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Chief Investment Officer Alternative investments have emerged as new tools for diversification and

return enhancement. By 2025, the global alternatives market surpassed
$15 trillion, driven by institutional and retail demand. However,
navigating this landscape requires understanding the spectrum of
options—from liquid, ETF-like strategies to illiquid private market
offerings—and their unique trade-offs.

The Alternative Investment Spectrum: Liquid vs. llliquid

The different methods of investing in alternatives come with their own
unique set of trade-offs.

Feature Liquid Alts lliquid Alts ‘

Examples Hedge fund ETFs, @ Private equity, venture
managed futures, @ capital, private real
and market estate, infrastructure
neutral funds

Liquidity Daily or weekly Lock-ups (3-12+ years)
redemption

Minimum As low as $100 $250k+ (often limited to
(ETFs) accredited investors)

Fees 0.13%-2% 2% management fee +
annually 20% performance fee

Transparency Daily NAV pricing, = Quarterly updates,
public holdings limited disclosure

Correlation to Stocks Moderate (0.4- Hard to measure since
0.7) trading is limited

Liquid Alternatives: Accessible but Nuanced

Liquid alternatives have opened the doors to hedge-fund-like strategies
for everyday investors, making it possible to pursue sophisticated tactics
without the need for millions in capital or long lock-up periods. Think of



these as mutual funds or ETFs that try to deliver returns uncorrelated
with the stock market, or even profit when things get choppy.

For example, market-neutral funds aim to make money regardless of
whether stocks go up or down. During the equity selloff in the first
quarter of 2025, when the S&P 500 dropped 7%, some of these funds
actually eked out a positive 1.58% return®. Managed futures ETFs are
another popular flavor—they use algorithms to ride trends in
commodities, currencies, and bonds. One standout, the DBMF ETF,
returned 11% in 2024 by capitalizing on those market moves. Then there
are multi-strategy funds, which blend a little bit of everything: long/short
equity, arbitrage, and macro bets, all under one roof.

The big draw of liquid alts is their accessibility. You can buy and sell them
daily, just like a regular stock or ETF, and you don’t need a huge minimum
investment—sometimes as little as $1,000 or $2,500. Plus, because
they’re regulated like mutual funds, you get a fair amount of transparency
about what you own and how it’s performing.

But there are trade-offs. Some liquid alts don’t deliver the diversification
they promise; instead, they quietly mimic the stock market, which is
called “closet beta.” Fees can also be steep—averaging about 1.4% per
year, compared to just 0.1% for a plain-vanilla S&P 500 ETF. And frankly,
performance has often been underwhelming, especially after you factor
in those higher costs.

llliquid Alternatives: High Reward, High Commitment

Illiquid alternatives are a different animal altogether. These are the
private equity, private credit, venture capital, and real asset funds that
require you to lock up your money for years—but in return, they dangle
the potential for higher rewards.

Private equity, for instance, has delivered about 14.3% annual returns
over the past decade, outpacing the 12.1% you’d get from public stocks’.
Private credit—direct loans to businesses outside the traditional banking
system—has become a $1.5 trillion market, with yields in the 9-12%
range in 20247. And venture capital, which backs early-stage tech
companies, can be especially lucrative: the top quartile of VC funds
notched 31% returns in 2024.

Why do investors sign up for these long lock-ups? The answer is the
“illiquidity premium” —that extra return you get for tying up your money.
Illiquid alts also offer more control over assets (think: restructuring



companies or influencing real estate projects) and can provide inflation-
resistant cash flows, especially in areas like infrastructure or property.
However, these benefits come with serious strings attached. When you
invest in a private fund, you usually make a commitment up front, but
your money isn’t put to work all at once. Instead, the fund manager
issues “capital calls” over time, and you’re required to supply cash as
deals are found. Miss a call, and you could lose your stake or face
penalties. There’s also the risk of “zombie funds” —underperforming
investments that drag on for years without returning your capital. And
don’t forget fees: the classic “2 and 20” model (2% annual management
fee plus 20% of profits) can eat up to 40% of your gains over a decade.
In short, illiquid alternatives can be powerful tools for the right investor,
but they demand patience, discipline, and a willingness to live with
complexity and uncertainty.

Risks to Watch

¢ Liquidity Mismatch: Nearly half of private equity funds (45%) now
offer quarterly redemptions. While this added flexibility sounds
appealing, it can actually create problems during market crises—when
many investors try to cash out at once, funds may struggle to meet
redemptions, potentially leading to losses or delayed payouts.

¢ Valuation Opacity: Private assets aren’t priced every day like stocks.
Instead, they’re typically valued only once a quarter, and those
valuations often rely on optimistic models. This means the true value
can be uncertain or even misleading. For example, in 2024, about 30%
of venture capital-backed startups had their valuations marked down,
underscoring just how unpredictable private asset pricing can be.

¢ Regulatory Shifts: The SEC is rolling out new regulations in 2025 that
require alternative investment funds to be more transparent about
their fees. While this is a step forward for investors, it could also
reveal hidden costs that weren’t obvious before, potentially changing
how these investments are viewed and managed.
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informational and educational purposes only and does not constitute
investment advice, a recommendation, or a solicitation to buy or sell
any security.

Model portfolios, mutual fund reviews, and ETF analyses reflect the
views of the author at the time of publication. They are not tailored to
any individual's financial situation, investment objectives, or risk
tolerance. This content is illustrative in nature and should not be relied
upon as a basis for making investment decisions.

Investing involves risk, including the potential loss of principal. Past
performance is not indicative of future results. Investment returns will
fluctuate, and investors may receive more or less than their original
investment upon redemption.

ETF shares are bought and sold at market price (not NAV) and may
trade at a premium or discount. Brokerage commissions and trading
costs may apply. Diversification does not guarantee a profit or prevent
loss.

Before investing, investors should carefully review the fund’s
prospectus, which includes information about investment objectives,
risks, charges, and expenses. Prospectuses are available from the
fund provider’s website and should be read carefully before investing.

All information is provided “as is” without warranty of any kind.
Although sources are believed to be reliable, accuracy and
completeness are not guaranteed. Investment Insights.com does not
offer personalized advice or establish a fiduciary relationship. Always
consult a licensed financial professional before making investment
decisions.

This content is intended for U.S. residents and may not comply with
legal requirements of jurisdictions outside the United States.

For questions about this site or to report concerns, please contact us
directly.



