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REAL ASSETS TO GO  
THE DISTANCE
The fairytale run is over! After a dreamlike year in 2017, the 
‘Goldilocks’ economy has been all but snuffed out, with central 
bank tightening and looming trade wars weighing heavily on 
investor sentiment. 

Exactly how bad have things been? Well, with less than a month 
to go before the year is out, virtually every global benchmark in 
stocks, bonds, commodities and currencies is down.

 What’s more, with economic data weakening and central 
banks determined to ‘normalize’ rates, things may get worse 
before they get better. Given this, it’s no surprise that investors 
are de-risking their portfolios. Many are loading up on real 
assets, particularly as a means of tilting away from overpriced 
financial assets. On page four, we take a look at the changing 
macro landscape and assess some of the latest findings from 
leading asset managers in this space.

Meanwhile, although the midterm results weren’t necessarily 
the perfect outcome for investors – especially for those hoping 
for more fiscal stimulus and tax breaks – the outlook for real 
assets and commodities is more nuanced. 

A cheaper dollar may help to boost commodities, which have 
been having a hard time lately. A potential infrastructure deal, 
while still tenuous, shouldn’t be ruled out either given the 
potential for broad bipartisan support. That would be a major 
tailwind for commodity and infrastructure funds. We assess the 
outlook on page 10.

We round things out by looking at how RIAs are putting real 
assets to work (page 16). Reits are looking more attractive, 
particularly after big sell-offs led to staggering discounts 
relative to net asset values. Private real estate, reinsurance and 
risk premia strategies are also proving popular. There is clearly 
plenty to explore.
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For many analysts, the case for investing in real assets such as real 
estate, commodities and infrastructure is strong over both the long 
term and the short term.

These assets have certainly proved to be a welcome haven as 
markets turned more volatile this year. Risks to global growth have 
increased as the US/China trade war became a reality, as currency 
crises rocked emerging markets and as monetary policy tightened in 
some countries. 

After historically low volatility in 2017, the CBOE VIX index returned 
to higher levels this year. It is currently around 20, which is above its 
10-year average of 18 and well above its six-year average of 14.6.

In its third quarter report, Brookfield Investment Management 
noted that real assets’ performance had been mixed in the first 
three quarters of 2018. 
Most asset classes 
trailed global equities, 
which were driven by the 
continuing boom in US 
equities. However, most real assets  
did outperform global bonds,  
which continue to struggle.

The top performers in real 
assets were infrastructure 
master limited partnerships, 
returning 5.9%, and global 

INVESTORS ARE INCREASINGLY LOADING UP ON REAL 
ASSETS AS THEY WEIGH THE CHANGING ECONOMIC 
OUTLOOK AND LONG-TERM TRENDS
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natural resources, which returned 4.6%. The worst result came from 
global infrastructure, which lost -2.1%. By comparison, the MSCI 
World index returned 5.89% in the first three quarters.

However, this picture has changed dramatically in the final quarter 
of the year, due in part to the sharp sell-off in global equities and 
bonds in October. The volatility has helped to highlight the defensive 
qualities of many real assets, Brookfield argued.

In addition to the increased market swings, the firm pointed to the 
heightened economic uncertainty, as measured by the Global 
Economic Policy Uncertainty (GEPU) index. This index has climbed 
steeply this year and could fuel further volatility, the report suggested.

In October, the International Monetary Fund also warned that 
near-term risks to global financial stability have increased, due in 
part to the mounting pressures in emerging markets and escalating 
trade tensions.

TIME TO HEDGE?
Many investors also see real assets as a medium-term hedge against 
increasing inflationary pressures. Although inflation is largely under 
control in most developed countries, this threat still lingers.

Brookfield noted that US inflation has been hovering near the 
Federal Reserve’s 2% target, and yet the Fed still raised interest 
rates in September for the third time this year. Markets are also 
factoring in a high chance of another rate hike in 2018, according to 
derivatives consultants CME Group. 

Inflation is less concerning in the eurozone, where it remains under 
2%, and in Japan, where it is sitting around 1.2%. Perhaps the biggest 
threat of inflation is in the UK, where the Retail Price index has risen to 
a year-on-year figure of 3.3% on the back of Brexit-related uncertainty. 
A disorderly Brexit could weaken the pound, pushing inflation higher.

Amid all of this increased uncertainty, data from JP Morgan Asset 
Management suggests that there may be opportunities to buy 
commodities at good valuations. Almost every commodity listed in its 
latest market guide – to September 30 – was priced well below its 
historical average based on Z scores (standard deviations of value 
from historical average).

Meanwhile, global real estate is trading near its historical average, 
but many regions trade at meaningful discounts. Brookfield said that 
it continues to find attractive valuations in the UK, particularly in the 
office sector. In Asia, there are attractive are opportunities in retail, 
where valuations are depressed but sales are rebounding.

Fundamentals remain solid in the US property market too. 
Brookfield pointed to opportunities in the hotel and self-storage 
sectors, which can hike rents more quickly due to their shorter 
leases. Brookfield also favored the retail sector, especially high 
quality regional malls following recent M&A activity in the sector.

Infrastructure is also attractively valued, but with interest rates 
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heading upward in some countries, the firm is more cautious on this 
sector. Social and technological transformations continue to support 
transport and renewable power, making them two of Brookfield’s 
preferred sectors within infrastructure, according to the report. 

LONG-TERM OUTLOOK
Given the strong opportunity set for real assets, demand looks set to 
keep rising. According to a 2018 report by BNY Mellon, institutional 
investors have moved significantly toward real assets over the course 
of the past 10 years. For example, public pension funds and 
sovereign funds have more than doubled their real estate 
investments since 2009, and their expansion into infrastructure 
investments has been even more dramatic.

Nearly 70% of investors surveyed by BNY Mellon expected to 
increase their infrastructure investments over the next 12 to 24 
months, and 45% expected to step up their real estate investments. 

‘As central banks continue to scale back quantitative easing, 
causing bond yields to rise, you might expect an increase in real 
asset investors looking for the exits,’ BNY Mellon said. ‘But our survey 
suggests that sovereign funds and public pension funds remain 
committed to real assets, with some respondents indicating that a 
market downturn would create an opportunity to increase holdings.’

BlackRock’s 2018 Real Assets Outlook noted that this  
continued demand for real assets is happening at a time of flat  
or falling transaction volumes, increasing competition and  
inflating prices. This trend is set to continue as more capital  
flows into the asset class, the firm argued. 

BlackRock’s analysis also suggested that the strategic rationale  

VOLATILITY HAS LARGELY RETURNED TO NORMAL LEVELS THIS YEAR
DATA TO NOVEMBER 16, 2018 / SOURCE: FEDERAL RESERVE BANK OF ST. LOUIS
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for real assets remains strong. Over the past decade, global real 
assets have posted attractive returns, and the focus for the future is 
likely to be on cash yields and income growth, it said.

‘Opportunities remain to create value, but investors must stay 
disciplined and understand the interplay between risk and return,’ 
the BlackRock report said. ‘In the current dynamic investment 
environment, investors can find success in real assets by combining 
a holistic asset class view, an increasingly global perspective and a 
focus on themes such as income predictability, “complexity premium” 
and sectors undergoing addressable structural changes.’

As the economic cycle ages, investors should look to real assets 
to provide predictable cash flow, BlackRock argued. Real estate and 
infrastructure strategies – both bonds and equities – have 
traditionally offered such income, and real estate equity in particular 
offers stable income with defensive qualities.

What’s more, higher quality assets in primary markets are well 
positioned to offer this kind of income because job growth is strong 
and new supply remains muted, BlackRock added. Meanwhile, 
contractual income streams in infrastructure equity are still attractive.

THEMES TO WATCH
The BlackRock report also noted that some investors may want to 
consider opportunities in private markets, which may benefit from a 
‘complexity premium’ that many investors will misprice. For example, 
BlackRock argued that banks have historically mispriced the Mexican 
infrastructure sector, meaning that those with local presence and 
operational experience may be able to take advantage.

‘We see some opportunities in niche sectors, such as senior 
housing and medical office buildings, which tend not to be 
affected by cycles, while also benefiting from aging societies 
and facing less competition than traditional sectors,’ the report 
said. ‘Finally, real estate investors should take advantage of 
stronger economic growth to reposition assets. While this is 
less attractive in the US, well-located properties in Europe and 
Asia could deliver robust near-term performance.’

Major themes such as technology, demographics and 
sustainability are also creating new investment frontiers, 
BlackRock added. For example, massive technology-driven 
capital expenditure requirements in utilities are creating 
openings for investors, and markets with changing 
demographic trends should provide significant investment 
opportunities. Lastly, with real assets now accounting for 
more than one third of global energy use and greenhouse 
gases, substantial capital will soon be deployed to retrofit 
and redevelop these for the future, BlackRock predicted. 

In short, there are clearly plenty of different ideas in real 
assets for investors to weigh up going forward. ◊
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Now that the Democrats have gained control of the House of 
Representatives following November’s midterm elections, some of 
president Trump’s economic reforms could be watered down amid 
the potential political gridlock. On the face of it, it’s bad news for 
investors, but the story is slightly different in real assets.

If the changes on Capitol Hill stem the flow of Trump’s fiscal 
stimulus, the dollar may weaken and the Federal Reserve may end 
up moderating its planned interest rate hikes. Since most 
commodities are priced in dollars, this would make it cheaper for 
investors outside the US to buy them, boosting demand and 
ultimately prices. Similarly, lower than expected interest rates could 
also boost real estate. 

But what about the effects of the political gridlock on Trump’s 
ambitious infrastructure plan? Scott Welch, chief investment officer at 
Dynasty Financial Partners, suggested that there is still hope, as 
Trump and the Democrats may well be able to agree a bipartisan 
infrastructure bill. ‘That outcome is unlikely, but should it happen it 
may provide a catalyst for rising commodity prices,’ he said.

Jorge Padilla, senior client advisor at The Lubitz Financial Group, was 
more positive on the outlook, arguing that the midterms had boosted 
the odds of Congress legislating for more infrastructure investment.

LONG-TERM TAILWINDS
Phoenix-based Tom Connelly, president and chief investment officer 
at Versant Capital Management, added that although there might be 
some short-term consequences from the political gridlock, these are 
not likely to undermine the medium- to long-term factors supporting 
real assets.

THE MIDTERM ELECTIONS MAY HAVE IMPROVED THE 
OUTLOOK FOR REAL ASSETS SUCH AS COMMODITIES

MORE MIDTERM 
MOMENTUM?

TIM COOPER
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‘Global growth and economic development, particularly in 
emerging economies, will continue to increase demand for real 
assets,’ he said. ‘Fiscal and monetary policy changes will also  
likely outweigh any consequences of the gridlock over longer  
time horizons.’

Real assets – including real estate, infrastructure and 
natural resources – are important diversifiers, particularly 
when inflation is above long-term averages or 
accelerating faster than expected, Connelly said.

‘We monitor the valuations of real estate, 
infrastructure and natural resources closely to 
identify which have the strongest medium- to 
long-term expected real returns. Real estate 
and infrastructure assets have been performing 
strongly since the financial crisis, and valuations 
are overextended. We therefore do not have an 
allocation to them,’ he explained.

On the other hand, natural resources equities 
– covering energy, agriculture, metals and mining – 
approached cyclical lows versus their respective 
benchmarks around the end of 2015. At that time, 
Versant added an allocation to them as part of its ‘inflation-
sensitive’ investment policy.

‘We use a basket of equities, split evenly between those three 
areas and focusing on upstream ownership and extraction of the 
underlying resources,’ Connelly said.

‘This basket provides exposure to the largest global companies in 
each of these asset classes, all of which are low-cost producers in 
their markets. The fundamentals continue to be strong for all three 
natural resources sectors, and the recent correction in metals and 
mining (in response to the trade tensions with China) presents a 
buying opportunity and some of the most robust expected real 
returns of any asset class.’

MUTED EXPECTATIONS
Welch said that his firm had entered 2018 expecting real assets and 
commodities to perform positively due to an expanding global 
economy, a hint of rising inflation and generally rising demand.

However, he explained that the firm has since reined in its 
expectations due to the increasing likelihood of slower economic 
growth in the US and beyond – especially in China. In contrast to 
some, Welch forecasted that the dollar will remain strong, which 
would dampen demand for commodities.

‘Oil prices were the only commodity that showed upward pressure 
[this year], and prices spiked over the summer and early fall,’ he said. 
‘But they have since retreated as supply and demand imbalances 
have worked themselves out. It’s hard to see what catalyst would 
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drive commodity and real asset prices up from here, barring  
an exogenous geopolitical shock – for example, tensions in  
and with Iran, Russia and Saudi Arabia.

‘Commodities are priced below their historical averages. 
Contrarian investors love to dive into unloved asset classes  
where longer-term valuations look attractive. We anticipate a  
modest performance from commodities and real assets over the  
next three to six months.’

Jim Besaw, chief investment officer at New York-based GenTrust, 
said that his firm’s allocation to real assets generally includes 
commodities and commodity-related investments, infrastructure, 
master limited partnerships, real estate and real estate investment 
trusts (Reits), and gold and gold miners.

For Besaw, the midterms have not changed the fact that, by many 
metrics, real assets are cheaper than ever relative to financial assets. 
In particular, the commodities market has experienced oversupply 
since the early 2000s, he said.

‘Also, steady and low inflation throughout the developed world over 
the past 30 years has reduced interest in inflation hedges,’ Besaw said. 
‘We therefore hold real assets in our portfolios as an inflation hedge. 
When inflation increases, it tends to happen unexpectedly, eroding the 
value of traditional investments such as stocks and bonds quickly.’

INFLATION SHOCKS
Padilla agreed that real assets such as real estate and infrastructure 
offer attractive protection against inflation.

‘They can raise their operating income with increased rents or 

COMMODITY PRICES ARE WELL BELOW AVERAGE RELATIVE TO STOCK PRICES
DATA TO JUNE 30, 2018 / SOURCE: BLOOMBERG/TORSTEN DENNIN
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royalties, which protect against 
rapid inflation,’ he said. 
‘Commodities can achieve similar 
exposure during rapidly 
increasing inflation.

‘Real estate is the most 
popular. A diversified portfolio of 
real estate assets – whether 
publicly traded, private or both – 
should be an essential 
component of every globally 
diversified portfolio. However, 
real estate is subject to regional 
and local trends, so it is important to diversify unless an investor has 
sophisticated knowledge of a particular area and is willing to take 
concentrated risk.’

Padilla added that publicly traded Reits have historically provided a 
good inflation hedge and achieved good relative results during 
periods of rising interest rates.

By contrast, commodities have been the least popular real asset in 
terms of investor sentiment, he said. Each commodity, he explained, 
is subject to unique supply and demand pressures, and most of these 
are highly cyclical in nature. Trying to time these price moves 
correctly can be difficult in the short term, he said.

While many investment firms removed their exposure to 
commodities some time ago, others are beginning to argue that 
commodities prices are unlikely to fall lower. That would seem to 
imply that producers should be facing difficulties, but the world will 
always need these commodities to operate, Padilla said. 

‘We invest in strategies that use futures contracts for commodities, 
because they can go long and short,’ he said. ‘That means they can 
profit from rising and falling markets – or lose money under both 
circumstances if they get the trend wrong.

He added that real assets could also be useful diversifiers in the 
current market. ‘We have had many years of positive US stock market 
returns,’ he said. ‘For investors looking to diversify, real assets are a 
good way to find non-correlated returns to the stock market at a 
reasonable entry price.’

In this vein, The Lubitz Financial Group has maintained an 
allocation to publicly-traded Reits for more than a decade. Recently, 
for some clients, it has also suggested a small addition to private 
commercial real estate, as that can provide direct access to the asset 
class without the stock market volatility of public Reits.

In the past few years, the firm has also added exposure to global 
infrastructure, at between 2% and 4% of portfolios. Most infrastructure 
stocks are resilient because they have escalating royalties or control 
of access to a resource or service, Padilla said. ◊

When inflation increases, 
it tends to happen 
unexpectedly, eroding 
the value of traditional 
investments quickly
JIM BESAW
GENTRUST
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Realigning client portfolios for anticipated rising 

rates and changing market cycles in 2019 may be an 

opportune time for RIAs of wealthy individuals and 

institutions to take a closer look at the diversifying 

potential of certain private market products. 

Private market investments – such as equity, debt, 

infrastructure, real estate and natural resources – have 

garnered greater interest in recent years as investors 

seek new ways to broaden their true diversification and 

find risk-adjusted returns that aren’t available in, and 

are decorrelated from, public markets. Robert Hussey, 

EVP, heading up Sales Management and Institutional 

Development at Natixis Investment Managers in the US, 

has been closely watching a trend toward private solutions. 

“Industrywide, we have witnessed private capital 

assets under management more than double in the 

past 10 years, to about $5 trillion.1 We think this market 

will continue to expand, especially as investors look for 

ways to diversify away from more traditional equity and 

fixed income investments,” said Hussey. He also points 

out that private investments continue to offer attractive 

fee levels, and these products can rarely be duplicated 

by passive management firms.  

Eye on innovative private solutions
Natixis Investment Managers, a multi-affiliate 

platform of 26 specialized investment managers 

globally, partners with several of its affiliates to offer 

innovative private placement strategies targeted to 

the distinct needs of its institutional, family-office 

and RIA clients. “We have had strong private market 

capabilities for many years. As we began to get more 

and more requests from qualified clients for these 

low beta vehicles, we saw an opportunity to increase 

our innovation here,” said Hussey. Among Natixis’ 

distinct line-up of private solutions, all with unique 

management teams from varying affiliates, are real 

asset debt, fixed income, and alternative solutions.  

Diversifying factors of private real assets debt
One of the more innovative strategies is real asset 

private debt, managed by Natixis’ affiliate Ostrum 

Asset Management U.S. This is a personalized strategy, 

not a private placement. The strategy focuses on four 

key sectors: infrastructure, commercial real estate, 

aircraft, and energy and natural resources. Beyond 

that, lower correlation to public market securities 

and flexible structuring potential make this solution 

interesting to family offices, RIAs and institutional 

clients, according to Nicholas Elward, SVP, Head of US 

Business Development at Natixis Investment Managers. 

Portfolio features include a hedge against inflation, 

as you have an underlying real tangible asset – such as 

real estate, aircraft, or a wind farm – available to secure 

the debt. These assets can also be less correlated to 

TAKE A WALK ON THE PRIVATE SIDE OF 
REAL ASSETS INVESTING  

NAME
POSITION
COMPANY

public markets. Sector and geographic diversification 

and a potential income stream are other advantages.  

These features can potentially lead to favorable returns 

compared to government securities issued within the 

same geography. “This area of the private market 

really offers investors diversification specificity. You 

might be interested in US hotels or data centers, Italian 

retirement homes, or Mexican infrastructure. So you 

can really be selective,” said Joseph Falcone, Senior 

Structurer at Ostrum Asset Management U.S. He adds 

that access to green, sustainable, environmental, social, 

and governance type transactions is another element 

that should not be overlooked.  

Illiquidity premium allure
In recent years, Falcone has noticed family offices, 

foundations & endowments, pension funds and other 

institutions reallocating money to private real asset debt 

transactions after being disenchanted with the fees 

and performance of many hedge funds. The illiquidity 

premium of these buy-and-hold strategies, he believes, 

is a top attraction. “Limited liquidity for real asset private 

debt can tend to result in higher margins. So at the 

end of the day, you can pursue a better risk-adjusted 

return on capital than you can with comparable senior 

unsecured corporate debt,” said Falcone.  

Gain greater control  
Elward points out the greater control feature of the 

private route. “When a client is investing in private 

markets for real asset debt, they sometimes can partner 

with an investment bank and asset managers, to be 

involved in setting the terms of debt deals. This control 

aspect can be very appealing to certain clients,” he said. 

Partnering with Natixis’ investment bank, Ostrum has 

designed a real assets debt model to provide clients 

with a higher level of control and transparency.  “Our 

model is unique in that Ostrum works as the advisor to 

the institution or family office client interested in being 

a co-lender in real asset private debt. Instead of a fund 

we use a separately managed account, which is in the 

client’s own name and held on their books. Working 

as the advisor we oversee and make decisions on that 

account,” explained Falcone. Overall, Natixis’ origination 

and monitoring capabilities and Ostrum’s due diligence 

and asset management skills are brought together to 

provide qualified clients access to global debt deals and 

the ability to work collaboratively on deal terms. “All of 

this is done through a unique model which is really the 

first of its kind, as we build custom real asset private debt 

separate accounts to match the specific needs of each 

client, and take the need for sector-specific expertise 

and robust diligence and monitoring off the shoulders of 

our clients,” said Falcone.  

Put Natixis’ portfolio analysis to work for you
What private investment might be right for a client’s 

portfolio? To help RIAs make the most-informed 

investment decisions possible, the Natixis Portfolio 

Research & Consulting Group is available for in-depth 

portfolio analysis. Sophisticated analytic tools, along 

with collaborative guidance from expert consultants, can 

help RIAs gauge how implementing a private placement 

strategy into a portfolio may enhance a risk/return profile.  

1As of November 2018
 
This material is provided for informational purposes only and should not be construed as investment advice. Investing 
involves risk, including the risk of loss. 

Natixis Distribution, L.P. is a limited purpose broker-dealer and the distributor of various registered investment compa-
nies for which advisory services are provided by affiliates of Natixis Investment Managers.  

“Industrywide, we have 
witnessed private capital assets 
under management more than 
double in the past 10 years.”
ROBERT HUSSEY, EVP, SALES MANAGEMENT 
AND INSTITUTIONAL DEVELOPMENT

“Limited liquidity for real asset 
private debt can tend to result in 
higher margins.”
JOSEPH FALCONE, SENIOR STRUCTURER, 
OSTRUM ASSET MANAGEMENT U.S.
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with collaborative guidance from expert consultants, can 

help RIAs gauge how implementing a private placement 

strategy into a portfolio may enhance a risk/return profile.  

1As of November 2018
 
This material is provided for informational purposes only and should not be construed as investment advice. Investing 
involves risk, including the risk of loss. 

Natixis Distribution, L.P. is a limited purpose broker-dealer and the distributor of various registered investment compa-
nies for which advisory services are provided by affiliates of Natixis Investment Managers.  

“Industrywide, we have 
witnessed private capital assets 
under management more than 
double in the past 10 years.”
ROBERT HUSSEY, EVP, SALES MANAGEMENT 
AND INSTITUTIONAL DEVELOPMENT

“Limited liquidity for real asset 
private debt can tend to result in 
higher margins.”
JOSEPH FALCONE, SENIOR STRUCTURER, 
OSTRUM ASSET MANAGEMENT U.S.



From farmland to precious metals, real assets offer a wide range of 
opportunities. Unsurprisingly, RIAs are using them to fill many 
different roles in portfolios.

Phoenix-based MRA Associates has exposure to real assets 
through commercial real estate funds, with core holdings located in 
major cities. Nathan Erickson, the firm’s chief investment officer, said 
that these properties offer strong yields with relatively low leverage, 
providing a hedge against inflation through property appreciation.

‘We have gone through an extended period of low inflation,’ 
Erickson said. ‘Given the continued recovery in the global economy, 
inflation is likely to rise rather than fall.’

Commercial real estate has recovered strongly since the financial 
crisis, he added. Given that the bulk of the properties in these funds 
are long-term positions, they rarely turn over at inflated valuations. 

MRA Associates also has exposure to farmland in the Midwest. 
These corn farms are all leased to local tenants, again providing 
stable yield, and can respond positively to higher grain prices if 
inflation picks up, Erickson said.

‘Farmland may be fairly valued or slightly undervalued if corn prices 
pick up from their four-year low,’ he said. ‘In the past, we have also had 
exposure to midstream oil and gas partnerships, again for their yield 
components. However, they correlated too strongly to volatile oil 
prices, despite earning their income on volume rather than price.’

OTHER LEVERS
Gene Goldman, chief investment officer and director of research at 
Cetera Financial Group, recommended exposure to real estate via 
real estate investment trusts (Reits) and commodities.

‘We are big believers in real assets,’ he said. ‘They add another 
lever for generating alpha or reducing risk. For Reits, we recommend 

HOW ARE RIAs PUTTING REAL ASSETS TO WORK?

RUNNING THE RULE 
OVER REAL ASSETS

TIM COOPER
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global and domestic active mutual funds. For commodities, we 
recommend either active or passive mutual funds that invest via 
futures. We generally prefer active, and we avoid commodity funds 
that invest in individual equities – such as natural resources stocks 
– as their correlation to broad equity markets is higher.

‘Each commodity acts very differently – for example, precious 
metals do better in a risk-off environment and industrial metals do 
better in a risk-on environment. We prefer active commodity 
managers who can navigate these conflicting signals.’

To support allocation decisions, Cetera analyzes fundamental 
financial data, valuations and some technical aspects of the 
underlying assets.

‘Today, we hold real assets [such as commodities] as a hedge 
against increasing volatility, rising inflation and a potentially 
weakening dollar,’ Goldman said. ‘During volatile times, commodities 
tend to zig when equity markets zag. Commodity prices tend to rise 
when inflation accelerates, and they are primarily priced in US dollars, 
so a weaker dollar may benefit this asset class.

‘This year, volatility has risen back to normal levels as investors 
grapple with market headwinds and tailwinds. Regarding inflation, we 
see signs that input costs are rising, and the dollar has been strong 
for the past year.’

Given the political gridlock following the midterm elections, the 
Trump administration’s fiscal stimulus may slow down, prompting the 
Federal Reserve to reduce the pace of its rate hikes, Goldman added. 
‘If this happens, we envision the dollar weakening,’ he said. ‘So all 
these factors suggest an overweight to commodities.’

GOING PRIVATE
Strategic Wealth Partners uses real assets for clients who are willing to 
accept long periods of illiquidity in exchange for returns that are not 
correlated strongly with stocks or bonds. However, principal Andrew 
Denenberg explained that this approach is reserved for clients with 
larger portfolios and only ever accounts for a maximum of 5%.

The firm does not place assets directly in buildings or real estate 
projects but instead uses private partnerships. ‘Some clients hold 
publicly traded Reits, which offer daily liquidity,’ Denenberg said. ‘The 
drawback is that in times of crisis these Reits have a strong correlation 
with stocks, disproving the theory that they would always diversify 
away from share prices.  

‘While there may not be a problem with the real estate itself, these 
Reits are still subject to market whims. That doesn’t happen as much 
with private real estate, where values can stay the same for months 
at a time, even when stock markets and Reits are falling daily.

‘It’s also about control. Often, the manager is purchasing and 
operating the building and getting hands-on. It’s fundamentally 
different to putting your money in with thousands of other investors.’

DECEMBER 10,  2018
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Denenberg added that his firm does 
not take a tactical view on real estate 
sectors because it does not have the 
in-house expertise. It therefore looks 
for managers with proven track 
records and expertise in that niche. 
‘We don’t make those calls ourselves 
– it is up to the manager,’ he said.

The firm tends not to use 
commodities, as Denenberg noted that 
they often require a timing element. 
Instead, his focus is reducing portfolio 
volatility. Many clients are also looking for investments that offer 
dividends or cash flow, but commodities have neither, he said.

‘Gold can be a good long-term store of value and a hedge against 
inflation, but there are challenges,’ he said. ‘If you buy gold as a 
physical asset, you need a place to store it, which can be costly. You 
could buy a fund that invests in gold, but they have gone through some 
long periods of underperformance relative to other asset classes.’

OTHER ALTERNATIVES
Larry Swedroe, director of research at The Buckingham Family of 
Financial Services, said that he tends to allocate about 3% of 
portfolios to real estate and 1% to commodities. 

‘Ten years ago, our allocations were higher, but we have moved 
away slightly,’ he said. ‘Not because we are against using them, but in 
certain areas we have found alternatives that provide more effective 
diversification and better sources of risk. 

‘We do use two passive real estate funds, as they have some 
diversification benefits. However, other alternatives offer better 
diversification, better inflation protection and greater expected returns. 
Real estate really does has a significant correlation to equities.’

The firm has instead turned to alternatives such as a re-insurance 
fund, a marketplace lending fund and an alternative risk premia fund. 
The two passive real estate funds are Reits, which Swedroe favors 
because of their low cost and the low turnover of holdings. ‘Also, they 
are more tax-efficient than many investors think,’ he said.

The firm also offers commodities exposure for clients who want 
hedges against inflation and potential supply shocks. Swedroe said 
that he has not allocated more to commodities because he finds that 
Treasury inflation-protected securities are generally a better hedge 
against inflation. Also, given that many investors in commodities 
futures are in contango, they sometimes offer poor expected returns 
for long-term, buy-and-hold investors, he said.

‘We have therefore moved away from long positions in favor of 
tactical commodities strategies that use systematic approaches based 
on carry, momentum, managed futures trends and value,’ he said. ◊
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CORRELATIONS OF ANNUAL RETURNS  
DATA TO JUNE 30, 2017 / SOURCE: BLOOMBERG

COMMODITIES US
EQUITIES

GLOBAL
BONDS

US
INFLATION

COMMODITIES 1 -0.3

US EQUITIES 0.3 1 -0.1

GLOBAL BONDS 0.3 0.18 1 -0.1

NOTE: COMMODITIES = BLOOMBERG COMMODITY INDEX. US EQUITIES 
= S&P 500 INDEX. GLOBAL BONDS = BLOOMBERG BARCLAYS GLOBAL 
AGGREGATE INDEX. US INFLATION = US CONSUMER PRICE INDEX.
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