
Intro to 
Asset Classes

What is an Asset Class?
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Groups of investments which are:

Similar in terms of 
characteristics and risk 

& return attributes

Impacted by 
economic/financial market 

events in similar ways
Regulated in 
similar ways

Within fixed income all securities pay a fixed coupon and have a fixed maturity date

$ $ $

Classifying 
investment into 

asset classes 
makes it easier 
for investors to:

$

Assess investment opportunities 
at a high level.

Construct and manage 
investment portfolios.

Understand the performance of 
similar types of investments.

$
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Asset Class Individual Stocks

A

B

1st 2ndPicking the right 
asset classes is 
potentially more 
important than 
individual stock 

selection

Traditional Asset Classes
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Equity Fixed 
Income

Cash

Stocks and shares

Represents ownership of a company

Higher return expectations, but also higher 
volatility of returns (more risk)

Return from dividends and capital appreciation

Very liquid if company is listed, very illiquid if not

Equity

$
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Fixed 
Income

Bonds

Lower return expectations than equity, but 
exposed to default risk

Generally low liquidity, although government 
bonds are typically very liquid

Return from fixed coupon payments. Potential 
of capital gains/losses if sold before maturity

Represents debt liability from company or 
government/municipality

$

Deposits

Bank deposits, investments in 
money market funds

Very low risk investment, but low 
return expectations

Instant access deposits & money market fund 
investments are very liquid (term deposits more illiquid)

Income exclusively from interest

Cash

$
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Equity Fixed 
Income

Cash

GEOGRAPHY
Domestic vs international equities

INDUSTRY SECTORS 
Energy vs financials

STYLE
Such as growth or value investing

Equity Fixed 
Income

GOVERNMENT & CORPORATE BONDS

CREDIT RATING
Investment grade and high yield bonds
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Correlation Matrix

Long-Term Investments Correlations

TIME PERIOD: Jan ‘09 to Apr ‘19

1. U.S. Large Bonds

2. Foreign Large Bonds

3. High Yield Bond

4. Corporate Bonds

5. Intermediate Core Bond

6. Intermediate Government

7. Short Government

8. Money Market-Taxable

1 2 3 4 5 6 7 8

1.00

0.88 1.00

0.75 0.81 1.00

0.30 0.45 0.69 1.00

0.14 0.30 0.52 0.95 1.00

-0.26 -0.14 0.02 0.62 0.82 1.00

-0.15 -0.02 0.13 0.64 0.82 0.94 1.00

-0.02 -0.03 -0.06 -0.04 -0.04 0.01 0.10 1.00

Source: Morningstar Direct
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Alternative vs Traditional 
Asset Classes

Real 
estate

Private 
equity

Infrastructure Commodity
investing

Alternative Investments
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More 
illiquid

Esoteric 
investments

Lower levels 
of public 

information

More 
difficult to 

value

Potential 
for higher 

returns

Inflation 
hedging 
potential

Lower correlation 
to traditional 
asset classes

More 
illiquid

Esoteric 
investments

Lower levels 
of public 

information

More 
difficult to 

value

Potential 
for higher 

returns

Inflation 
hedging 
potential

Lower correlation 
to traditional 
asset classes

More 
illiquid

More Illiquid

Long term investors

Don’t require instant 
access to capital

$
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More 
illiquid

Esoteric 
investments

Lower levels 
of public 

information

More 
difficult to 

value

Potential 
for higher 

returns

Inflation 
hedging 
potential

Lower correlation 
to traditional 
asset classes

Esoteric Investments

More variety of investments 
within each asset class

Esoteric 
investments

More 
illiquid

Esoteric 
investments

Lower levels 
of public 

information

More 
difficult to 

value

Potential 
for higher 

returns

Inflation 
hedging 
potential

Lower correlation 
to traditional 
asset classes

Lower levels 
of public 

information

Limited Information

Lower levels of publicly available 
information on these investments
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More 
illiquid

Esoteric 
investments

Lower levels 
of public 

information

More 
difficult to 

value

Potential 
for higher 

returns

Inflation 
hedging 
potential

Lower correlation 
to traditional 
asset classes

Difficult to Value

No public exchange 

More 
difficult to 

value

More 
illiquid

Esoteric 
investments

Lower levels 
of public 

information

More 
difficult to 

value

Potential 
for higher 

returns

Inflation 
hedging 
potential

Lower correlation 
to traditional 
asset classes

Higher Returns

Opportunity to find 
mispriced securities

Higher returns compared to 
traditional asset classes

Potential 
for higher 

returns

© 2024 Financial Edge Training 11



More 
illiquid

Esoteric 
investments

Lower levels 
of public 

information

More 
difficult to 

value

Potential 
for higher 

returns

Inflation 
hedging 
potential

Lower correlation 
to traditional 
asset classes

Lower Correlation

Good diversification benefits 

Within portfolios containing 
traditional asset classes

Lower correlation 
to traditional 
asset classes

A driver of inflation 
e.g. Commodities

More 
illiquid

Esoteric 
investments

Lower levels 
of public 

information

More 
difficult to 

value

Potential 
for higher 

returns

Inflation 
hedging 
potential

Lower correlation 
to traditional 
asset classes

Inflation Hedging

Inflation 
hedging 
potential

Cash flows are inflation-linked 
e.g. Infrastructure investing
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Examples of 
Alternative Asset Classes

Main Alternative Asset Classes

Real estate Commodities Private equity Infrastructure

Hedge funds

© 2024 Financial Edge Training 13



Real Estate

Return from rental 
income and 

capital appreciation.

Risk and return 
between equity 

and fixed income. 

Generally illiquid, although 
REITs offer real estate returns 

with listed equity liquidity.

Real Estate Investment TrustsOR

DIRECTLY

A FUND

Residential properties Hotels Warehouses

REITs

$

INVEST

Commodities
Metals: Precious and non-precious.

Agriculture: Fresh and frozen.

Energy: Oil and natural gas.
Primary 

agriculture

Provides returns to 
investors through capital 

appreciation (No income).

Can be drivers of inflation within 
an economy (e.g. oil prices). 

Can provide an inflation hedge.

Invested using 
derivatives rather 

than direct investing.

Raw 
materials
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Private Equity

Return from capital 
gain at exit, rather 

than dividends.

Private Equity investing is 
highly illiquid as selling 

private companies takes time.

Low levels of publicly 
available information since 

companies are private.

$$$$

Investors money

Debt capital

Typically buy an 
entire private company.

Drive operational improvements during 
investment period and pay down debt.

Infrastructure

Long-term projects, 
providing stable returns 
with relatively low risk. 

Income returns from the 
operation of assets, with 

potential for capital gains.

Potential for inflation 
hedging – Revenues earned 

are adjusted for inflation.

FINANCING INVESTING

Roads Wind Farms Energy Transition

NEW EXISTING
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Hedge Funds
LEVERAGE

SHORT SELLING
More risk Complex strategies

Equity market 
neutral fund

DIFFERENT ASSETS

DIFFERENT RISK/RETURN PROFILES

Not a good definition of an asset class

ALLOCATION

50% allocation to equities.

With a max. allocation of 10% of the equity 
allocation into equity-focused hedge funds.

Asset 
class

Convertible debt 
arbitrage fund

Global 
macro fund

www.FE.training

Please do not redistribute these materials without the 
express permission of Financial Edge Training.

© 2024 Financial Edge Training 16




