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Macro outlook and 
investment allocation 

Evan Brown, UBS-AM Head of Multi-Asset Strategy and Louis Finney, Co-Head of Strategic Asset 

Allocation Modeling, outline key global macro trends, provide their latest asset allocation views 

and discuss how alternative investing strategies add value in today’s low yield environment. 



 

  

    

       

           

       

     

     

  

      

     

 
          

   

              

     

              

        

            

        

  

Evan Brown, UBS-AM Head of Multi-Asset Strategy 

This has been an unusual time for economic policy. 

We have the lowest real interest rates since the 1950s, which reflects just how 

determined central banks are to get inflation at or above the long-term target, 

along with historic fiscal stimulus in response to the COVID-19 recession. 

Both have increased inflation expectations, which clearly has implications for 

markets. 

US real rates haven't been this low since the 1950s. 

US real rates haven't been this low since the 1950s 

Source: UBS Asset Management, Macrobond. Data as of March 2021 

Increasing the attractiveness of real assets 

After the best 12 months return for the S&P 500 since 1936, the equity risk premium is already at the lows 

of the previous cycle. We've seen credit yields hit record lows. 

We believe there is not a lot of risk premium still to extract from public markets on a pure beta level. So 

this is the backdrop that we all have to acknowledge as asset allocators. 

The big question we are hearing now is whether the inflation we have started seeing here in the US is 

transitory, as the US Fed is arguing, or more sustainable and thus concerning. 
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Markets are starting to price in higher inflation 

Implied odds of a material pickup in price pressures rose sharply on stimulus measures. 

Market based probability of inflation rise, Jun 26 2014 - Apr 7, 2021 
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Note: Market-based probability densities derived from pricing of inflation caps. 

Source: UBS Asset Management, Minneapolis Federal Reserve. Data as of 7 April 2021. 

The market is implying about a one in three chance of 3% average inflation over the next five years. 

The probability of inflation being an issue is higher than it's been in a very long time and we need to make 

sure that our portfolios are diversified against this outcome. 

In public markets, commodities, inflation linked securities and value stocks provide some diversification. 

But another factor to keep in mind is that for years the market has rewarded long duration assets in public 

markets whether it's long bonds or secular growth stocks. 

And for years we’ve seen a negative correlation between stocks and bonds. If there is a surge in inflation, 

that correlation may become positive as bonds and equities begin to sell off at the same time. 

Alternative assets, like real estate, infrastructure and hedge funds, are less closely historically correlated to 

stocks and bonds, and offer unique properties that can perform well in an inflationary world. 



 

  

 

 

   

   

   

   

 

       

          

                

                      

                    

     

           

         

            

          

  

            

        

       

  

Expected Returns Global 60/40 

50% equities, 25% bonds, 

25% alts 

5-year Geometric Return 4.5% 5.2% 

5-year Sharpe Ratio 0.46 0.51 

10-year Geometric Return 5.1% 5.8% 

10-year Sharpe Ratio 0.48 0.53 

Note: 60/40 = Global equities/global agg bonds (hedged) 

Alternatives = equal-weighted private equity, infrastructure, real estate , hedge fund, commodities exposures. 

Note: Expected returns are geometric. We develop 5-year expected returns in the capital markets based on current market markets and our 

expectations of inflation, growth and the path of interest rates. We then overlay our assessment of fair value and the reversion and how quickly 

the market will react. From here we extrapolate to the different sectors of the capital markets. Source: UBS Asset Management. 

Data as of 30 April 2021. 

According to UBS-AM’s capital market returns projections, over the next 10 years the standard 60/40 

stock/bond portfolio will earn about 4.5%, and have a 0.46 Sharpe ratio. 

But for a portfolio split 50% equities and 25% each in bonds and alternatives, we project about 5.2% 

returns with a higher Sharpe ratio. We believe these are fairly conservative estimates, taken from index 

benchmarks. 

Bottom line, we believe beta is limited in public markets and whether we have sustained inflation or not, 

we need to adjust our portfolios to account for the risk of higher inflation. We believe diversifying 

portfolios by adding alternatives will improve risk/return profiles. 



 

 

 

    

         

   

         

         

         

        

     

   

 
      

 

    

       

 

  

        

  

       

   

     

      

    

   

  

 

 

 

UBS-AM Capital Markets Assumptions 

Louis Finney, UBS-AM Co-Head of Strategic Asset Allocation 

When we formulate our capital market assumptions, we start by ascertaining the 

size of the markets. 

As of December, 2020, we estimate the current capitalization at USD 155 trillion, 

43% of that is in equities, about 43% in bonds, 7% cash and 7% in alternatives. 

Alternatives here, consist mostly of real estate private equity and a small slice in 

infrastructure, farmland of about 1%. Not included are gold, hedge funds, 

commodities, etc, which can add another 5% to 7% by some estimates. 

Global capital markets, December 2020 

Equities, 
43% 

IG Fix Inc, 
37% 

EMD, HY, 
6% 

Cash, 7% 

Priv Eq, 2% 

Priv RE, 5% 

Infra, Other, 1% 

Source: UBS Asset Management, December 2020 

Real estate: 

• Return between stocks and bonds 

• Appraisal risk close to bonds, but economic risks 

should be higher 

Hedge funds: 

• Return and risk between stocks and bonds 

Private Equity: 

• On average over the past 25 years, the median 

fund has outperformed the S&P by 420 bps. 

This is lower in the last decade: 200 bps. 

• We estimate that the typical private equity fund 

has about a seven-year cycle, which we’ve 

compared with 6-year S&P 500 returns. 



 

      

 
       

                

             

            

   

    

 

  

 

 

Median Net IRRs of Private Equity Funds and Subsequent 6-yr S&P 500 Returns, 1990-2020 

35 
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Median S&P 500 

Source: Preqin. Analysis by UBS Asset Management. 

Note: private equity Internal Rates of Return (IRRs) of less than three years is not considered relevant. 

Over the last 30 years, the median private equity fund has earned a premium over the public market, as 

represented by the S&P 500. With some exceptions, most of the time private equity returns are above the 

returns for the public markets. 

5 Year Expected Returns, March 2021 
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Note: Expected returns are geometric. We develop 5-year expected returns in the capital markets based on current markets and our expectations 
of inflation, growth and the path of interest rates. We then overlay our assessment of fair value and the reversion and how quickly the market 
will react. From here we extrapolate to the different sectors of the capital markets. 

Source: UBS Asset Management. Data as of 31 March 2021



 

              

    

                

            

        

         

           

     

          

 

 

On our expectations for forward-looking returns, a few observations. We've got high valuations in the US 

equity market and roughly fair value outside the US. 

We estimate global equity returns over the next 5 years to be about 5.1% in unhedged USD terms. 

We expect bonds, in hedged terms to be in very low single digits. This is higher than a year ago when our 

5-year return expectation for global government bonds was 0%. 

Our return expectations for alternatives are affected by the low interest rate environment, but still look 

good relative to public markets. In private equity, we expect to see a similar premium to what we've seen 

historically, so a total return around 7.4%. 

We expect real estate returns to be close to equities at 4.5%, with hedge funds and private credit a little 

under 4%. 



 

             
 

                    
     
 

           
       

          
          

       
       

          
        
         

      
       

        
         

          
       

         
       

          
       

        
          

         
        

          
        

 
 

 
       

    
 

 
           

         
        

             
       

        
          

         
 

 
        

      
    
        
         

       
        

          
     

       
       

       
          

           
       

        
       

 
          

        
      

      
         
       

           
    

 
 

      
         

              
          

            
           

           
   

 
         

         
         

       
       

         
           

      
          

       
         

        
 
 

         
      

 
 

            
       

      
      

    
 

      
       

       
         

        
         
   

 
  

         
      

 
  

            
         

         
        

       
      

      
         
             

             
            

    
       

          
        

      
      

 
 

   
           

          
      

           
           

         
         

        
           

        
 

 
 

           
             

    
 

 
          

     
          

For marketing and information purposes by UBS. For professional clients / qualified / institutional investors only. 

This document does not replace portfolio and fund-specific materials. Commentary is at a macro or strategy level and is not with reference to any 
registered or other mutual fund. 
Americas 
The views expressed are a general guide to the views of UBS Asset 
Management as of May 2021. The information contained herein should 
not be considered a recommendation 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 investment 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. 

UK 
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 representation 
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 forward-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. 

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 commissions 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. 

Australia 
This document is provided by UBS Asset Management (Australia) Ltd, ABN 
31 003 146 290 and AFS License No. 222605. 

China 
The securities may not be offered or sold directly or indirectly in the 
People’s Republic of China (the “PRC”). Neither this document or 
information contained or incorporated by reference herein relating to the 
securities, which have not been and will not be submitted to or 
approved/verified by or registered with the China Securities Regulatory 
Commission (“CSRC”) or other relevant governmental authorities in the 
PRC pursuant to relevant laws and regulations, may be supplied to the 
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Securities of the type being offered or sold. PRC investors are responsible 
for obtaining all relevant government regulatory approvals/licenses, 
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within the meaning of the Securities and Futures Ordinance (Cap. 571) 
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an offer or a solicitation to buy or sell any specific financial products, or to 
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applicable laws and regulations of Korea, including the Capital Market 
and Financial Investment Business Act and the Foreign Exchange 
Transaction Law of Korea, the presidential decrees and regulations 
thereunder and any other applicable laws, regulations or rules of Korea. 
UBS Asset Management has not been registered with the Financial 
Services Commission of Korea for a public offering in Korea nor has it 
been registered with the Financial Services Commission for distribution to 
non-qualified investors in Korea. 
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