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BREAKING: Dow, S&P turn negative; consumer staples, utilities lead declines ×

Stock market got you down?
Take a look at the alternatives
Sarah O'Brien, special to CNBC.com
Published 9:27 AM ET Mon, 8 Feb 2016 | Updated 1:56 PM ET Mon, 8 Feb 2016

If you're disappointed with your portfolio's returns and are looking for
other options, there are alternative investments. Literally.

So-called alternative investments are generally defined as anything
that falls outside traditional stock and bond investments and whose
role is to potentially zig when the broader markets zag. The goal is to
mitigate portfolio volatility, hedge against downsides and boost
portfolio returns in a way that is not tied directly to the stock market's
performance.

"Stock and bond returns will be strained for the next three to five years,
so it makes sense to [consider] other sources of returns," said certified
financial planner Mark Wilson, chief investment officer for The Tarbox
Group. "But be aware of what kind of risk you are adding to your
portfolio."

The stock market, as measured by the Standard & Poor's 500 index,
gained a meager 1.2 percent last year (including reinvested dividends).
And so far this year, the S&P is in negative territory.

The bond market's returns, meanwhile, have languished in the range of
1 percent to 2 percent for at least five years. And although the Fed
raised its benchmark interest rate in December, returns on bonds won't
change much.

While risk is definitely involved with alternatives, not all are more risky
than stocks. And some are more easily understood than others.

MOST POPULAR

INVESTMENT STRATEGIES
FA HUB  ADVISOR COUNCIL  ACTIVE/PASSIVE  ADVICE & ADVISOR  FA PLAYBOOK  INVESTMENT STRATEGIES  INVESTOR TOOLKIT











Gold is a portfolio hedge: Head of
investments  
9:44 AM ET Mon, 22 Feb 2016



1. Trump's tax reform
plan would
dramatically lower
rates for businesses,
some individuals

2. Pending home sales
drop 2.6% in August;
Top Realtors
economist warns
housing market
'stalled'

3. GOP tax plan could
trash the value of
two popular tax
breaks

4. Stop sugarcoating
the housing market:
Economist warns
that buyers face
increasing troubles

5. I ate a $2,000 pizza
— and I want it again

 
  

MENU
  

https://www.cnbc.com/2017/09/27/us-markets.html
https://www.cnbc.com/quotes/?symbol=.SPX
https://www.cnbc.com/investment-strategies/
https://www.cnbc.com/financial-advisors/
https://www.cnbc.com/cnbc-digital-financial-advisor-council/
https://www.cnbc.com/active-or-passive/
https://www.cnbc.com/advice-and-the-advisor/
https://www.cnbc.com/financial-advisor-playbook/
https://www.cnbc.com/investment-strategies/
https://www.cnbc.com/investor-toolkit/
https://www.cnbc.com/video/2016/02/08/gold-is-a-portfolio-hedge-head-of-investments.html
https://www.cnbc.com/2017/09/27/trumps-tax-reform-plan-would-dramatically-lower-rates-for-businesses-some-individuals.html
https://www.cnbc.com/2017/09/27/pending-home-sales-drop-2-point-6-percent-in-august-top-realtors-economist-warns-housing-market-stalled.html
https://www.cnbc.com/2017/09/26/gop-tax-plan-could-trash-the-value-of-two-popular-tax-breaks.html
https://www.cnbc.com/2017/09/26/stop-sugarcoating-the-housing-market-economist-warns-that-buyers-face-increasing-troubles.html
https://www.cnbc.com/2017/09/27/i-ate-a-2000-pizza--and-i-want-it-again.html
https://www.cnbc.com/markets/
https://www.cnbc.com/video/
javascript:void(0),
https://www.cnbc.com/


9/27/2017 Stock market got you down? Take a look at the alternatives

https://www.cnbc.com/2016/02/08/stock-market-got-you-down-take-a-look-at-the-alternatives.html 2/5

Wilson explained that, given how poorly the bond market is doing, his
firm has moved fixed-income assets for some clients into other
investments.

"We're taking a risk, but we don't expect [that risk] to be as high as the
stock market," he said.

One alternative his firm increasingly has been using is called an interval
fund. These operate largely like traditional mutual funds but invest in
less-liquid asset classes, such as reinsurance or various real estate
opportunities. And there are only certain times you can buy into the
fund or unload your shares (thus, the "interval" tag).

Wilson's firm uses, for example, a reinsurance fund through Stone
Ridge Asset Management, which generally offers such funds only to
registered investment advisors.

"I'd be very careful of trying new strategies
just because they're new. If it doesn't fit into
the strategic framework of the ... portfolio, it
really doesn't make much sense to do it."
-Shon Anderson, president and chief wealth strategist at Anderson Financial Strategies

But, Wilson said, "I think this type of fund will become more widely
available over time."

Basically, reinsurance is insurance for insurance companies. Just like a
person buys homeowner's insurance so he or she isn't bankrupted by a
destroyed house, insurance companies buy insurance to protect
themselves against being unable to cover claims in the event of a
catastrophe. And even those reinsurers buy some kind of coverage.

In simple terms, reinsurance allows the risk to be spread out among
insurers rather than borne by just one company. While there is no
guarantee of a return, funds that invest in reinsurance are uncorrelated
to the stock market.

And in the event of a catastrophe, such as a hurricane or tsunami, a
complicated system of contracts among insurance companies allows
huge claims resulting from a catastrophe to be absorbed by many
insurers on a global scale.

"The risk is that there would be a string of disasters in any given year,"
said Jeff Nauta, a CFP and principal with Henrickson Nauta Wealth
Advisors. "If you were only exposed to, say, hurricanes in Florida, or to
only a tsunami in Japan, or only a plane crash, that would come with
significant risk," he said, adding, "But if [the risk] is spread out … the
odds are that all of those catastrophes won't happen in any one year."

Nauta explained that if there is an insurance event, the yield drops. "But
in general, we expect about an 8 percent return," he said. "And it has a
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low correlation [to the market] and is easy to understand."

Also found in the insurance investment space are life settlements.
These involve the sale of a life insurance policy to a third party, typically
an investment company. The policy owner gets a cash payment in
exchange for surrendering the policy to an investor who takes over
paying the premiums and gets the death benefit when the original
owner passes away.
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While a bit morbid, the life settlement market exists for a reason: Some
policyholders need the cash settlement while they are living, as
opposed to leaving money behind.

"We were concerned we'd have some pushback from clients, due to the
morbidity of this asset class, as we rolled out our first investment [in
this space] over a year ago," Nauta said. "But we haven't had any
pushback."

He pointed out that clients can have a hard time understanding some
alternatives and their low correlation to the stock market, but life
settlements — like reinsurance funds — are fairly easy to grasp.

"They can see there is no tie to the stock market or the fixed-income
market, so that's when the importance of low correlation is easier to
understand," Nauta said.

Also becoming more accepted is the idea of peer-to-peer, or
marketplace, lending. The idea is that through funds, you lend money to
people in the form of unsecured credit.

The two best-known peer-to-peer lending companies are Lending Club
and Prosper. You can go to their websites either as a borrower or an
investor. In the quarter ended Sept. 30, 2015, Lending Club had funded
more than $2.2 billion in loans.

While such investments' worth has yet to really be tested during a
market downturn, when consumers are more likely to default on loans,
Nauta said that because interest rates on unsecured consumer credit
has remained relatively high (compared to, say, mortgages), even
defaults can still translate, in the aggregate, to a respectable return.

"The idea is that we're spreading our money out among hundreds of
different loans," Nauta said. "And depending on the credit risk, the
return can still potentially be much higher than what you'd earn in any
kind of similar fixed-income investments."
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CFP Shon Anderson, president and chief wealth strategist for Anderson
Financial Strategies, takes a different alternative strategy to seeking
higher returns for clients.

"We're taking some equity allocation, and instead of using [exchange-
traded funds] or mutual funds that have hundreds of positions, we are
taking very specific risk," Anderson said.

Basically, he allocates up to 10 percent of a client's portfolio to 10
stocks that he deems as potential big performers.

"They are deep-value, swing-for-the-fences kind of stocks," Anderson
said. "If done correctly, you can add one or two percentage points to a
diversified return."

When the stocks hit the target price — determined by an average
industry analyst perspective — the gains are taken, and new deeply
discounted stocks are screened for their worth.

Anderson said if an investor has the time and interest to pay close
attention to their portfolio and to market dynamics, it's possible to find
stocks that fit this strategy.

He and other advisors caution that investors should never just jump on
a potential investment without fully researching it first, just because
others are doing it.

"I'd be very careful of trying new strategies just because they're new,"
Anderson said. "If it doesn't fit into the strategic framework of the
[investor's] portfolio, it really doesn't make much sense to do it."

— By Sarah O'Brien, special to CNBC.com
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S&P 500 2497.37  0.53 0.02%
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