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Recent Cerulli research reveals most asset managers are considering adding alternative products to their lineup. But before a manager tries to be “every-
thing to everyone,” they should consider all retail alternative products and strategies to determine which are right for them.  This new report examines mar-
ket size, product development trends, and distribution hurdles for retail alternative products, including alternative mutual funds, ETFs, structured products,
collective trust funds (CTFs), and hedge funds.

Key findings:
• Most managers believe the market crisis helped the case for alternatives, emphasizing a 

need for diversification.

• Absolute return is the most sought-after alternative strategy.

• 1940-Act mutual funds are the ideal vehicle for distribution of alternatives to the retail 
intermediary marketplace.

• Low cost, transparency, and tax considerations are factors favoring ETF growth, but 44% 
of advisors still value active management.

• Growth in alternatives depends on: advisor adoption; use of alternatives in managed account
programs; and percent allocated to alternatives in investors’ portfolios.

Exclusive data: 

• Top-selling alternative mutual fund and ETF strategies 

• Challenges to product development of alternatives

• Asset managers’ recommended investment allocation by risk tolerance, and wealth tier

• Advisor use of alternatives by channel, core market, and practice type

• Assets and flows for each type of alternative strategy or vehicle

• Size and scope of the alternative mutual fund market
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The following are examples of how this report can be applied to business planning and strategic decision-making:

Scenario 1: A mutual fund manager is considering creating an alternatives product for retail clients.  They are not sure what the demand is for alternative
investments and what distribution channels they should target. Cerulli Quantitative Update: Retail Alternative Products and Strategies answers the follow-
ing questions:

• What channels use alternative investments the most?
• What are the most popular alternative strategies currently?
• How can an asset manager effectively educate advisors on using alternatives?
• What investor wealth tiers are best suited for alternative investments?

Scenario 2: An ETF sponsor with passive ETFs would like to create an active ETF or an alternative strategy ETF.  They need background on the market before
devoting more time to this project.  Cerulli Quantitative Update: Retail Alternative Products and Strategies answers the following questions:

• What types of ETFs are other sponsors developing?
• What attributes of ETFs should sponsors promote to advisors?
• What are advisors’ opinions on active ETFs?
• What percentage of advisors are planning to increase their use of alternative ETFs?

Scenario 3: An asset manager who has alternative products in their lineup is considering hiring an executive to support the marketing and distribution of
alternatives.  The asset manager wants to see how other firms are handling this role. Cerulli Quantitative Update: Retail Alternative Products and Strategies
answers the following questions: 

• What types of marketing support are managers using to educate advisors on alternatives?
• For large, medium, and small asset managers, how many staff members are dedicated to the distribution and marketing?
• How many asset managers have a head of alternative investments?
• Are asset managers training alternatives staff in-house or hiring from other firms?
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Cerulli labels several vehicles as alternative: fund of hedge funds, hedge funds, venture capital, and private equity. We describe the mutual fund as

traditional and the ETF vehicle as nontraditional but not alternative, but identify a portion of their assets as alternative based on their asset class or strategy.

Key Implication: In the retail third-party marketplace, mutual funds and to a lesser extent ETFs are sought by many financial advisors because of their regula-

tory oversight, liquidity, and transparency. Mutual funds are the preferred vehicle (versus ETFs) for packaging alternatives by many established asset managers

because they are committed to active management as well as other reasons (i.e., difficulty entering ETF marketplace given the first-mover advantage of a few

firms). 
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EXHIBIT 1.06
Mix of Assets by Vehicle: Traditional Versus Alternative, 2009
Sources: Strategic Insight/SIMFUND, Cerulli Associates
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Advisors that service the wealthier

core markets (i.e., investable assets

greater than $5 million) are more

likely to employ ETFs as a cost-effi-

cient core holding than are advisors

that work with less affluent core mar-

kets.

Just 18% of advisors often rely on

ETFs for non U.S. or sector expo-

sure or to garner alternatives expo-

sure, but close to half (48%) some-

times use ETFs in this manner, with

advisors whose core market is less

than $250K most apt to sometimes

use ETFs for these exposures (67%).

Key Implication: Differences in ETF use

in portfolio construction across the vari-

ous advisor core markets underscores the

importance of market segmentation.

Cerulli counsels sponsors and potential

entrants into the ETF marketplace to

study advisor ETF use to help guide both

product development and distribution

strategy.  More than one sponsor manager

has advised that they are consulting with

advisors on how to use ETFs in portfolio

construction and that this sort of support

is even more critical for alternative and

niche ETFs.

Cross Reference: Exhibit 7.09

As a Source of Cheap Beta/Cost Efficient 
Diversified Core Holding <$250K $250K-$1m $1m-$5m $5m-$10m >$10m All Advisors

Often 1.9% 28.0% 38.1% 43.0% 44.4% 31.0%
Sometimes 74.6% 48.5% 45.7% 41.0% 45.1% 47.7%
Never 23.4% 23.6% 16.2% 16.0% 10.5% 21.2%

As Part of a Core-Satellite Strategy <$250K $250K-$1m $1m-$5m $5m-$10m >$10m All Advisors
Often 7.7% 27.9% 35.3% 33.9% 12.4% 29.1%
Sometimes 64.0% 43.7% 47.0% 53.9% 62.7% 46.9%
Never 28.3% 28.4% 17.6% 12.2% 24.8% 24.0%

To Implement a Thematic Approach (i.e.,  Garner 
Exposure to Investment Theme Such as 
Infrastructure)

<$250K $250K-$1m $1m-$5m $5m-$10m >$10m All Advisors

Often 23.4% 12.3% 37.5% 16.1% 20.1% 21.1%
Sometimes 56.2% 60.9% 38.2% 69.3% 52.1% 53.2%
Never 20.4% 26.8% 24.4% 14.7% 27.9% 25.7%

For Non-U.S. or Sector Exposure (e.g.,  Emerging 
Markets or Healthcare) <$250K $250K-$1m $1m-$5m $5m-$10m >$10m All Advisors

Often 15.7% 16.8% 21.1% 21.0% 15.3% 18.1%
Sometimes 67.1% 46.5% 50.9% 32.7% 43.5% 47.8%
Never 17.2% 36.7% 28.0% 46.3% 41.3% 34.1%

To Garner Alternatives, Commodities, Currency 
Exposure <$250K $250K-$1m $1m-$5m $5m-$10m >$10m All Advisors

Often 8.8% 16.3% 22.6% 19.2% 16.3% 18.0%
Sometimes 62.0% 54.4% 53.7% 32.5% 52.1% 52.6%
Never 29.2% 29.3% 23.7% 48.3% 31.7% 29.4%

To Hedge/Short Market Exposure <$250K $250K-$1m $1m-$5m $5m-$10m >$10m All Advisors
Often 0.0% 4.9% 7.1% 7.4% 44.5% 6.9%
Sometimes 49.1% 36.1% 33.2% 26.7% 12.7% 34.2%
Never 50.9% 58.9% 59.6% 65.9% 42.7% 58.9%

EXHIBIT 7.10
Advisors' Use of ETFs in Portfolio Construction by Core Market, 2009
Sources: Cerulli Associates, in partnerships with the College for Financial Planning, the Financial Planning Association, the Investment Management Consultants Association, and Morningstar
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More than half (53%) of managers surveyed expect CTFs to experience 10% to 20% organic growth in 2010.

Key Implication: While challenges facing CTF sponsors still exist, they are not insurmountable. Cerulli thus maintains an overwhelmingly positive outlook on

these products. Growing competition is speeding their evolution into a viable solution for the DC space, and manager attitudes are changing regarding their use.

No longer are CTFs regarded as an off-beat, and perhaps hopeless, competitor to mutual funds. Rather, managers now view them as simply another means

through which to gather assets. While dollars in CTFs are unquestionably less profitable than dollars in mutual funds, managers understand if they do not pro-

vide CTFs to their larger DC clients, their competitors certainly will. 

Stay the same (+/-5%)
17.6%

Increase by 10%-20%
52.9%

Increase by 20% or more
29.4%

EXHIBIT 10.08
Expectation for CTF Asset Growth in Following Year, Given No Market Appreciation, 2009
Source: Cerulli Associates
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In 2009, close to 40 new alternative mutual fund products were brought to market—in spite of the uncertain market environment.

Analyst Note: Refer to Exhibit 4.01 for alternative mutual fund definition.

Key Implication: Cerulli contends that the 1940-Act mutual fund is the one of the best vehicles to offer alternatives to the retail intermediary marketplace

(ETFs also offer opportunities). Even so, asset managers need to be prepared for the operational challenges associated with this endeavor which contribute to

the complexity of bringing these products to market, such as the use of a prime broker. Prior to selecting a prime broker, asset managers need to interview

prime brokers and determine various specifics such as which stocks they have access to, how they house their longs and shorts, and how they would link to the

custodian, for example.
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EXHIBIT 4.05
Number of New Alternative Mutual Funds, 2003-2009
($ millions)
Sources: Strategic Insight/SIMFUND, Cerulli Associates
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More than half (52%) of asset managers surveyed estimate alternative assets at less than 5% of total firm assets currently; while only 29% antici-

pate that alternatives will account for less than 5% of their assets in 2-5 years.

Key Implication: Many asset managers anticipate that alternative assets will account for a larger piece of their business in the future. In fact, nearly half of

asset managers deem alternatives very important to their strategy and 47% consider them very important to their retail strategy (see Exhibit 1.11). Cerulli

asserts that alternatives are a meaningful opportunity for a select group of asset managers armed with the investment expertise and distribution resources to

invest in the significant amount of education needed to successfully distribute alternatives in the retail third-party marketplace.

Cross Reference: Exhibit 1.11
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EXHIBIT 1.09
Asset Managers: Percentage of Alternative AUM Currently Versus in 2-5 Years, 2010
Source: Cerulli Associates
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All surveyed ETF sponsors rated increased advisor adoption as a large driver of future ETF growth. A majority (50%) also thought that more

investors would reject mutual funds in favor of ETFs

Sponsors are less enthusiastic about active ETFs, with just 10% of respondents citing these ETFs as a driver in asset growth.

Analyst Note: Survey question asked for rating of growth drivers across the industry in next few years.

Key Implication: Increased advisor adoption is a key for the continued growth of ETFs. To that end, many sponsors have poured resources into advisor educa-

tion in addition to the traditional product marketing. Tools such as SPDR University offered by SSgA help advisors that may not be familiar with indexing or

using commodities in a client’s portfolio learn the advantages and unique uses that ETFs provide. At the same time established sponsors are not counting on

active ETFs to drive growth in the next few years. There are still several hurdles that active products will need to overcome, including transparency and simply

establishing a three-year track record. 

Cross Reference: Exhibit 6.11, Exhibit 6.13
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EXHIBIT 6.12
ETF Sponsors Rate ETF Growth Drivers, 2009
Source: Cerulli Associates


