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EXECUTIVE SUMMARY

The global alternative investment landscape has undergone a structural transformation of historic proportions.
What was once the exclusive domain of endowments, sovereign wealth funds, and the largest institutional
investors has become a defining dimension of UHNW wealth management — with global alternative assets
under management exceeding $13 trillion in 2024 and projected to reach $23 trillion by 2028. The era of

the 60/40 portfolio is over. The era of the alternatives-integrated portfolio has arrived.

This paper — authored by Roshni Thapar, Global Executive Voice — provides the most comprehensive
synthesis available of four interconnected dimensions: the academic theoretical foundations that underpin
modern portfolio construction; the global alternative investment fund architecture from India's SEBI AIF
framework to the EU's AIFMD and US SEC regimes; the strategic landscape of hedge funds and private equity;
and the real asset universe spanning real estate, infrastructure, commodities, and natural resources. Drawing on
38 primary institutional and academic sources, the paper presents the original ALPHA Framework — a

proprietary model for next-generation alternative wealth portfolio construction.

The central argument is that alternatives are no longer alternative — they are essential. For UHNW investors,
wealth managers, and family offices, the question is no longer whether to allocate to alternatives, but how to
construct, govern, and actively manage a diversified alternatives portfolio with the rigour, transparency, and

strategic intentionality that the asset class demands.

Academic Foundations of Modern Wealth Management
8

From Markowitz to Behavioural Finance — the theoretical architecture that underpins UHNW portfolio construction




SECTION 1.1

Modern Portfolio Theory: The Academic Cornerstone

The formal academic study of portfolio construction begins with Harry Markowitz's landmark
1952 paper "Portfolio Selection" — one of the most cited works in the history of financial
economics, and the foundation upon which virtually all subsequent portfolio theory has been
constructed. Markowitz's central insight — that portfolio risk is not simply the weighted average
of individual asset risks, but is fundamentally a function of the covariance between assets —
transformed investment management from an art of individual stock selection to a science of

portfolio optimisation. "

The efficient frontier — the set of portfolios offering maximum expected return for each level of
risk — remains the conceptual centrepiece of institutional portfolio construction seven decades
after its introduction. For UHNW wealth managers, the practical implication is foundational:
diversification across assets with low or negative correlation reduces portfolio risk without
necessarily sacrificing return. This is the mathematical justification for every alternatives

allocation in every institutional portfolio.[




Modern Portfolio Theory

Portfolio risk is determined by asset covariances, not
individual variances alone. The efficient frontier defines the
optimal risk-return trade-off. Diversification across
uncorrelated assets is the only "free lunch” in finance. Nobel

Prize in Economics, 1990. 1

Arbitrage Pricing Theory (APT)

Multi-factor extension of CAPM: asset returns are driven by
multiple systematic risk factors, not just market beta.
Foundation for factor-based investing, smart beta strategies,

and the risk-factor decomposition frameworks used by

institutional UHNW managers today. [3!

Prospect Theory & Behavioural Finance

Investors are not rational utility maximisers. They exhibit loss
aversion, overconfidence, anchoring, and herding —
systematic cognitive biases that create persistent market
mispricings. The academic foundation for behavioural wealth
management and the justification for independent risk

advisory in UHNW relationships. Nobel Prize (Kahneman),
2002. 181

Capital Asset Pricing Model (CAPM)

Expected return on any asset equals the risk-free rate plus
beta times the equity risk premium. Beta measures systematic
(market) risk — the only risk the market compensates for.
Introduced alpha as the measure of manager skill beyond

market exposure. Nobel Prize in Economics, 1990.12]

Efficient Market Hypothesis (EMH)

Asset prices fully reflect all available information. Three
forms: weak (past prices), semi-strong (public information),
strong (all information). Nobel Prize, 2013. The central
debate in active vs. passive management — and the
theoretical challenge that alternative investment managers

must address to justify their fees. [4]

Three & Five Factor Models

Extend CAPM with additional systematic risk premia: size
(small minus big), value (high minus low bookto-market),
profitability, and investment factors. Empirically explains up
to 95% of diversified portfolio returns. Foundation for factor

investing strategies in alternatives and smart-beta mandates.

[6]

The Yale Endowment Model: Alternatives as Academic Orthodoxy

The most consequential applied evolution of academic portfolio theory in the past four decades
is the Yale Endowment Model — developed by David Swensen and Dean Takahashi at Yale's
Office of Investments from the mid-1980s onwards. Swensen's radical insight was to treat
illiquidity as a source of return premium rather than risk, systematically allocating to private equity,
venture capital, real assets, and hedge funds far beyond what conventional institutions considered

prudent.”!

Yale's endowment delivered an annualised return of 13.7% over 30 years (1990-2020) —
outperforming a simple 60/40 portfolio by more than 5 percentage points per annum. The

compounding effect of that differential transformed Yale's $1 billion endowment of 1985 into a




$42 billion portfolio by 2021.1® The academic validation of the alternatives-heavy institutional

portfolio was complete. The question for UHNW wealth managers became not whether to adopt
the Yale model, but how to adapt it for private client portfolios.

FIGURE 1 — THE EFFICIENT FRONTIER: TRADITIONAL VS. ALTERNATIVES-INTEGRATED PORTFOLIO (RISK-
RETURN TRADE-OFF)
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SECTION 1.2

The Illiquidity Premium: Academic Evidence & Practical
Application

The theoretical case for alternatives rests substantially on the concept of the illiquidity premium
— the additional return that investors earn in compensation for accepting the constraints of
investing in assets that cannot be readily converted to cash. Academic research on the illiquidity
premium spans four decades and produces consistent findings: illiquid assets deliver excess

returns of 2—4% per annum over liquid equivalents, after controlling for risk factors.["

Antti Ilmanen's comprehensive analysis of expected returns across asset classes (2022) provides
the most current and rigorous quantification: private equity has delivered an average illiquidity
premium of 3.4% over public equities over rolling 20-year periods; private credit over 2.1% above
public high-yield bonds; and infrastructure 1.8% above listed infrastructure equities — each
premium reflecting genuine compensation for lock-up periods, information asymmetry, and

operational complexity.["!
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Global Alternative Investment Fund Architecture

SEBI AIF Framework - EU AIFMD - US SEC - Regulatory Comparison & Strategic Implications




SECTION 2.1

The Global AIF Regulatory Landscape

Alternative Investment Funds are regulated across three primary jurisdictions — India (SEBI), the

European Union (AIFMD), and the United States (SEC) — each with a distinct regulatory

philosophy, investor protection framework, and operational architecture. Understanding these

frameworks is essential for UHNW investors and wealth managers operating across multiple

geographies.!'?!

CATEGORY |

Infrastructure & Social

AlFs

Invests in infrastructure, social
ventures, SMEs, and start-ups with
positive externalities. Eligible for
government incentives and tax
concessions. Includes Venture
Capital Funds (VCFs), Social Impact
Funds, and Infrastructure Funds.
SEBI mandates minimum corpus of
20 crore. 13

CATEGORY 11

Private Equity & Debt
Funds

The largest AIF segment by AUM in
India. Includes Private Equity Funds,
Real Estate Funds, Funds of Funds,
and Private Credit / Debt Funds. No
specific incentives or concessions.
Cannot borrow except for day-to-day
operations. Minimum investment per

investor: 1 crore. [13]

CATEGORY IlI

Hedge Funds & Complex
Strategies

Employs diverse and complex
trading strategies including leverage.
Includes Hedge Funds, PIPE Funds,
and complex multi-asset strategies.
Subject to stricter SEBI oversight.
Eligible to operate from GIFT City
IFSC under IFSCA framework with

significant fax advantages. [14]




FIGURE 2 — INDIA AIF INDUSTRY: GROWTH IN COMMITMENTS RAISED BY CATEGORY (FY2019—FY2024,
% CRORE)
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Global Regulatory Comparison: SEBI vs. AIFMD vs. SEC

DIMENSION

INDIA — SEBI AIF

EU — AIFMD

US — SEC

(ADVISERS ACT)

STRATEGIC
IMPLICATION

Regulator

Fund

Categories

Minimum

Investment
Leverage

Limits

Disclosure
Standards

SEBI + IFSCA (GIFT
City)

Catl, II, lll + GIFT

IFSC

%1 crore (~$120K)

per investor

Cat lll: 2x NAV max

Quarterly SEBI
reporting; audited

annual accounts

National Competent
Authorities + ESMA

UCITS / AlFs / ELTIFs

€100,000 for retail
AlFs

AIFMs must disclose;
limits by NCA

Annual AIFM
reporting fo NCA;

investor disclosure

SEC (Registered

Investment Advisers)

Exempt from
registration if <15

clients or QIB-only

$5M (QP) or $1TM
AQC (accredited)

No statutory leverage
cap; disclosure

required

Form ADV; annual

audited financials

Each imposes distinct

compliance burden

India most structured
emerging market

regime

India lowest barrier

among three regimes

US most permissive;

EU most variable

All three require
institutional-grade

transparency




US — SEC STRATEGIC
DIMENSION INDIA — SEBI AIF EU — AIFMD

(ADVISERS ACT) IMPLICATION

Passporting No cross-border Full EU passport for State-by-state EU most advantaged;

passport; GIFT City authorised AIFMs registration required India developing
partial solution

Tax Efficiency Pass-through for Cat Jurisdiction- K-1 passthrough; GIFT City now most
| & II; GIFT City dependent; Delaware LP tax-efficient for India-
exempt Luxembourg SICAV standard linked
standard

Preqin's Global Alternatives Report (2024) projects that India's AIF industry — currently at
approximately 10 lakh crore ($120 billion) in commitments — will reach 325 lakh crore by 2028,
driven by domestic institutional demand, NRI inflows, and the structural channelling of UHNW

capital from offshore structures into SEBI-regulated onshore and GIFT City vehicles.["”!

Hcdgc Funds & Private Equity: Strategy & Alpha Generation

Strategy taxonomy, performance evidence, fee structures, and the ongoing debate on manager selection




SECTION 3.1

Hedge Fund Strategy Taxonomy & Performance Evidence

The hedge fund industry — managing approximately $4.3 trillion globally as of 2024 —
encompasses an extraordinarily diverse range of investment strategies united primarily by their
legal and fee structures rather than any common investment approach. Understanding this

taxonomy is the prerequisite for any serious alternatives allocation. "

FIGURE 3 — HEDGE FUND AUM BY STRATEGY (2024
GLOBAL, USD TRILLION)

FIGURE 4 — RISK-ADJUSTED PERFORMANCE: HEDGE
FUNDS VS. TRADITIONAL ASSETS (SHARPE RATIOS,
2014-2024)
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The Alpha Question: Evidence on Hedge Fund Manager Skill

The central debate surrounding hedge fund investment — and the one that academic finance has
most rigorously addressed — is whether hedge fund managers generate genuine alpha (returns
attributable to skill beyond factor exposures) or whether their apparent outperformance reflects
primarily systematic risk premia that could be captured more cheaply through liquid factor

strategies. The evidence is nuanced and consequential for UHNW allocation decisions.[™!

Fung and Hsieh (2004) — in the most cited academic study of hedge fund performance —
identified seven risk factors that explain the majority of hedge fund returns, raising serious

questions about the genuineness of reported alpha. However, subsequent research by Kosowski et




al. (2006) using bootstrap methods found that the top quartile of hedge fund managers do deliver
statistically significant alpha — with persistence evidence suggesting that manager selection is

possible and consequential. 2!

CIliff Asness and colleagues at AQR Capital Management's research division (2023) provide the
most current evidence: after adjusting for all known factor exposures, the average hedge fund has
delivered alpha of approximately 0.7-1.2% per annum over the past two decades — modest but
statistically significant, and sufficient to justify the 2% management / 20% performance fee model

only for top-quartile managers.?"




SECTION 3.2

Private Equity: Value Creation, Returns & Portfolio
Construction

Private equity — encompassing buyouts, venture capital, growth equity, and special situations —
has delivered the most compelling long-run evidence of illiquidity premium capture among
alternative asset classes. Cambridge Associates' Private Equity Index documents that US private
equity has outperformed the S&P 500 by an average of 300-400 basis points per annum over
rolling 10-year periods since 1986 — a premium that has persisted despite the dramatic growth in

capital committed to the asset class.[??

McKinsey's Global Private Markets Report (2024) identifies three primary sources of private
equity value creation that explain this premium: operational improvement (active management
of portfolio companies to improve revenue growth, margin expansion, and capital efficiency);
financial engineering (leverage-amplified returns in buyout structures); and multiple expansion
(buying assets at lower entry multiples than their terminal valuation, a strategy particularly

available in middle-market and emerging market transactions).[?®!

FIGURE 5 — PRIVATE EQUITY PERFORMANCE VS. PUBLIC MARKETS: ROLLING 10-YEAR HORIZON IRR
COMPARISON (1990-2024)
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Private Credit: The $1.5 Trillion Asset Class Reshaping Fixed Income

Private credit — direct lending, mezzanine financing, distressed debt, and specialty finance — has
emerged as the most rapidly growing segment of the alternative investment universe, with global
AUM reaching approximately $1.5 trillion in 2024 and projected to reach $2.8 trillion by 2028.124]
The structural driver is the retrenchment of bank lending following Basel III capital
requirements, creating a persistent supply-demand imbalance in middle-market credit that direct

lenders have systematically exploited.

Blackstone's Credit & Insurance division, Apollo Global Management, and Ares Management —
collectively managing over $1 trillion in credit strategies — have demonstrated that well-
structured private credit portfolios deliver 200—400 basis points of spread premium over
equivalent public high-yield bonds, with historically lower default rates attributable to covenant
protection, security packages, and the closer lender-borrower relationships that characterise

private credit transactions.?*!

Real Assets: Real Estate, Infrastructure & Commodities

The $326 trillion universe of physical assets — inflation protection, income generation & portfolio diversification




SECTION 4.1

Real Estate: The Cornerstone of Real Asset Allocation

Real estate — with a global value of approximately $326 trillion as of 2024 — is simultaneously
the world's largest asset class and its most structurally illiquid. For UHNW investors, real estate
serves multiple portfolio functions: inflation hedging through rental income escalation; current
income generation through yield; capital appreciation from asset price growth; and portfolio

diversification from its historically low correlation with financial assets during non-crisis periods.
[26]

The CBRE Global Real Estate Market Outlook (2024) documents a structural bifurcation in global
real estate markets: logistics, data centres, life sciences, and multifamily residential have delivered
exceptional returns through a period of significant disruption to retail and traditional office

markets — a divergence that underlines the importance of sector-level analysis rather than broad

real estate allocation in UHNW portfolio construction.!?”!

FIGURE 6 — REAL ASSET ALLOCATION IN UHNW PORTFOLIOS: SECTOR PERFORMANCE VS. ALLOCATION
(2024)
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SECTION 4.2

Infrascructure: The $90 Trillion Opportunity

Infrastructure — encompassing transportation networks, energy systems, water utilities, digital
infrastructure, and social infrastructure — has emerged as one of the most compelling asset
classes in modern alternatives investing, driven by the convergence of the global infrastructure

investment gap and the transition to a net-zero carbon economy. ]

The World Bank estimates that global infrastructure investment requirements through 2040
exceed $90 trillion, against current annual investment of approximately $3 trillion — a gap of
$15 trillion per year that cannot be financed by governments alone and must be met through
private capital.’®"! This supply-demand dynamic has created a structural opportunity for
infrastructure funds that has attracted the world's largest institutional investors: BlackRock's
Global Infrastructure Partners, Macquarie Asset Management, and Brookfield Infrastructure

Partners collectively manage over $400 billion in infrastructure assets.*2

Infrastructure's core investment characteristics — long-duration contracted cash flows, inflation-
linked revenue structures, essential service monopoly characteristics, and low economic
sensitivity — make it particularly suited to UHNW portfolios seeking inflation protection, income
stability, and genuine diversification from financial market volatility. The OECD's Infrastructure
Investor Report (2028) documents infrastructure's 10-year Sharpe ratio of 0.87 — significantly

superior to both global equities (0.62) and real estate (0.71) over the same period.[!

Commodities: The Inflation Hedge Toolkit

Commodities — spanning precious metals, industrial metals, energy, and agricultural products —
serve a specific and irreplaceable function in UHNW portfolios: genuine inflation hedging
through direct exposure to the prices of real goods. Gary Gorton and Geert Rouwenhorst's
landmark study (2006) provided the academic foundation: commodity futures deliver returns
comparable to equities over long periods, with low equity correlation and positive inflation beta

— making them the most efficient inflation hedge available in liquid markets.[*4

Gold deserves specific mention as a UHNW portfolio component. The World Gold Council's
research (2024) demonstrates that a 5-10% gold allocation reduces portfolio Value-at-Risk by 12—
187% whilst preserving expected returns — a diversification benefit that no other single asset class

can replicate across the full range of macroeconomic scenarios. !




SECTION 5 — SYNTHESIS

The ALPHA Framework: Constructing the Next-Generation
Alternatives Portfolio

The academic theory, regulatory architecture, strategy analysis, and asset class evidence
presented across this paper converge on a single practical imperative: the construction of an
alternatives portfolio requires not ad-hoc allocation but a disciplined, evidence-based framework.
The author presents the original ALPHA Framework — a proprietary six-pillar model for UHNW

alternatives portfolio construction.!*¢!




The ALPHA Framework

A Proprietary Model for Next-Generation Alternatives Portfolio Construction — Roshni Thapar, Global Executive

Voice (2024)

A

ALLOCATION
ARCHITECTURE

Begin with strategic asset
allocation grounded in MPT and
the Fama-French factor model.
Target a total alternatives
allocation of 40—60% for
UHNW portfolios, sub-allocated
across private equity (15—20%),
private credit (10—15%), real
assets (10—15%), hedge funds
(5—10%), and
opportunistic/special situations
(5%). Rebalance annually
against strategic targets using

systematic rebalancing triggers.

L

LIQUIDITY LAYERING

Model the full liquidity profile of
the alternatives portfolio across
3-month, 12-month, 36-month,
and 10-year horizons. Ensure
liquid reserves cover 24 months
of living expenses, tax
obligations, and capital call
commitments simultaneously.
Never commit more than 35%
of total portfolio to locked-up
alternatives with >5-year lock-up

periods.

P

PREMIUM CAPTURE

Identify and systematically
harvest the four documented
alternative premia: illiquidity
premium (private vs. public
markets), complexity premium
(structures requiring specialist
expertise), information premium
(emerging market and sector-
specific edge), and skill
premium (top-quartile manager
selection with rigorous due

diligence).

H

HEDGING & RISK
ARCHITECTURE

Construct explicit fail risk
hedges: gold and commodities
for inflation scenarios; fail risk
funds or long-vol strategies for
market dislocation; currency
hedging for cross-border real
asset exposure. Conduct
quarterly stress tests across four
macroeconomic scenarios:
inflation, deflation, stagflation,
and financial crisis — ensuring

portfolio survival in each.

A

ACTIVE MANAGER
SELECTION

Manager selection is the single
highest-impact decision in
alternatives investing. The
performance spread between
top- and bottom-quartile
managers exceeds 15% per
annum in private equity —
dwarfing the asset class
premium itself. Apply
quantitative screens (track
record, team stability, process
consistency) and qualitative
assessment (edge articulation,
portfolio company relationships,
operational capability) in a

disciplined selection framework.

A

ACCOUNTABILITY &
GOVERNANCE

Establish an Investment Policy
Statement defining alternatives
allocation ranges, prohibited
strategies, fee budget, ESG
integration requirements, and
reporting standards. Appoint an
independent Investment
Committee or external CIO
function. Require quarterly
performance attribution, Social
Audit equivalent for impact
alternatives, and annual strategy
review. Document all investment

decisions with explicit rationale.




FIGURE 7 — THE ALPHA PORTFOLIO: RECOMMENDED UHNW ALTERNATIVES ALLOCATION BY ASSET

CLASS (2024)

Private Equity 20%
Real Assets 15%

Private Credit 15%
Hedge Funds 10%
Infrastructure 12%

Commodities & Gold 8%

Opportunistic 20%

Sources: Author’s ALPHA Framework; Preqin (2024)[ 17] ],' CFA Institute (2023)[ 9],' llmanen (2022)[ 71]




CONCLUSION

The Alternatives Imperative: Evidence, Architecture &
Action

The evidence presented across four academic and strategic dimensions of this paper leads to
conclusions that are simultaneously clear in direction and demanding in implementation.
Modern portfolio theory established that diversification across uncorrelated assets is the only
genuinely free source of risk reduction. Seven decades of subsequent research have established
that alternative assets — private equity, private credit, hedge funds, real estate, infrastructure, and
commodities — are the asset classes that most effectively extend the efficient frontier for

institutional-scale investors.

For UHNW wealth managers and their clients, the alternatives imperative is not a matter of
debate. It is a matter of execution. The academic case is settled. The regulatory infrastructure —

from SEBI AIFs to GIFT City IFSCA, from AIFMD to the SEC's qualified purchaser framework —

is in place. The manager universe is deep and diversified. The performance evidence is robust.

What remains is the discipline to construct alternatives portfolios with the rigour they require:
systematic allocation, transparent governance, honest performance measurement, and the
patience to allow illiquidity premia to compound across the investment horizons that alternative
assets demand. The ALPHA Framework presented in this paper is a practical starting point for
that discipline — not a template to be applied mechanically, but a structure within which

institutional-grade thinking about alternative wealth can be consistently applied and evolved.

"The question for UHNW portfolios is no longer whether to allocate to alternatives.
The academic evidence, the institutional precedent, and the performance record are all
settled. The question is whether your governance, your manager relationships, and

your liquidity architecture are equal to the opportunity.”

This white paper represents original independent research and thought leadership. The ALPHA Framework is an original proprietary
methodology attributed to Roshni Thapar, Global Executive Voice. All citations formatted in APA 7th Edition. Not investment, legal, or
financial advice. © 2024 Roshni Thapar. All Rights Reserved.
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