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Upgrade your  
asset allocation
Executive summary

The time is now for investors to adapt to the lower expected returns across asset 
classes and drive towards sustainable investing that are fundamentally altering the 
investment landscape. To this end, UBS Asset Management is releasing a series of 
papers designed to outline approaches you can take to upgrade your asset allocation 
and address these urgent challenges.

Our updated five-year capital market assumptions crystalize 
the difficult environment facing investors. The robust rebound 
in risk assets from their March lows has come at a cost: 
expected forward returns across equities and credit have 
compressed materially. With central banks across advanced 
economies approaching their effective lower bounds, the 
diversification benefits of bonds in providing substantial 
appreciation during risk-off periods is also challenged.  
Meanwhile, regulations and client demands increasingly 
necessitate that portfolio managers incorporate non-financial 
environmental, social, and governance factors into the asset 
allocation process.

Meeting return objectives in an environment where expected 
returns across publicly-traded risk assets are lower bolsters the 
appeal of expanding the investment horizon through the use 
of alternatives. Alternative investments: Improving portfolio 
performance provides a comprehensive overview of the 
different asset classes investors can integrate into their 
portfolios more broadly – private equity, hedge funds, real 
estate, infrastructure, and commodities – and how to do so. 
We believe investors that add exposure to alternatives under 
the guidance of sophisticated managers will be able to improve 
the risk/reward profile of their portfolios through superior 
returns and diversification benefits.

Enhancing Diversification in a Low-Yield World, outlines a set 
of solutions given the likelihood that developed market debt 
will fail to provide the same degree of ballast to portfolios 

during equity market drawdowns. While there is no perfect 
substitute for the safest sovereign debt, Chinese sovereign 
bonds are among the best solutions to serve as a structural 
replacement in portfolios. Within foreign exchange and 
commodities, we have also identified tactical liquid diversifiers 
that behave similarly to bonds during risk-off episodes with a 
minimal drag during risk-on periods. Dynamic risk strategies 
may also allow investors to increase exposure to asset classes 
with higher expected returns while directly managing draw-
down risks.

An additional forthcoming paper, Asset Allocation with ESG: 
Challenges and opportunities for the efficient frontier, aims to 
examine the benefits and obstacles involved in adopting a 
sustainable investment approach at the portfolio level, and 
whether this has implications for the efficient frontier. This is 
accomplished through an extensive overview of the academic 
literature surrounding ESG investing and an original empirical 
analysis of the available data.

We believe the key to delivering strong performance in the 
years to come will be driven by how investors navigate lower 
expected returns, increased diversification in a low yield world 
and incorporating ESG into investment process. We hope you 
will find this series a formative guide on the opportunities 
available to overcome these challenges.
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Americas
The views expressed are a general guide to the 
views of UBS Asset Management as of 
December 2020. The information contained 
herein should not be considered a recommenda-
tion to purchase or sell securities or any 
particular strategy or fund. Commentary is at a 
macro level and is not with reference to any 
investment strategy, product or fund offered by 
UBS Asset Management. The information 
contained herein does not constitute investment 
research, has not been prepared in line with the 
requirements of any jurisdiction designed to 
promote the independence of investment 
research and is not subject to any prohibition on 
dealing ahead of the dissemination of invest-
ment research. The information and opinions 
contained in this document have been compiled 
or arrived at based upon information obtained 
from sources believed to be reliable and in good 
faith. All such information and opinions are 
subject to change without notice. Care has been 
taken to ensure its accuracy but no responsibility 
is accepted for any errors or omissions herein. A 
number of the comments in this document are 
based on current expectations and are 
considered “forward-looking statements". 
Actual future results, however, may prove to be 
different from expectations. The opinions 
expressed are a reflection of UBS Asset 
Management’s best judgment at the time this 
document was compiled, and any obligation to 
update or alter forward-looking statements as a 
result of new information, future events or 
otherwise is disclaimed. Furthermore, these 
views are not intended to predict or guarantee 
the future performance of any individual 
security, asset class or market generally, nor are 
they intended to predict the future performance 
of any UBS Asset Management account, 
portfolio or fund.

EMEA
The information and opinions contained in this 
document have been compiled or arrived at 
based upon information obtained from sources 
believed to be reliable and in good faith, but is 
not guaranteed as being accurate, nor is it a 
complete statement or summary of the 
securities, markets or developments referred to 
in the document. UBS AG and / or other 
members of the UBS Group may have a position 
in and may make a purchase and / or sale of any 
of the securities or other financial instruments 
mentioned in this document.

Before investing in a product please read the 
latest prospectus carefully and thoroughly. Units 
of UBS funds mentioned herein may not be 

eligible for sale in all jurisdictions or to certain 
categories of investors and may not be offered, 
sold or delivered in the United States. The 
information mentioned herein is not intended to 
be construed as a solicitation or an offer to buy 
or sell any securities or related financial 
instruments. Past performance is not a reliable 
indicator of future results. The performance 
shown does not take account of any commis-
sions and costs charged when subscribing to and 
redeeming units. Commissions and costs have a 
negative impact on performance. If the currency 
of a financial product or financial service is 
different from your reference currency, the 
return can increase or decrease as a result of 
currency fluctuations. This information pays no 
regard to the specific or future investment 
objectives, financial or tax situation or particular 
needs of any specific recipient.

The details and opinions contained in this 
document are provided by UBS without any 
guarantee or warranty and are for the recipient's 
personal use and information purposes only. This 
document may not be reproduced, redistributed 
or republished for any purpose without the 
written permission of UBS AG.

This document contains statements that 
constitute “forward-looking statements”, 
including, but not limited to, statements relating 
to our future business development. While these 
forward-looking statements represent our 
judgments and future expectations concerning 
the development of our business, a number of 
risks, uncertainties and other important factors 
could cause actual developments and results to 
differ materially from our expectations.
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Issued in the UK by UBS Asset Management (UK) 
Ltd. Authorised and regulated by the Financial 
Conduct Authority.

APAC
This document and its contents have not been 
reviewed by, delivered to or registered with any 
regulatory or other relevant authority in APAC. 
This document is for informational purposes and 
should not be construed as an offer or invitation 
to the public, direct or indirect, to buy or sell 
securities. This document is intended for limited 
distribution and only to the extent permitted 
under applicable laws in your jurisdiction. No 
representations are made with respect to the 
eligibility of any recipients of this document to 
acquire interests in securities under the laws of 
your jurisdiction.

Using, copying, redistributing or republishing any 
part of this document without prior written 
permission from UBS Asset Management is 
prohibited. Any statements made regarding 
investment performance objectives, risk and/or 
return targets shall not constitute a representa-
tion or warranty that such objectives or 
expectations will be achieved or risks are fully 
disclosed. The information and opinions 
contained in this document is based upon 
information obtained from sources believed to 
be reliable and in good faith but no responsibility 
is accepted for any misrepresentation, errors or 
omissions. All such information and opinions are 
subject to change without notice. A number of 
comments in this document are based on 
current expectations and are considered 
“forward-looking statements”. Actual future 
results may prove to be different from 
expectations and any unforeseen risk or event 
may arise in the future. The opinions expressed 
are a reflection of UBS Asset Management’s 
judgment at the time this document is compiled 
and any obligation to update or alter for-
ward-looking statements as a result of new 
information, future events, or otherwise is 
disclaimed.

You are advised to exercise caution in relation to 
this document. The information in this document 
does not constitute advice and does not take 
into consideration your investment objectives, 
legal, financial or tax situation or particular 
needs in any other respect. Investors should be 
aware that past performance of investment is 
not necessarily indicative of future performance. 
Potential for profit is accompanied by possibility 
of loss. If you are in any doubt about any of the 
contents of this document, you should obtain 
independent professional advice.
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This document is provided by UBS Asset 
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