although it may look counterintuitive from the graph (Exhibit 3), the correlation between
Commodity and Equity was 0.54, while fine wine’s correlation with equity was only 0.22. However, what matters
to investors the most is the relative performances of these asset classes, with fine wine returning 6.1%, while
Commodities returned a negative 7.6% on an annualised basis.
Collectively, changes in economic conditions and a slow-growth environment do not necessarily imply negative
performance for all investments. But, for Real Estate and Commodity whose performance is closely linked to business
cycle, investing in the late stage of this cycle could mean limited growth and potential losses for investors.
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Alternative Investment: Art

Art
The motivation for acquiring art is often more emotional than financial. People initially purchase art simply because
they derive pleasure from it. More recently, concerned about the stability of traditional financial assets, investors
started to consider art as an alternative that could provide diversification benefits in a portfolio.
To art investors, illiquidity is often less of a concern as they are well aware that the secondary market for art investment
can be unreliable. Art appears to be difficult to value and the lack of transactional data makes art investment
performance hard to measure.
Additionally, art is primarily sold through private transactions or auctions therefore realised price upon sale might be
very different from estimated value. There are some art market indices available (with varying degrees of reliability)
which allowed us to compare the performance of art to different alternatives. It is interesting to find that price returns
vary by different art categories. For example, the 5-year (2012 - 2017) CAGR of European Old Masters and Global
Impressionist Art, which are considered as safe haven assets within art investing, was 1.72% and -0.78% respectively,
while the relatively riskier Contemporary Art returned the higher CAGR of 4.09%.6
During the same period, fine wine, as represented by Liv-ex 1000, returned 5.8%. Within Liv-ex 1000, Burgundy 150
delivered 8.61% in returns, while Bordeaux 500 returned 4.95%. This suggests that the inclusion of art and fine wine
in an overall portfolio provides additional return potential. But the investment performance may vary depending on
certain category/region selection within both art and fine wine. (See Exhibit 4)

Exhibit 4: Art - 5 Yearª CAGR
Art vs. Fine Wine
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Alternative Investment: Art

Before considering allocations to certain type of alternatives, investors will want to develop a basic understanding of
the correlation between alternatives and financial markets.
According to “Profit or Pleasure”, a report conducted by Barclays, art was found highly correlated with the broader
financial markets, further suggesting its diversifying benefits may be limited.7 In fact, the art market experienced a
downturn and the prices of most categories of art dropped significantly during 2008 financial crisis. And later in the
post-crisis period, just like equities, the art market rebounded strongly.
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Alternative Investment: Fine Wine

Fine Wine
As a tangible asset that shares many characteristics with major alternatives, fine wine can be an attractive option
proven to be un-correlated with the core financial markets. The wine market is constantly evolving; more information
is available to collectors than ever before –including a wealth of statistical data – upon which to base investing
decisions.
For fine wine investors, different investment horizons lead to different return drivers. Investors with shorter term
investment objectives focus more on price fluctuations linked to unexpected rescoring of a certain vintage or critic
score publication, while investors with a longer-term view tend to put more emphasis on sustainable factors like
quality consistency of wine producers or improved brand awareness. Furthermore, the potential return characteristic
of fine wine makes it suitable for long-term investments.

Typically, the value of a bottle of fine wine reflects a number of key factors:

• Supply and Demand
• Brand
• Producer History
• Vintage Quality and Production
• Critic Score
• Drinking Window
• Comparative price analysis
• Scheduled re-scoring

Taking a further look at the factors above, fine wine can offer a range of investment characteristics with varying risk
levels. Importantly, the fundamentals of fine wine investing in fact come down to two factors: supply and demand. As
fine wine matures and improves with age, it becomes more desirable – and therefore valuable – over time, while the
consumption of fine wines increases the rarity of certain vintages, pushing the price up as more investors seek out
fewer bottles. Vintage quality variation also has an impact on long-term performance of fine wine.
However, investment strategy such as simply choosing a good vintage from a good producer may prove less effective
as the market efficiency improves. Put simply, increased market efficiency could mean less opportunities for investors
who wish to gain from pure speculation on the market. Thus, specialised knowledge of the industry and a deeper
understanding on a niche sector of alternative investments such as fine wine or art have become more compulsory
at this stage.
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Alternatives: Fine wine is less volatile than investors think

Alternatives

Fine wine is less volatile than investors think
To investors, alternatives may be perceived as a stand-alone group of asset classes that share common features
and are more volatile than stocks and bonds. True, alternatives illiquidity in nature and the generally long-term
capital commitment needed have made them difficult to access and to exit. Lack of transactional data could also
be a challenge. But the historical performance of these alternatives may not suggest the same conclusions as many
investors think, and different alternatives display different risk/return profiles.
As most alternatives performed negatively in 2018, fine wine remained strong and delivered a return of 9.2% in
contrast with -13.8% and -4.8% for commodity and hedge fund respectively (Exhibit 5). Taking a broader exposure
may be more profitable and careful asset class selection will be crucial.

Exhibit 5: Performance comparison between post-crisis and 2018
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As can be observed in Exhibit 6, some alternatives experience greater volatility in generating return than equity, while
some others exhibit far less volatility than equity and fixed income. For example, hedge funds, as represented by
CISDM Equal Weighted Hedge Fund Index, delivered a similar level of return to S&P 500 but with far lower volatility
in the 2003 – 2018 period. Commodities, on the other hand, showed the lowest return (-4.65%) with higher volatility
(22.64%) during the same period.
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Alternatives: Fine wine is less volatile than investors think

Exhibit 6:
Among alternatives, Fine wine delivered the similar level of return but with much lower volatility
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When comparing volatility and return of fine wine to other major alternatives, one can conclude that the addition
of fine wine or hedge funds to an investment portfolio over the last 15 years would have yielded better results than
simply diversifying across all other major alternatives.
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Fine Wine

Consistent low correlation with equity markets
In an investment context, correlation provides useful information on portfolio diversification. The lower the correlation
to other asset classes, the higher the diversification benefits these assets offer. For investors whose primary goal is to
seek for diversified sources of return and minimise total risk, consistent low correlation is optimal.
As shown in Exhibit 7, correlation between bonds and equities returns is flat to negative as these generally tends
to move in opposite directions. Turning to alternative investments, although both real estate and commodity
diversification benefits improved in recent years (decreased correlation over 2015-2018 period), their correlations at
0.53 and 0.34 remain relatively high. By contrast, fine wine’s correlation with S&P 500 has only increased marginally
compared to the previous 5-year period (2009 – 2014) but remained the lowest among major alternatives.

Exhibit 7: Correlation of Key Asset Classes with the S&P 500
1.00
0.80

0.80

0.80

0.84

0.61
0.60

0.53
0.34

0.40
0.20

0.09

0.12

0.00
-0.01
-0.20
-0.19

US Investment
Grade Bonds

FTSE REITs

Commodity

2009-2014

Hedge Fund

Fine Wine

2015-2018

Data as of Dec. 2018, Source: S&P, FTSE, Morningstar, CISDM, LIV-EX
Hedge Fund - as represented by CISDM Equal Weighted Hedge Fund Index

In particular, correlation between commodities and equities has varied dramatically over the last 10 years, ranging
from 0.34 to 0.61 whereas fine wine’s correlation is consistently low, suggesting fine wine can provide very effective
diversification benefits.
Moreover, we find that fine wine outperformed both S&P 500 and commodities during the equity market downturn of
2008. This supports the view that the introduction of fine wine into a traditional portfolio results in higher returns and
protection against volatility over a long period. All told, fine wine as an asset class enhances diversification, reduces
risk and increases return.
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How the addition of fine wine improves
portfolio performance?
Many investors that hold a diversified portfolio comprised of equity, fixed income and major alternatives have
experienced rising volatility in generating returns and suffered significant portfolio losses in the recent few months,
as global political and macro concerns weighed on the financial market. In 2018, hedge fund, real estate and
commodities all delivered negative performance. Hedge funds, in particular, suffered the worst year since 2011,
with Hedge Fund Research’s main index8 down 4.75% last year. Part of the decline can be attributable to increased
investor’ redemptions as concerns for further spikes of volatility in financial markets remained.
Moreover, less predictable and unstable correlations between alternatives and equities have left investors with
fewer reliable portfolio diversifiers. Such uncertainty regarding correlations is leading investors to consider other
alternatives such as fine wine that may provide different sources of return and downside protection during market
sell-offs. As we look at the recent performance of fine wine, we are very optimistic that the inclusion of fine wine in a
portfolio could result in effective diversification and excess returns (alpha).
In order to understand how fine wine impacts risk and performance in a diversified portfolio, we created a variety of
portfolios and back tested these over the more recent 3-year and 10-year periods.
We describe and share our results below, and we believe that they may provide investors useful insight on how to
choose the right mix of alternatives.
When it comes to portfolio construction, there is no single formula to build a comprehensive, diversified allocation
to alternative investments – one needs to take into account investors’ unique liquidity, return objectives and varied
time horizons. Depending on an investor’s return objective and tolerance for risk, the selection of asset class will
vary dramatically. Exhibit 8 reveals significant differences in total volatility for each stand-alone alternative, with
commodity exhibiting the highest volatility and fine wine the lowest in both short term and long term.

Exhibit 8: Asset Class Volatility over 3 and 10 years
Asset Class

Volatility s.d. % 3-year

Volatility s.d. % 10-year

Commodity

15.59

19.34

Hedge Fund

4.14

5.49

Real Estate

12.65

19.24

Fine Wine

3.7

4.18

Exhibit 9 (1A- 1E) & Exhibit 10 (1A-1E) show the risk/return profiles of 5 portfolios we designed for our analysis for the
2015-2018 and 2009-2018 period respectively.
We include a traditional 60/40 equity/bond portfolio (1B) and four other portfolios with equal exposure (30%) to
different alternatives (e.g. commodity, hedge funds, real estate and fine wine).
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Exhibit 9: Alternatives Portfolio Performance 2015-2018

With Multiple Alternatives

With One Alternative

EQUITY

BOND

COMMODITY REAL ESTATE HEDGE FUND FINE WINE

SHARPE RATIO
0.89
0.89

VOLATILITY (S.D.)

1A

60%

10%

-

-

-

30%

1B

60%

40%

-

-

-

-

0.40

1C

60%

10%

-

-

30%

-

0.37

1D

60%

10%

-

30%

-

-

0.35

1E

60%

10%

30%

-

-

-

2A

50%

10%

-

-

10%

30%

2B

50%

10%

-

10%

-

30%

0.89

6.63

2C

50%

10%

10%

-

-

30%

0.85

6.45

2D

50%

10%

-

20%

20%

-

2E

50%

10%

13%

13%

13%

-

2F

50%

10%

20%

-

20%

-

6.83

8.63%

6.44

5.05%

7.64
9.35
9.32

0.22

0.93

0.34

0.24

5.32%
5.82%
4.58%

6.10

7.98
0.29

RETURN

8.20%
8.40%
7.98%
5.20%

8.10

4.80%

7.90

4.40%

Source: S&P, FTSE, Bloomberg, CISDM, Liv-ex

As shown in Exhibit 9 (1A – 1E), with the exception of the commodity-exposed portfolio, all portfolios with exposure
to alternatives have seen total return improved compared to the traditional portfolio.
As discussed previously in this report, the inclusion of alternative investments tends to result in higher return and
lower volatility. However, during the period 2015 -2018, this statement only holds true when return is not adjusted
for risk (Sharpe ratio in Exhibit 9).
When adjusted for risk, only the portfolio including fine wine delivered higher risk-adjusted return, as demonstrated
by Sharpe ratio of 0.89 vs 0.4 for the traditional portfolio (a measure of risk adjusted returns define by returns per unit
of risk). From a return perspective, the portfolio with allocation to fine wine (Exhibit 9 – portfolio 1A) outperformed
all others over the short term but came second to the portfolio diversified into real estate over the long term (Exhibit
10 – portfolio 1C).
However, the portfolio allocating to fine wine delivered the highest risk-adjusted return across both periods when
measured by its Sharpe ratio in both periods. The higher the Sharpe ratio, the more returns the investment generate
per unit of risk. In essence, fine wine additional returns were achieved with lower risk.
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What happened to the portfolios when another alternative is
added? (3-Year vs.10-Year)
Just as owning one stock does not result in effective diversification, it is reasonable to suggest that an investor should
include more than one alternative to fully capture the diversification benefits of the sector.
The benefit of including a diversified mix of alternatives is further illustrated in Exhibit 9 (2A – 2F) & Exhibit 10 (2A –
2F).
We applied the same methodology as above by constructing theoretical portfolios with various allocations of alternative
investments and back tested their performance for the 2015-2018 & 2009-2018 periods. The ones highlighted in blue
show improvements in Sharpe ratios, demonstrating excess risk/returns due to change in allocation. (see Exhibit 10)

With Multiple Alternatives

With One Alternative

Exhibit 10: Alternatives Portfolio Performance 2009-2018

COMMODITY REAL ESTATE HEDGE FUND FINE WINE

SHARPE RATIO

EQUITY

BOND

1A

60%

10%

-

-

-

30%

1B

60%

40%

-

-

-

-

1C

60%

10%

-

30%

-

-

1D

60%

10%

-

-

30%

-

1E

60%

10%

30%

-

-

-

2A

50%

10%

-

-

10%

30%

0.77

2B

50%

10%

-

10%

-

30%

0.75

2C

50%

10%

-

20%

20%

-

0.62

2D

50%

10%

10%

-

-

30%

0.59

2E

50%

10%

13%

13%

13%

-

2F

50%

10%

20%

-

20%

-

0.75
0.64

VOLATILITY (S.D.)
8.34
8.20
13.02

0.60
0.37

9.54

RETURN
8.88%
7.80%
10.52%
8.58%

12.20

0.20

0.44
0.30

7.50
8.50
10.90
8.20
10.90
10.30

5.10%

8.40%
9.00%
9.40%
7.23%
7.40%
5.80%

Source: S&P, FTSE, Bloomberg, CISDM, Liv-ex

When hedge funds and fine wine were both added to a benchmark portfolio of US stocks and bond, the Sharpe ratio
of the portfolio more than doubled from 0.4 to 0.93 in the short term making it the best portfolio for risk adjusted
returns. When we extend the evaluation period from 3-year to 10-year, the diversified portfolio allocating to fine wine
and hedge funds still delivered the highest Sharpe ratio, suggesting the inclusion of the right mix of alternatives can
provide return improvement to portfolios (Exhibit 9 – portfolio 2A & Exhibit 10 – portfolio 2A). This improvement can
be explained by fine wine’s consistently low correlation with equity, bond and other major alternatives. All in all, the
inclusion of fine wine can provide diversification and increase return thus improving the Sharpe ratio of a portfolio.
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Conclusion
Further outside of the realm of traditional alternative investing, we continue to see an increased interest for other nonconventional alternatives, such as fine wine, art or collectibles. The past few years have brought considerable change
to these niche asset classes as price transparency for these investments greatly improved.
Alternatives allocation has become more common in the wealth management industry, though alternatives allocation
may have mixed results depending on the objectives. Our research makes a strong case for the addition of fine wine
to more traditional portfolios: its low correlation to other asset classes (including other alternatives) and the excess
returns generated indicate that exposure to fine wine provides resilience in tough market conditions combined with
the opportunity for capital appreciation.

Notes:
1.
2.
3.
4.
5.
6.
7.
8.

“Yale Endowment update”, The Yale Investments Office, 2001.
“Yale Endowment update”, The Yale Investments Office, 2018.
“The Ultra High Net Worth Investor: Coming of Age”, KKR publication, 2017.
“What are Alternatives”, Alternative Investments Education Centre, Blackrock.
Institute, CFA Program Curriculum Level III Vol. 5 – Commodity Investments, available from VitalSource.
“Art & Finance Report 2017” – Section 4 Art as an investment, Deloitte & ArtTactic.
“Profit or Pleasure, Exploring the Motivations Behind Treasure Trends”, Wealth Insights Volume 15, Barclays, 2015.
Hedge Fund Research Weighted Composite – A global, equal weighted index of over 1400 single-manager funds
across strategies.

Appendix: Exhibit 1A
Correlation
2013-2015

S&P 500

Bond

Commodity

HF

Real Estate

Fine Wine

S&P 500

1.00

-0.01

0.29

0.87

0.40

-0.11

Bond

-0.01

1.00

-0.33

0.09

0.73

-0.18

Commodity

0.29

-0.33

1.00

0.39

-0.29

-0.02

HF

0.86

0.11

0.40

1.00

0.33

-0.08

Real Estate

0.40

0.73

-0.29

0.35

1.00

-0.06

Fine Wine

-0.11

-0.18

-0.02

-0.10

0.06

1.00
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Appendix: Exhibit 1B
Correlation
2015-2018

S&P 500

Bond

Commodity

HF

Real Estate

Fine Wine

S&P 500

1.0

-0.18

0.38

0.86

0.60

0.22

Bond

-0.2

1.00

-0.25

-0.15

0.35

0.03

Commodity

0.4

-0.25

1.00

0.52

0.15

-0.11

HF

0.9

-0.07

0.49

1.00

0.47

0.25

Real Estate

0.6

0.35

0.15

0.51

1.00

0.21

Fine Wine

0.2

0.03

-0.11

0.17

0.21

1.00

Appendix: Benefits and Challenges of investing Alternatives
Alternatives

Benefits of Investing

Challenges/Risk

Real Estate

•
•
•

•
•
•
•

Diversification
Relatively stable income return
Relatively low volatility (if holding direct
real estate)

•

Substantial initial investment
Mismatch between pricing and valuation
Limited transactional information
Similar level of volatility to equity (if
invest in REIT)
Involve substantial operational and
maintenance fees

Commodity

•
•

Diversification
Inflation protection

•
•

Volatility
Risk in losing more than initial amount
invested (derivatives)

Hedge Funds

•
•

Less correlation to financial markets
Diversification across multiple hedge
fund strategies available

•
•
•

Long-term commitment required
Unfamiliarity with different strategies
Management Fees

Fine Wine

•
•
•
•

Less correlated to equity market
Tangible asset
Unique supply and demand mechanism
Tax-efficient

•
•
•

Difficult to secure allocation
Liquidity
Market still in early stage of development

Art

•
•

Diversification
Favourable tax treatment

•
•
•
•
•

Liquidity
Price discovery
Limited market data
Price realisation
Unregulated market
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