
How much 
should I 
consider 
investing 
in a liquid 
alternatives 
fund?

The appropriate amount of 
liquid alternatives to allocate 
will depend on several factors.

The amount you should consider investing in liquid alternatives depends largely 
on your investment objectives, risk tolerance and investment time horizon. Your 
advisor can provide guidance to you in relation to these variables. 

 
If you’re looking to enhance 
an existing model portfolio 
with a liquid alternative 
strategy, the appropriate 
amount of liquid alternatives 
to allocate will depend on 
several factors – such as 
correlation, volatility and 
expected return – relative to 
the existing portfolio. 

When determining allocation size, also consider 
how much you’re willing to let this new investment 
influence the future return stream of your total 
portfolio. Remember, if you are introducing 
liquid alternatives to reduce your total portfolio’s 
reliance on the direction of equity markets, your 
portfolio’s performance may lag when stock 
markets are hot. How much periodic short-
term portfolio performance differences can you 
withstand in order to achieve potentially better 
risk-adjusted returns (or a higher rate of income) 
over the long term?

As well, you may consider tracking error to help 
determine position sizing of liquid alternatives. 
Tracking error is a measure of how much you 
expect your return to differ (plus or minus) 
from those of a benchmark under normal 
circumstances. Generally, the more differently 
a fund behaves relative to a model portfolio or 
benchmark, the higher the tracking error, and 
the smaller position you need in order to have a 
meaningful impact on your portfolio.

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.




