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WHY ALTERNATIVES?
Traditionally, investment portfolios have consisted of a combination of stocks, bonds, and cash. Alternatives 
have emerged as another distinct category of investments that can potentially offer valuable benefits to a 
portfolio, such as:

Alpha describes an investment’s ability to outperform or “beat the market”. Adding 
sources of alpha may contribute to overall portfolio returns. 

Beta is the degree to which an investment’s returns move with the larger market.  
A lower beta may indicate the investment is more resistant to market volatility than  
other asset classes. 

Correlation is the degree to which two securities or investments move in relation to 
each other. A lower correlation to equities and fixed income investments can reduce 
overall portfolio risk, especially when markets are volatile.

Unlike stocks and bonds, alternatives are comprised of several broad categories of asset bases and  
investment strategies. For example, commodities which include natural resources, energy, and agriculture, 
and real estate, each have distinct underlying asset bases. On the other hand, private equity and hedge 
funds deploy specific investment strategies to one or more existing asset classes. At a fundamental level, 
each alternative investment—regardless of its asset base or strategy—attempts to provide one or more  
of alpha, beta, and correlation.

Broad Alternative 
Category Primary Source of Return Key Benefit to a Portfolio

Commodities Investment opportunities can arise from the supply 
and demand dynamics of raw materials that are  
either consumed or used to build other products 

May offer a shield against inflation

Real estate Invests in real estate directly, either through  
properties or mortgages

May provide consistent income 
stream and tax benefits through 
monthly rental and mortgage flows

Private equity Seeks opportunities through direct or indirect  
buyouts of public firms with plans to take those  
firms private and make them more profitable

Freed from the short-term focus  
of quarterly earnings calls, private 
companies can make strategic 
decisions that may deliver greater 
returns to shareholders over a 
longer time horizon

Hedge funds Identifies market inefficiencies across all asset  
classes through a variety of investment strategies 
often utilizing leverage or complex investing  
instruments such as derivatives

Designed to generate returns 
regardless of market environment
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EVALUATING ALTERNATIVES
Hedge funds often invest in equity and fixed income securities but apply a variety of investment strategies 
designed to generate absolute return or returns over a certain period of time. Most mutual funds, in contrast, 
seek relative return, or outperformance compared to a benchmark. 

Since alternatives such as hedge funds seek to add diversification to a portfolio, beta is a commonly used 
metric that gauges how a particular investment behaves, or moves, in relation to the markets. The table below 
shows the 3-year beta of common hedge fund strategies compared to the broad equity and fixed income 
markets. The closer the beta is to zero, the less it moves in tandem with the broader market.

Hedge Fund Strategy Description

3-Year Beta to:

Equities
Fixed 
Income

Fund-of-funds Pools multiple investment funds that encompass a 
diverse set of management styles in an attempt to 
achieve broader diversification with reduced risk.

0.34 0.37

Emerging markets Invests in financial assets (e.g., equities, sovereign  
and corporate debt issues, currencies and other  
instruments) of countries that are transitioning from 
developing to developed.

0.52 0.58

Equity market 
neutral

Invests both long and short in equity markets while 
capturing inefficiencies in relative valuations. 

0.12 0.27

Event-driven Invests in a combination of credit opportunities,  
such as high yield, leveraged loans, capital structure 
arbitrage, and event-driven equities (risk arbitrage, 
holding company arbitrage, and special situations).

0.44 0.30

Fixed income 
arbitrage

Employs strategies that seek to take advantage of  
price differentials and inefficiencies between related 
fixed income securities.

0.25 0.42

Global macro Uses macro analysis (e.g., political trends, macroeco-
nomics, etc.) in order to profit from dislocations in 
equity, fixed income, currency, and commodity mar-
kets.

0.15 0.49

Long/short equity Invests both long and short in equity markets and 
diversifies risk by limiting the net exposure to  
particular sectors, regions, or market capitalizations. 

0.60 0.44

Merger arbitrage Seeks to capture the returns of a merger target that, 
once announced, are often isolated from the effects  
of typical market volatility.

0.29 0.35

As of 12/31/2020. Equities represented by the S&P 500 Index. Fixed Income represented by the Bloomberg Barclays Aggregate US Bond Index. Hedge fund strategies  
are represented by the respective HFRI Index as listed at the end of this document. Past performance is not indicative of future results. It is not possible to invest 
directly in an index.
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LIQUID ALTERNATIVES: ETFs VS. MUTUAL FUNDS 
Alternatives are available in a wide range of investment vehicles, which range in liquidity—the degree to 
which invested capital can be redeemed for cash on the open market without losing value. The Limited  
Partnership (LPs) structure typical of hedge fund strategies are the most illiquid, whereas Exchange  
Traded Funds (ETFs) are the most liquid. 

The appeal of liquid alternatives is understandable. They can offer access to the diversification benefits  
of alternatives, including traditional hedge fund strategies, with stronger regulatory oversight, reasonable  
investment minimums, reliable liquidity, and better holdings transparency—all at lower fees. 

As portfolios have adapted to increasingly complex market environments, liquid mutual funds and ETFs  
have seen strong growth. 

Morningstar Alternative Category Asset Flows
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Whereas liquid alternative ETFs and mutual funds may appear to offer similar benefits, there are some key 
differences beyond just investment vehicle to consider.

Many leading alternative mutual funds are managed by a portfolio management team that may also manage  
a similar strategy in an LP format. While hedge fund LPs may have experienced historically attractive returns,  
it has been difficult for them to maintain a high degree of success year-over-year. Also, due to the more 
restrictive regulatory environment of mutual funds, recreating performance comparable to an LP-based  
counterpart may be challenging as investments in certain types of securities may be limited. On the other 
hand, alternative ETFs seek to provide the unique return/risk profile of the hedge fund strategy in an indexed 
rules-based approach, seeking to produce more consistent returns over time.

In the rules-based, index construction process of alternative ETFs, the underlying asset class exposures  
are constructed using ETFs with the lowest cost and highest liquidity that track closest to each asset class. 

Systematic, Rules-Based Investment Process

Fixed 
income 
arbitrage

Global 
macro

Market 
neutral

Long/short 
equity

Event-
driven

Common Hedge Fund Strategies

Hedge fund 
index 
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Hedge fund 
positions 

As each manager has many unique positions, individual security 
selection becomes less relevant to the HF Index  

Asset 
class(es)

Asset class allocation becomes the primary driver 
of risk/return for the HF Index  

Index ETF(s) Liquid ETFs are used to represent 
each asset class 

Emerging 
market 
hedge
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This systematic, rules-based approach to a multi-alternative exposure has provided a high correlation 
similar to the broad hedge fund index. 

Alternative ETFs: An Efficient Mirror of the Hedge Fund Universe
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future results. It is not possible to invest directly in an index. Correlation is the degree to which two securities move in relation to each other. 
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ETFs FOR LIQUID ALTERNATIVES EXPOSURE
As investors continue to add liquid alternatives to portfolios, ETFs offer the highest degrees of access,  
liquidity, and transparency compared to their LP counterparts. When compared to mutual funds,  
alternative ETFs are designed to perform consistently over the long term while still providing valuable  
portfolio diversification benefits.

The flexibility of the ETF structure provides portfolios a versatile solution suitable as a core alternative  
exposure, a complement to a fixed income or equity allocation, or a liquidity vehicle.

The Advantages of ETFs for Alternatives Exposure

ETF Structure
Traditional Hedge Fund  
or LP Structures

Alternative  
investment returns

Yes Yes

Availability Broadest investor availability Accredited Investors only

Access Easy; No capacity constraints— 
assets deploy immediately

Difficult; Capacity constrained—assets 
may take several months to deploy

Fees Among lowest; Simple asset-based  
management fee

Among highest; Typical fee structure of a 
2% management fee and 20% of profits

Holdings  
transparency

Index holdings posted daily Often opaque and limited; Idiosyncratic 
across managers

Investment  
strategy

Passive; Rules-based Active; Manager-specific

Diversification Highly diversified; No manager-specific risk Varied; Manager-specific risk

Liquidity Intra-day; No restrictions typical of hedge 
funds or LPs

Limited; Typically 6-12 months

Pricing Real time; Daily Limited

Tax reporting 1099 K-1
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INDEXIQ LIQUID ALTERNATIVE ETFs

Hedge Fund Strategy IndexIQ ETF

Fund-of-funds, multi-strategy QAI—IQ Hedge Multi-Strategy Tracker ETF

Event driven

QED—IQ Hedge Event-Driven Tracker ETF

★★★★ Overall Morningstar Rating based on risk-adjusted 
returns among 44 Market Neutral Funds as of 6/30/21

Long/short equity

QLS—IQ Hedge Long/Short Tracker ETF

★★★★ Overall Morningstar Rating based on risk-adjusted 
returns among 179 Long/Short Equity Funds as of 6/30/21

Market neutral QMN—IQ Hedge Market Neutral Tracker ETF

Macro, emerging markets MCRO—IQ Hedge Macro Tracker ETF

Merger arbitrage MNA—IQ Merger Arbitrage ETF

Broad Alternatives IndexIQ ETF

Inflation hedge CPI—IQ Real Return ETF

Natural resources GRES—IQ Global Resources ETF

Real estate ROOF—IQ US Real Estate Small Cap ETF

Click on the fund name above for the most current fund page, which includes the prospectus, investment objectives, 
performance, risk, and other important information. Returns represent past performance which is no guarantee of future 
results. Current performance may be lower or higher. Investment return and principal value will fluctuate, and shares, 
when redeemed, may be worth more or less than their original cost. Visit www.newyorklifeinvestments.com for the 
most recent month-end performance.
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https://www.nylinvestments.com/IQetfs/etfs/IQ-Hedge-Multi-Strategy-Tracker-ETF
https://www.nylinvestments.com/IQetfs/etfs/IQ-Hedge-Event-Driven-Tracker-ETF
https://www.nylinvestments.com/IQetfs/etfs/IQ-Hedge-Long-Short-Tracker-ETF
https://www.nylinvestments.com/IQetfs/etfs/IQ-Hedge-Market-Neutral-Tracker-ETF
https://www.nylinvestments.com/IQetfs/etfs/IQ-Hedge-Macro-Tracker-ETF
https://www.nylinvestments.com/IQetfs/etfs/IQ-Merger%20Arbitrage-ETF
https://www.nylinvestments.com/IQetfs/etfs/IQ-Real-Return-ETF
https://www.nylinvestments.com/IQetfs/etfs/IQ-Global-Resources-ETF
https://www.nylinvestments.com/IQetfs/etfs/IQ-US-Real-Estate-Small-Cap-ETF
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BEFORE YOU INVEST
Consider the Funds’ investment objectives, risks, charges and expenses carefully before investing. The prospectus and the statement 
of additional information include this and other relevant information about the Funds and are available by visiting 
www.newyorklifeinvestments.com or calling 888-474-7725. Read the prospectus carefully before investing.

ABOUT RISK
There are risks involved with investing in any such products, including the 
possible loss of principal. Investors in the Funds should be willing to accept 
a high degree of volatility and the possibility of significant losses.

Alternative investments are speculative, entail substantial risk and are not 
suitable for all clients. Alternative investments are intended for experienced 
and sophisticated investors who are willing to bear the high economic risks 
of the investment. Investments in absolute-return strategies are not 
intended to outperform stocks and bonds during strong market rallies. 
Hedge funds and hedge fund of funds can be highly volatile, carry 
substantial fees, and involve complex tax structures. Investments in 
these types of funds involve a high degree of risk, including loss of entire 
capital. Investments in derivatives often involve leverage, which may 
increase the volatility of the investment and may result in a loss.

As with all investments, there are certain risks of investing in the Fund. 
The Fund’s Shares will change in value and you could lose money by 
investing in the Fund. An investment in the Fund does not represent  
a complete investment program.

The Bloomberg Barclays US Aggregate Bond Index is a broad-
based market capitalization-weighted bond market index representing 
intermediate term investment grade bonds traded in the United States.

The HFRI Fund of Funds Composite Index tracks funds with multiple 
managers through funds or managed accounts that are designed as a 
diversified portfolio of managers with the objective of significantly lowering 
the risk (volatility) of investing with an individual manager. 

The HFRI Emerging Markets Index measures strategies that invest 
primarily long, in securities of companies of the sovereign debt of 
developing or “emerging” countries.

The HFRI Equity Market Neutral Index measures strategies that 
employ sophisticated quantitative techniques of analyzing price data to 
ascertain information about future price movement and relationships 
between securities, select securities for purchase and sale. 

The HFRI Event Driven Index measures strategies that are designed  
to capture price movement generated by a significant pending corporate 
event, such as a merger, corporate restructuring, liquidation, bankruptcy, 
or reorganization.

The HFRI Fixed Income Arbitrage Index measures strategies in which 
the investment thesis is predicated on realization of a spread between 
related instruments in which one or multiple components of the spread  
is a convertible fixed income instrument. Strategies employ an investment 
process designed to isolate attractive opportunities between the price of a 
convertible security and the price of a nonconvertible security, typically of 
the same issuer. 

The HFRI Macro Index measures strategies that base holdings, such  
as long and short positions in various equity, fixed-income, currency, 
commodities, and futures markets, primarily on the overall economic and 
political views of various countries, or their macroeconomic principles.

The HFRI Equity Hedge Index measures strategies that buys stocks that 
are undervalued and short sells stocks that are overvalued. This strategy 
may commonly employ variable exposure as well as the use of leverage.

The HFRI Merger Arbitrage Index measures strategies which employ 
an investment process primarily focused on opportunities in equity and 
equity related instruments of companies which are currently engaged in  
a corporate transaction. 

The S&P 500 Index is a stock market index that measures the stock 
performance of 500 large companies listed on stock exchanges in the 
United States.

IndexIQ was named etfexpress “Best Alternative ETF Provider” in 2015, 
2017, and 2019. In 2016, Hedgeweek named IndexIQ “Best North 
American Index Provider” and QAI “Best 40 Act Liquid Alternative Fund. 
Hedgeweek and etfexpress award methodology: Awards are based on a 
“peer review system” whereby etfexpress readers—including institutional 
and high net worth advisors, managers, and other industry professionals at 
fund administrators, prime brokers, custodians, and advisors —are invited 
to elect a “best in class” in a series of categories via an online survey. For 
more information, visit hedgeweek.com/hedgeweek/awards/methodology 
and etfexpress.com/ etfexpress/awards/methodology. 

In 2019, Fund Intelligence named MNA “Alternative ETF of the Year”. 
Fund Intelligence mutual fund and ETF industry award methodology:  
Fund Intelligence’s mix of independent judges, including a range of 
investors such as ETF strategists, based their decisions on performance, 
product innovation and sales success through the year. Learn more at 
mutualfundindustryawards.com.
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The Morningstar Rating™ for funds, or “star rating”, is calculated for 
managed products (including mutual funds, variable annuity and variable 
life subaccounts, exchange-traded funds, closed-end funds, and separate 
accounts) with at least a three-year history. Exchange-traded funds and 
open-ended mutual funds are considered a single population for 
comparative purposes. It is calculated based on a Morningstar Risk-
Adjusted Return measure that accounts for variation in a managed 
product’s monthly excess performance, placing more emphasis on 
downward variations and rewarding consistent performance (this does not 
include the effects of sales charges, loads, and redemption fees). The top 
10% of products in each product category receive 5 stars, the next 
22.5% receive 4 stars, the next 35% receive 3 stars, the next 22.5% 
receive 2 stars, and the bottom 10% receive 1 star. The Overall 
Morningstar Rating for a managed product is derived from a weighted 
average of the performance figures associated with its three-, five-, and 

10-year (if applicable) Morningstar Rating metrics. The weights are: 
100% three-year rating for 36-59 months of total returns, 60% five-year 
rating/40% three-year rating for 60-119 months of total returns, and 50% 
10-year rating/30% five-year rating/20% three-year rating for 120 or more 
months of total returns. While the 10-year overall star rating formula 
seems to give the most weight to the 10-year period, the most recent 
three-year period actually has the greatest impact because it is included in 
all three rating periods.

For the period ended 6/30/21: the IQ Hedge Event-Driven Tracker ETF 
(QED) was rated 4 stars overall from among 44 Market Neutral Funds and 
4 stars for the 3- and 5-year period among 44 and 35 funds respectively; 
the IQ Hedge Long/Short Tracker ETF (QLS) was rated 4 stars overall 
from among 179 Long-Short Equity Funds and 4 stars for the 3- and 
5-year period among 179 and 151 funds respectively.



11

ABOUT INDEXIQ 
In 2006, IndexIQ began developing proprietary, rules-based, quantitative techniques to capture the core benefits of 
hedge funds. Since then, IndexIQ has emerged as the leading, award-winning provider of liquid alternative ETFs. 
Several ETFs — including flagship funds QAI and MNA —now have track records of more than 10 years. 

IndexIQ analyzes the risk/return characteristics of several common hedge fund styles to provide market exposures 
uncorrelated to equities and bonds with appealing liquidity features, low expenses, and better tax efficiency than 
mutual funds and other vehicles.



888-474-7725
www.newyorklifeinvestments.com

“New York Life Investments” is both a service mark, and the common trade name, of certain investment advisors affiliated with New York Life 
Insurance Company. IndexIQ® is the indirect wholly owned subsidiary of New York Life Investment Management Holdings LLC and serves as the 
advisor to the IndexIQ ETFs. ALPS Distributors, Inc. (ALPS) is the principal underwriter of the ETFs, and NYLIFE Distributors LLC is a distributor of the 
ETFs. NYLIFE Distributors LLC is located at 30 Hudson Street, Jersey City, NJ 07302. ALPS Distributors, Inc. is not affiliated with NYLIFE Distributors 
LLC. NYLIFE Distributors LLC is a Member FINRA/SIPC.
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