
How may an 
allocation to 
alternatives 
impact a 
portfolio’s 
equity 
exposure?

Equity market exposure  
is the primary driver of  
risk and return.

In most portfolios, equity market exposure is the primary driver of risk and return. 
Adding alternatives to a traditional portfolio may affect its overall market exposure, 
potentially replacing equity market exposure with other, different sources of risk 
and return. It’s important to be aware of such changes to a portfolio’s equity market 
risk – both now and potentially in the future – and to ensure the changes align with 
your risk exposure expectations. 

The following illustration shows how risk allocations may effectively diversify and reduce risk when 
adding a range of alternatives to a traditional portfolio of 60% stocks and 40% fixed income.
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*For illustrative purposes only. Capital allocation shown in inner ring; approximate risk allocation shown in outer ring.

Also note that alternative strategies may impact 
a portfolio’s equity exposure in different ways. 
For instance, relative return strategies are often 
measured against benchmarks that include 
exposure to long-only indices. The composition of 
those benchmarks often provides an indication of 
how much average net equity exposure to expect.

Absolute return strategies typically use cash 
benchmarks and are generally not required to 
take on significant strategic equity exposure. Their 
average equity exposures can not only be lower, 
but also variable, with the possibility of negative 
exposure at times. Market neutral strategies are 
generally mandated to maintain zero net equity 
market exposure, which means they should not 
alter a portfolio’s existing equity exposure.

Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund investments. Please read the prospectus before investing. Mutual funds are not guaranteed, their values change frequently 
and past performance may not be repeated. The content of this document (including facts, views, opinions, recommendations, descriptions of or references to, products or securities) is not to be used or construed as investment 
advice, as an offer to sell or the solicitation of an offer to buy, or an endorsement, recommendation or sponsorship of any entity or security cited. Although we endeavour to ensure its accuracy and completeness, we assume no 
responsibility for any reliance upon it.




