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A s alternative asset classes such as hedge 
funds, private equity and real estate 
become increasingly mainstream, we have 

devoted more time to uncovering robust new, but 
less familiar, investment opportunities which can 
generate attractive risk-adjusted returns with 
low correlation to traditional market returns and 
the corporate earnings cycle. We refer to these 
investments as non-traditional betas or “alternative 
alternatives”, and believe that a basket of such 
strategies across areas such as consumer lending, 
power trading, appraisal rights, litigation funding 
and insurance/reinsurance can generate an 
attractive risk-adjusted return of 8-12% with little 
correlation to the return streams which currently 
dominate our clients’ portfolios.  

Development of Alternative Investments
Alternative investments are defined broadly as 
investments which fall outside the traditional asset 
classes of cash, stocks and bonds. Estimates of the size 
of the alternatives market vary significantly depending 
on classification, but McKinsey estimate that there 
are $9.5 trillion invested in alternatives across hedge 

funds ($2.8 trillion), private equity ($1.8 trillion), real 
assets ($2.6 trillion) and other liquid alternatives, 
representing about 14% of the $69 trillion in global 
institutional assets in 2014. 

McKinsey estimates that the alternatives market 
has grown at 9.4% per annum, or 1.5 times the 
pace of traditional investments. The attraction to 
alternative investment was fueled by a growing 
disappointment with traditional asset classes and 
the difficulty of generating excess return given the 
intense competition and resulting market efficiency. 
Alternative asset classes grew as a source of 
superior risk-adjusted returns and their potential 
diversification benefits to traditional portfolios. 
But with ever more capital seeking to allocate to 
alternative investments, excess returns are naturally 
being competed away, just as they were with 
traditional asset class returns. In liquid markets, 
manager alpha is increasingly elusive as the best 
and the brightest are drawn to compete in a zero 
sum game. In private markets, the flood of capital 
has driven multiples (or cap rates) back to levels not 
seen since 2007 as more and more funds compete 
for the same deals. Clearly, the alternative investment 
universe is rapidly becoming a lot less alternative. 

Exhibit 1:  Alternative Investments have grown 9% p.a. since 2005 vs 6% for traditional investments
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Broad categorizations such as alternatives or hedge 
funds or private equity fail to capture the range of 
strategies and underlying risk factors which asset 
managers can pursue. While we compartmentalize 
our universe into betas and asset classes to facilitate 
portfolio construction, our 55-pereson research team 
is unconstrained in the search of the most attractive 
investment opportunities. To the degree that we can 
uncover investment opportunities (which may defy 
traditional asset class categorizations or betas) which 
exhibit lower correlation to the rest of the portfolio, 
this makes them even more valuable from a portfolio 
construction perspective. 

Defining a Non-Traditional Beta
We define non-traditional betas as investments which 
have underlying return drivers that are different and 
uncorrelated to what drives the underlying returns 
of the major asset classes, namely equities, bonds, 
property and commodities. We sometimes also 
refer to these as “alternative alternatives” as they 
take us beyond what have become more traditional 
alternative asset classes including private equity, real 
estate and hedge funds.

We refer to these as non-traditional betas as these 
strategies are generally paying investors for an 
identifiable risk with a large universe of repeated 
events that help to price that risk.  There will be a 
component of alpha with respect to any of these 
strategies, but the majority of the return is usually 
related to the broad type of risk being taken. In our 
broader definition of “alternative alternatives”, we 
also include uncorrelated strategies which may be 
driven by a manager’s trading acumen in esoteric 
asset classes which also present the potential for an 
uncorrelated source of return. 

We also distinguish non-traditional betas from what is 
increasingly referred to as “alternative betas”. This is 
the term commonly applied to “risk premia” or “factor 
exposures” which are commonly found in hedge 
funds and increasingly replicable in a low cost and 
liquid format. These include strategies such as merger 
arbitrage, convertible arbitrage, long short strategies and 
factors such as momentum, carry, quality and value

Diligence may be more challenging for non-
traditional betas as these are typically asset classes 
which have not yet attracted hundreds of billions, 
or even trillions, of institutional investment capital 
as traditional alternatives have, although this does 
not necessarily mean that the markets are small or 

inefficient. Asset class data is typically more difficult to 
obtain (or even non-existent), requiring more creative 
approaches to undertaking due diligence. Deployment 
can also be challenging, as many of these strategies 
can be niche and capacity constrained. Understanding 
the market opportunity and the competitive landscape 
requires intense industry research to understand the 
value chain and the market participants. However, 
it is worth stressing that the size of the opportunity 
itself is not necessarily the driver of attractiveness, as 
even niche markets can become overpriced due to an 
imbalance between the demand and supply of capital. 

The low correlation of non-traditional betas can be 
a function of either the nature of the risk (e.g., event 
risk related to non-financial/corporate events) or the 
nature of the underlying asset (e.g., ownership of an 
asset or lending against an asset where there is little 
correlation to traditional asset classes). Both of these 
elements can provide tremendous diversification 
benefits. Furthermore, these non-traditional betas 
also typically benefit from the lack of mark-to-market 
valuation, a phenomenon which is often more driven 
by investor sentiment than underlying fundamentals.

Examples Of Non-Traditional Betas
The concept of non-traditional betas or “alternative 
alternatives” is not entirely new.  Over our 15 years 
of investing, these investments have crossed our 
doorstep from many entrepreneurial investors. We 
have broadly classified these opportunities into the 
five categories below, although we acknowledge that 
several could belong in more than one category, and 
that several may defy our efforts at categorization. 
However, all of these qualify to some extent against 
the criteria of having return drivers that are different 
from those that drive the returns of other traditional 
and more common alternative investments. These 
also tend to be somewhat idiosyncratic, constitute 
smaller “micro markets,”  and are somewhat off the 
beaten path. 
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Insurance-Related Financing /  
Claims-Based

Financing /  
Claims-Based Collectibles Other Real Assets

Catastrophe Bonds Litigation Finance Pharma Royalties Art Public Infrastructure 

Industry Loss 
Warranties

Consumer/P2P  
Lending

Film and Music 
Royalties Vintage Cars – Healthcare

Reinsurance Trade Finance Natural Resource 
Royalties Fine Wine – Transportation

Retrocessional 
Reinsurance Microfinance Professional Sports 

Teams Coins – Education

Life Settlements Film Financing Social Impact Bonds Stamps –  Water Treatment/
Distribution

Lloyd's Syndicates Art Financing Aircraft Leasing Musical  Instruments Alternative Energy

Insurance Run-Off 
Portfolios

Healthcare  
Financing Railcar Leasing Diamonds and 

Gemstones Timberland

Weather  Derivatives Factoring / 
Receivables Equipment Leasing Vintage Watches Farmland

Appraisal Rights Shipping Antique Furniture Intellectual  Property

Tax Liens Antique Books Internet Domain 
Names

Ground Rents Bitcoin/
Cryptocurrencies

Sale / Leaseback 
Strategies

Consumer 
Collections

Insurance-Related. Insurance is one of the most 
long-standing of the non-traditional betas. Investors 
receive  premium in exchange for the risk of loss from 
events including accidents and natural disasters (e.g., 
general insurance or property and casualty), morbidity 
risk (e.g., health insurance), and mortality risk (e.g., life 
insurance). Investors can also underwrite longevity 
risk (the risk of people living longer than expected) 
through investments in life settlements. These 
insurance-related investments are exceptionally 
attractive from a portfolio construction standpoint 
because the risk underwritten has no correlation to 
GDP growth or other return drivers of traditional 
asset classes within the portfolio. As the industry has 
developed, institutional investors have an increasing 
range of investable options including catastrophe 
bonds, industry loss warranties, Lloyd’s syndicates, 

reinsurance and retrocessional reinsurance. Within 
non-financial event strategies we also include 
weather derivatives which can be used by companies 
in the utilities, agricultural, insurance and leisure 
sectors to hedge adverse weather events. A deep 
understanding of weather, when combined with the 
rise in renewable energy and a deep understanding 
of the power industry can also provide an attractive 
uncorrelated source of alpha in power/electricity trading.

Financing / Claims-Based Strategies. Default risk 
is the primary driver of financing or claims-based 
strategies. Most default rates and related loss ratios 
in corporate credit strategies are typically correlated 
with events in the general economy and the corporate 
earnings cycle. But to the extent that the default risk 
is driven by idiosyncratic factors other than corporate 
earnings, and to the extent that a loan is collateralized 



Intel lectual  Capital

The Role of  Non-Tradit ional  Betas  in Portfol io  Construction 

P A R T N E R S  C A P I T A L  L L P Second Quarter  2016  |  4

by assets which have low correlation to corporate 
earnings, private debt strategies can offer many of the 
characteristics of non-traditional betas.

The universe of potential asset-backed lending 
strategies is broad to the extent that any asset 
can serve as collateral for a loan, with increasing 
attractiveness based on the uncorrelated nature of 
the value of the underlying asset. The underlying 
collateral for asset-backed lending strategies can 
include receivables, intellectual property, royalty 
streams, various real assets (including real estate, 
infrastructure, timberland and farmland), royalty 
streams, and fine art. An example of an asset-
backed lending strategy which has been in existence 
for thousands of years is trade or commodity 
finance, where the underlying collateral is fungible 
commodities or export contracts. The World Trade 
Organization estimated that 80-90% of global 
trade still relies on some form of trade finance, 
yet increased bank regulation and deleveraging is 
restricting the supply of capital.

We also consider claims or rights to be an interesting 
area for non-traditional betas. While credit-related 
claims such as non-performing loans, receivables 
or bankruptcy claims are more common strategies, 
there are other forms of more exotic claims. One 
such area is litigation, which represents a claim on a 
potential judicial settlement or ruling. The outcome 
of a litigation finance strategy is thus ultimately 
driven by a share of the settlement or legal award as 
determined by a judicial process. In a similar vein, 
appraisal rights reflect the potential claim on the 
true value of a company at the time of a merger or 
acquisition transaction, as determined by a court 
of law. For instance, a Delaware court ruled in May 
2016 that the Dell takeover price of $13.75 significant 
undervalued the company, which after 2.5 years 
through the appraisal process resulted in an awarded 
price of $17.62 plus statutory interest, resulting in a 
16% annualized gross return over the period.

Finally, we also favour alternative financing strategies 
which are exposed to consumers as opposed to 
corporations, banks or governments, as this risk is 
typically absent from most institutional investment 
portfolios. This encompasses strategies such as 
direct lending to consumers (which is increasingly 
accessible through online marketplaces) and 
consumer bankruptcy restructurings, known as 
individual voluntary agreements in the UK or Chapter 
13 bankruptcy in the US. The US economy and many 
developed market economies remain predominantly 

driven by consumption, which in the perennial 
struggle between capital and labour may prove more 
resilient than corporate earnings at certain points in 
the economic and political cycle.

Contractual Cashflows. Non-traditional betas 
can also come in the form of contractual cash flow 
streams such as royalties associated with drug sales, 
technology licensing revenue, entertainment (music 
and film) sales, and royalties from the production of 
natural resources. Some of these, such as drug and 
entertainment royalties, are supported by strong 
secular tailwinds which have proven to be resilient 
through past economic cycles.

Leasing strategies also represent contractual cash 
flows which are related to specific assets such as 
aircraft, ships or railcars. While the underlying risk is 
typically that of a creditor to whom the asset is leased, 
the underlying asset is driven by its own demand and 
supply fundamentals which may not be correlated to 
the broader economy and the corporate earnings cycle.

Finally, we would also include other esoteric strategies 
in this category which are able to generate attractive 
cash flows such as social impact bonds which are 
tied to measurable social outcomes, and professional 
sports teams where returns are dominated by the 
team’s competitive wins over time, whether it is a 
Formula One team or professional basketball team.

Collectibles. Many investors already view collectibles 
including fine art, vintage cars, antiques and fine 
wines to be part of their alternative investment 
portfolios. Over the years, a small number of third 
party funds have been launched to attempt to make 
collectibles an institutionally investible asset class. 
None have really gained much traction as the funds 
have been too small to attract institutional investors. 
The size of third party funds has been challenged by 
the embedded conflicts with dealers and individual 
owners seeking to maintain the highly informal and 
opaque nature of trading in such assets. The growing 
scale of these assets may soon improve this outcome, 
but we tend to shy away from asset classes where 
there is no income stream and no economic utility. 
All that you are buying is the hope that someone will 
want to pay more for it later on. However, even today 
collectibles can still provide diversifying sources of 
collateral in lending strategies.

Other Real Assets. While infrastructure is classically 
considered part of the traditional alternative investing 
complex, certain types of infrastructure investments 
have return drivers that are less correlated to the 
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broader economy. These tend to be public sector 
infrastructure investments where the returns are 
driven by government-guaranteed revenues tied to 
public usage or government subsidies. Hospitals, 
schools and transportation are the best examples of 
those investments where the economics are quite 
independent of what is happening in the economy, 
and the risks are primarily related to changes in 
government policies. We generally view infrastructure 
as relatively poor non- traditional beta investments 
to the extent that they are typically relatively low 
returning, extremely long term and illiquid, and often 
do not pay returns that justify the risks of changes in 
government policy.

Finally, real assets such as timberland and farmland 
have garnered growing interest from sophisticated 
institutional investors over recent years. The attraction of 
timberland has been the certain and uncorrelated driver 
of returns being the natural rate of growth of trees, while 
for farmland it has been the growing population and 
demand for food and limited supply of arable land.

Implementation Considerations
Many of these non-traditional assets classes remain a 
fraction of the size of more mainstream alternatives. 
We estimate that institutional fundraising for private 
debt reached approximately $100 billion per year in 
2015, compared to $600 billion for private equity. 
In many cases, the market size may be large but the 
penetration of institutional investors remains limited. 

1 Federal Reserve: Consumer Credit Outstanding: http://www.federalreserve.gov/releases/g19/current/default.htm

For example, global insurance capital amounts to 
an estimated $4.2 trillion, but institutional investors 
account for only an estimated $70 billion of that capital. 
Likewise, we estimate that global online consumer 
lending has reached $60-80 billion in 2015, although 
the US consumer credit market alone is almost $3.5 
trillion excluding mortgages.1 Some markets remain 
exceedingly niche, such as life settlements (estimated 
$11 billion market opportunity) and litigation funding 
(estimated $1.5 billion of institutionally managed 
capital). While some emerging  opportunities may be 
scalable, the flow of capital into capital constrained 
sectors can rapidly distort pricing. We are, therefore, 
wary of the growing interest in these sectors which may 
result in lower future return potential.

In the table below, you will find examples of some 
of the non-traditional betas in which we have 
invested, are currently investing, or are looking to 
deploy further capital, with a summary of their risk/
return characteristics. These include consumer 
lending, power trading, litigation funding, insurance/
reinsurance, life settlements and appraisal rights.

As we see increasing headwinds to the equities asset class, 
we recommend that clients consider a basket of these 
non- traditional betas which should generate a highly 
uncorrelated and diversified return of 8-12% with little 
correlation to our core market betas or asset classes.

Asset Class  
(non- traditional beta)

Expected 
Returns (thru 
the cycle)

Certainty of 
Return (thru 
the cycle)

Volatility of 
Return in any 
given year

Liquidity
Correlation 
with traditional 
betas

Consumer Lending 8-10% High Low Medium Medium

Power Trading 5-15%+ Low High High Low

Litigation Funding 15%+ Low High Low Low

Insurance 8-12% High Medium Medium Low

Reinsurance 10-15% High High Medium Low

Life Settlements 10-15% Medium Medium Low Low

Appraisal Rights 5-15% High Low Medium Low

Note: strategies may include use of leverage.

Figure 2: Non-traditional betas are expected to generate higher than average equity returns
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Firm Profile
Partners Capital is a leading Outsourced Investment 
Office based in London, Boston, New York City, 
Singapore and Hong Kong serving investment 
professionals, endowments, foundations, pensions 
and high net-worth families globally. We provide 
wholly independent advice on asset allocation and 
access to what we believe to be best-of-breed asset 
managers across all asset classes and geographic 
markets. This access is strongly enhanced by the 
quality of our community of shareholders and clients, 
most of whom are veteran investors themselves in 
specialist sectors around the world.

The firm was founded in 2001 by investment 
professionals seeking an independent and conflict 
free adviser to provide portfolio construction advice 
and rigorous analysis of investment opportunities. 
From its initial focus as the “money managers to 
the money managers” with a base of 70 clients, 
Partners Capital has grown to become an adviser to 
endowments and foundations as well as prominent 
family offices and successful entrepreneurs across the 
U.S., U.K., Europe and Asia. Endowments have become 
a large proportion of the institutional client base, 
which now includes Oxford and Cambridge Colleges, 
and many of the most highly respected museums and 
charitable foundations located around the world.

Among Partners Capital services are bespoke, 
outsourced investment solutions for endowments, 
foundations and tax-efficient and tax-deferred 
investment strategies for taxable private clients. 
For endowments and foundations, Partners Capital 
advises both entire portfolios as well as separate 

specialty strategies, such as Private Equity or Private 
Debt strategies.

Partners Capital deploys an investment philosophy 
that embraces many of the powerful diversification 
benefits of the “endowment model” of investing, 
but with a more dynamic approach to asset 
allocation, which seeks to clearly delineate between 
performances derived from market factors as opposed 
to the skill of individual managers.

Today, with over $17bn in assets advised, Partners 
Capital’s clients comprise an approximately equal 
mix of private individuals and institutional clients. 
Many of our clients are among the most sophisticated 
investors in the world, with a sound understanding of 
investment principles and experience across multiple 
asset classes.

Partners Capital LLP is authorized and regulated 
by the Financial Conduct Authority in the United 
Kingdom; Partners Capital Investment Group 
LLC is regulated by the Securities and Exchange 
Commission and is a member of the National Futures 
Administration in the United States; Partners Capital 
Asia Limited is licensed by the Securities and Futures 
Commission in Hong Kong; and Partners Capital 
Investment Group (Asia) Pte Ltd is regulated by 
the Monetary Authority of Singapore as a holder 
of a Capital Markets Services licence for Fund 
Management under the Securities and Futures Act and 
as an exempt financial adviser.

Further information can be found on our website: 
www.partners-cap.com
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London W8 5EH 
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Tel: +44 (0)20 7938 5200

North America

50 Rowes Wharf,  
4th Floor 
Boston, MA 02110 
USA

Tel: +1 617 292 2570

152 West 57th St,  
47th Floor 
New York, NY 10019 
USA 

Tel: +1 212 951 1288 

Asia

50 Raffles Place,  
Level 34 
Singapore Land Tower 
Singapore 048623

Tel: +65 6645 3733

Two Exchange Square 
8 Connaught Place,  
Level 8 
Central, Hong Kong

Tel: +852 2297 2467



Intel lectual  Capital

P A R T N E R S  C A P I T A L  L L P   |  7

DISCLAIMER
Copyright © 2016, Partners Capital 

This document is being provided to customers 
and other parties on the condition that it will not 
form a primary basis for any investment decision 
by or on behalf of such customers or parties.  This 
document and any related documentation provided 
herewith is given on a confidential basis. 

This document is not intended for public use or 
distribution. It is the responsibility of every person reading 
this document to satisfy himself or herself as to the 
full observance of any laws of any relevant jurisdiction 
applicable to such person, including obtaining any 
governmental or other consent which may be required or 
observing any other formality which needs to be observed 
in such jurisdiction. This document is not an offer to 
sell or the solicitation of an offer to buy any security.

The source for all figures included in this document 
is Partners Capital unless stated otherwise. While all 
the information prepared in this document is believed 
to be accurate, Partners Capital may have relied on 
information obtained from third parties and makes 
no warranty as to the completeness or accuracy of 
information obtained from such third parties, nor can 
it accept responsibility for errors of such third parties, 
appearing in this document. The information contained 
herein has neither been reviewed nor approved by 
any referenced funds or investment managers. 

Opinions expressed are our current opinions as of 
the date appearing on this document only.  We do not 
undertake to update the information discussed in this 
document.  We and our affiliates, partners, officers, 
directors, managing directors, and employees, including 
persons involved in the preparation or issuance of this 
material may, from time to time, have long or short 
positions in, and buy and sell, the securities, or derivatives 
thereof, of any companies or issuers mentioned herein.

This document contains hypothetical or simulated 
performance results, including for the Equity/Bond index, 
which have certain inherent limitations.  Unlike an actual 
performance record, simulated results do not represent 
actual trading.  Also, since the trades have not actually been 
executed, the results may have under- or over-compensated 
for the impact, if any, of certain market factors, such as 
lack of liquidity.  Simulated trading programs in general 
are also subject to the fact that they are designed with 
the benefit of hindsight.  No representation is being made 
that any client will or is likely to achieve profits or losses 
similar to those shown.  These results are simulated and 
may be presented gross or net of management fees.

This document may include indications of past performance 
of investments or asset classes. Past performance is not a 
reliable indicator and is no guarantee of future results. 

Investment returns will fluctuate with market conditions 
and every investment has the potential for loss as well as 
profit. The value of investments may fall as well as rise 
and investors may not get back the amount invested.

Certain information presented herein constitutes “forward-
looking statements” which can be identified by the use 
of forward-looking terminology such as “may,” “will,” 
“should,” “expect,” “anticipate,” “project,” “continue” 
or “believe” or the negatives thereof or other variations 
thereon or comparable terminology. Any projections, 
market outlooks or estimates in this document are 
forward-looking statements and are based upon certain 
assumptions.  Due to various risks and uncertainties, actual 
market events, opportunities or results or strategies may 
differ materially from those reflected in or contemplated by 
such forward-looking statements and any such projections, 
outlooks or assumptions should not be construed to 
be indicative of the actual events which will occur.

Certain transactions, including those involving futures, 
options, and high yield securities, give rise to substantial 
risk and are not suitable for all investors.  The investments 
described herein are speculative, involve significant risk and 
are suitable only for investors of substantial net worth who 
are willing and have the financial capacity to purchase a 
high risk investment which may not provide any immediate 
cash return and may result in the loss of all or a substantial 
part of their investment.  An investor should be able to bear 
the complete loss in connection with any investment.

Certain aspects of the investment strategies described in 
this document may from time to time include commodity 
interests as defined under applicable law.  Pursuant to 
an exemption from the U.S. Commodity Futures Trading 
Commission (CFTC) in connection with accounts of qualified 
eligible clients, this document is not required to be, and has 
not been filed with the CFTC.  The CFTC does not pass upon 
the merits of participating in a trading program or upon 
the adequacy or accuracy of commodity trading advisor 
disclosure.  Consequently, the CFTC has not reviewed 
or approved this trading program or this document.

Partners Capital refers to the Partners Capital group 
of entities comprising: (i) Partners Capital Investment 
Group, LLC, registered as an investment adviser with 
the Securities and Exchange Commission (“SEC”), as a 
commodity trading adviser with the Commodity Futures 
Trading Commission (“CFTC”) and is a member of the 
National Futures Association (“NFA”) (ii) Partners Capital 
LLP (FRN: 475743), authorised and regulated in the United 
Kingdom by the Financial Conduct Authority (“FCA”) 
and (iii) Partners Capital Asia Limited (CER:AXB644), 
licensed by the Securities and Futures Commission (“SFC”) 
in Hong Kong (iv) Partners Capital Investment Group 
(Asia) Pte Ltd regulated by the Monetary Authority of 
Singapore (MAS) as a holder of a Capital Markets Services 
licence for Fund Management under the Securities 
and Futures Act and as an exempt financial adviser.


