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For decades, the 60/40 portfolio – 60% equities 
and 40% bonds – was the cornerstone of wealth 
management. Yet, the traditional model is  facing 
significant headwinds. Changing macroeconomic 
conditions, inflation uncertainty, and shifting equity-
bond correlations have all eroded the reliability 
of this approach. In this context, alternative 
investments are gaining attention as a potential 
complement to traditional strategies. 

Private equity, private credit, real assets, and hedge 
funds are no longer viewed solely as niche 
allocations. Instead, they are increasingly considered 
components of a broader, more resilient portfolio 
framework. Among these, hedge funds may deserve 
renewed consideration – not only for their 
diversification characteristics but also for their 
potential to navigate complex market conditions 
with greater flexibility. 
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Rethinking diversification:  
 
the rise of alternatives1

1   �Risks and considerations are on page 8.

Alternatives are not a monolith – they 
include a diverse spectrum of investment 
types that may behave differently from 
traditional asset classes. 

Each type can serve a distinct role:

01 �Private equity targets high-growth companies, often 
inaccessible through public markets.

02 �Private credit may offer stable income through direct 
lending and bespoke financing.

03 �Real assets like infrastructure and real estate can act as 
hedge against inflation and contribute to portfolio 
diversification.

04 �Hedge funds long overlooked by private investors, 
might offer both diversification and liquid flexibility – 
particularly in volatile or uncertain markets.

While private equity and credit typically require long-term 
capital commitments, hedge funds can offer more liquid 
exposure and may respond more dynamically to changing 
market environments. A carefully constructed allocation 
across these segments could support improved portfolio 
resilience over time.

Building an alternative 
allocation:  
 
a three-part framework

Define your strategy
Constructing an alternatives portfolio begins with clear 
intent:

Return focus: 
Seeking growth, income, or absolute returns?

Risk appetite: 
How much volatility and drawdown can you withstand?

Liquidity profile: 
Are you prepared for illiquid investments – or do you 
need tactical flexibility? 

Time horizon: 
Are you thinking in decades or business cycles?

Allocations vary, but a strategic exposure of 20-40% 
to alternatives is a level some investors may consider, 
depending on their objectives and risk tolerance.

Combine illiquid and liquid alternatives thoughtfully
A diversified portfolio may benefit from a blend of long-
term strategies and shorter-term flexibility:

Segment Role Liquidity Return profile

Private equity Long-term growth Low Higher volatility

Private credit Income generation Low Moderate risk-return

Real assets Inflation sensitivity 
and income

Low Cyclical exposure

Hedge funds Tactical flexibility 
and stability

Medium Strategy-dependent

Some investors may choose to implement this through 
a core-satellite structure, combining broadly diversified 
strategies with select, higher-conviction opportunities.

Use a core-satellite structure:
	– Core: Multi-manager platforms or diversified funds 
of funds for stability.

	– Satellite: High-conviction single-strategy funds for 
opportunistic exposure.
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Stay committed for the long term

Private markets require careful pacing. Capital is often 
deployed gradually, and distributions may occur years later. 
Without continued reinvestment, exposure can decline. 
A long-term capital plan may help mitigate vintage 
concentration and maintain consistent exposure.

Hedge fund allocations, in contrast, may offer more 
liquidity and flexibility. Some investors adjust allocations 
tactically – scaling exposures to directional or diversifying 
strategies based on changing macro conditions.

For private markets, commitment pacing is crucial:
	– Capital is deployed gradually (over 3-5 years).
	– Distributions return capital later – so without 
reinvestment, exposure declines.

	– A programmatic commitment cycle supports 
consistent compounding and helps mitigate vintage risk.

In contrast, hedge funds can play a more dynamic role:
	– Tactically adjust their positions to capitalize on changing 
market conditions. Rebalance into or out of directional 
strategies depending on macro trends.

	– Maintain consistent exposure to diversifiers for structural 
portfolio support.

Why hedge 
funds now?

In today’s market environment – 
characterized by shifting macro regimes 
and stretched valuations – hedge funds 
may offer several potential benefits to an 
alternatives portfolio:

Diversification with downside mitigation
Certain hedge fund strategies are designed to perform 
independently of market direction. Strategies such as equity 
market neutral, merger arbitrage, and macro trading have 
demonstrated the ability to reduce portfolio drawdowns 
during market sell-offs. Historical analysis shows that 
incorporating hedge funds into a traditional portfolio not 
only smooths performance but accelerates recovery from 
drawdowns.

Example: In one illustrative scenario, a 20% hedge 
fund allocation in a 60/40 portfolio, sourced equally 
from equities and bonds, would have reduced volatility 
from 9.2% to 8.5%, and increased annualized returns 
from 5.7% to 5.9% over the period from 1997 to 2024 
(UBS, HFRI, 1997-2024).2

Flexible exposure in shifting markets
Hedge funds are unconstrained vehicles with access 
to tools beyond the reach of most long-only managers. 
This includes short positions, derivatives, and structured 
instruments. That flexibility enables them to capture 
opportunities and mitigate risk across asset classes, 
regardless of market direction.

Styles like:
	– Relative value (exploiting pricing inefficiencies)
	– Macro (positioning across global themes)
	– Event-driven (capitalizing on corporate actions)
	– Equity hedge (long/short equity strategies)

�Substitute or complement? Both.
Depending on the strategy, hedge funds may act as a 
complement to – or a substitute for – traditional assets.
	– Diversifiers (e.g., systematic CTAs, macro multi-strategy) 
act as low-correlation stabilizers and have shown the 
potential to be effective complements to bonds or 
equities.

	– Substitutes (e.g. equity hedge, convertible arbitrage) 
offer  targeted exposure and have historically 
demonstrated more favourable risk-return dynamics 
compared to traditional asset classes.

Hedge funds have historically shown beta-like participation 
during up markets, while helping to protect capital in 
drawdowns – a combination that may support more stable 
long-term outcomes.

2   �Hypothetical performance based on back tested index data from 1997- 2024. Not actual results. Does not account for trading 
costs or investor behavior. Past performance is not indicative of future results.
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How endowments 
have led the way
Large endowments and institutions have played 
a pioneering role in allocating to alternatives. 

Yale and Harvard paved the path decades ago:
	– Holding 30-50% of assets in alternatives.
	– Diversifying across vintages, managers, and geographies.
	– Using hedge funds not just to generate alpha – but to 
reduce portfolio fragility.

While private investors may not fully replicate this model, 
we believe the core principles – diversification, discipline, 
and manager selection – are broadly applicable. They can 
adopt similar principles using structured programs, 
evergreen funds, and guided solutions, depending on their 
individual circumstances.

1Risks and  
considerations
Alternative investments offer attractive long-term benefits – 
but they also come with distinct risks:

Illiquidity: 
Many alternative strategies, particularly private equity 
and credit, require long lock-up periods.

Leverage: 
Some hedge fund and credit strategies use borrowing 
to enhance returns, which increases downside risk.

Transparency: 
Information on fund holdings and strategy shifts may 
be limited.

Operational complexity: 
Manager selection, risk oversight, and governance 
structures vary widely.

Performance dispersion: 
Within each style, outcomes can differ significantly by 
manager. Indices are not directly investable and may not 
reflect actual portfolio performance.

The future of portfolio 
construction

The traditional 60/40 model may no longer provide the 
same level of diversification or downside mitigation as it 
once did. For investors looking to navigate today’s more 
complex market environment, a broader approach – 
including private equity, private credit, real assets, and 
hedge funds – may offer added resilience and potential 
long-term benefits.

While alternative investments are not suitable for all 
investors, those who can accommodate the unique risks 
and characteristics may find value in constructing 
a thoughtfully diversified alternatives portfolio. 

Figure 1. Simulated probability distributions of traditional 60/40 mix vs 60/40 mix with diversifiers 
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Source: Based on historical dates: 2000-2022. UBS, HFR, Bloomberg as of September 2022
Note: �Block bootstrap simulations with fixed block lengths of 6 using historical data. Indices used MSCI ACWI Index, Bloomberg Global Aggregate 

TR USD Index and Hedge Fund Research (HFR) to proxy for alternative investments hedge fund style returns
llustrative purposes only. Past performance of investments whether simulated or actual is not necessarily an indicator of future results.. 

In figure (1), we compare the results of statistical 
simulations showing the range of maximum drawdown 
possibilities (left) and possible risk-adjusted returns (right) of 
the 60/40 benchmark in grey versus the same 60/40 
portfolio mix with hedge fund diversifiers in blue.

In both cases, the blue distribution appears to be to the 
right of the grey one. The simulation results indicate that 
adding hedge funds to the 60/40 mix reduces drawdown 
losses by a third while proportionally increasing risk 
adjusted returns. Specific to drawdowns, the blue line 
shows a more positive skew and lower probability of a 
severe left-tail (large drawdown) outcome.
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Hedge funds in a 
portfolio context

In a multi-asset portfolio, these features are especially 
attractive, as they can dampen losses in a bear market, 
improve diversification, and preserve capital.

An investor who held a balanced portfolio of 50% equities 
and 50% bonds over the past 27 years could have 
increased annualized returns from 5.7% to 5.9%, while 
reducing volatility from 9.2% to 8.5% by moving 20% 
of their traditional asset class allocation to hedge funds.

During the global financial crisis, holding a 20% allocation 
to hedge funds in a balanced equity/bond portfolio could 
have lowered maximum loss from -31.2% to -29.3% 
(see Table 1).

Table 1: Performance analysis (1997-2024)
Hedge fund delivered higher returns than global equites but with much lower volatility

Portfolio allocation 100% Equities 100% Hedge funds 50% Bonds 50% Equities 20% Hedge funds  
40% Bonds 40 Equities

Performance (ann.) 7.5% 6.7% 5.7% 5.9%

Volatility (ann.) 15.6% 6.8% 9.2% 8.5%

Sharpe Ratio (2.3%) 0.34 0.65 0.37 0.43

Maximum Drawdown -54.0% -21.4% -31.2% -29.3%

Source: HFR, Bloomberg, UBS; as of January 2025. Note: Indices used include MSCI World TR, Barclays Global Aggregate Bond TR and HFRI Fund 
Weighted Index.

Figure 2: Hedge fund can improve the risk-return profile of a multi-asset portfolio (1990-2024)
Historical risk-return for portfolio with various hedge fund allocations

6.0

6.2

6.4

6.6

6.8

7.0

7.8 8.3 8.8 9.3 9.8 10.3

Return in %

Volatility in %

20% hedge funds

5% hedge funds

15% hedge funds

10% hedge funds

0% hedge funds

Broad hedge fund index

Global bonds

US stocks

International stocks

Source: HFR, Bloomberg, UBS; as of January 2025. Note: Indexes used include S&P 500 TR, MSCI World TR, JPM Global Aggregate Bond Index 
and HFRI Fund Weighted Index.
For illustrative purposes only. Past performance of investments whether simulated or actual is not necessarily an indicator of future results.

The difference in start dates between Figure 2 and table 1 reflects the inclusion of hedge fund strategies with shorter data 
series. For consistency across our educational hedge fund series, we use the longest available time periods for each strategy, 
beginning in 1995/1997 or later where appropriate.
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Disclaimer

For professional / qualified / institutional clients and investors.

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 funds.

EMEA
For marketing and information purposes by UBS.

Before investing in a product please read the latest prospectus and 
key information document carefully and thoroughly. Any decision to 
invest should take into account all the characteristics or objectives of 
the fund as described in its prospectus, or similar legal 
documentation. Investors are acquiring units or shares in a fund, and 
not in a given underlying asset such as building or shares of a 
company. 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. 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. 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 calculated performance takes 
all costs on the fund level into consideration (ongoing costs). The 
entry and exit costs, which would have a negative impact on the 
performance, are not taken into consideration. If whole or part of the 
total costs to be paid is different from your reference currency, the 
costs may increase or decrease as a result of currency and exchange 
rate fluctuations. Commissions and costs have a negative impact on 
the investment and on the expected returns. 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 
and exchange rate fluctuations. This information pays no regard to 
the specific or future investment objectives, financial or tax situation 
or particular needs of any specific recipient. Future performance is 
subject to taxation which depends on the personal situation of each 
investor and which may change in the future. 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 Asset Management Switzerland AG or a local 
affiliated company. Source for all data and charts (if not indicated 
otherwise): UBS Asset Management.

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.
A summary of investor rights in English can be found online at: ubs.
com/funds-regulatoryinformation.

More explanations of financial terms can be found at ubs.com/
glossary

Australia

Confidential. For Professional/Institutional Investors only. Not for 
Retail distribution.

This document is intended to provide general information only and 
has been provided by UBS Asset Management (Australia) Ltd (ABN 31 
003 146 290) (AFS Licence No. 222605).

For professional/institutional investors only. This document and its 
contents have not been reviewed by, delivered to or registered with 
any regulatory or other relevant authority in any jurisdiction. 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 any 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 any 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.
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Disclaimer (continued)

business divisions of UBS Group AG, affiliated companies of UBS Group 
AG and carefully selected third party service providers on a global level. 
This applies both with respect to different services provided to you as a 
prospect and as a client, such as analyzing and providing investment 
solutions, negotiations regarding our future relationship, onboarding, 
as well as to ongoing know-your-client due diligence, transactions, 
processing of securities and other financial instruments, compliance, 
risk management and monitoring, data processing, and IT and back- 
and middle-office services. Such a global approach may require 
transmitting client data to affiliated companies and carefully selected 
third party service providers. This might include entities that are not 
subject to banking secrecy (if applicable at all) and or that are not 
subject to the data protection laws applicable in your location, the 
location of the UBS Asset Management entity you are in contact with, 
or to your future relationship with UBS Asset Management. This global 
approach also may require storing client data in global IT systems. UBS 
Asset Management is subject to statutory obligations regarding the 
confidentiality of data relating to the business relationship with its 
clients.

You can rely on UBS Asset Management and its affiliated companies 
treating all data with strictest confidentiality; third party service 
providers are carefully selected and contractually bound to strictest 
confidentiality obligations in line with highest UBS standards.

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.
Source for all data and charts (if not indicated otherwise): UBS Asset 
Management.

Singapore
This document and its contents have not been reviewed by, delivered 
to or registered with any regulatory or other relevant authority in any 
jurisdiction. 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 
any 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 any jurisdiction.

Using, copying, redistributing or republishing any part of this 
document without prior written permission from UBS Asset 
Management (Singapore) Ltd. 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 
(Singapore) Ltd'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.

Source for all data and charts (if not indicated otherwise): UBS Asset 
Management (Singapore) Ltd. (UEN 199308367C )

Hong Kong
This document and its contents have not been reviewed by, delivered 
to or registered with any regulatory or other relevant authority in any 
jurisdiction. 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 
any 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 any 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.

Source for all data and charts (if not indicated otherwise): UBS Asset 
Management. © UBS 2025. The key symbol and UBS are among the 
registered and unregistered trademarks of UBS. All rights reserved.

© UBS 2025. The key symbol and UBS are among the registered and 
unregistered trademarks of UBS. All rights reserved.

UBS Asset Management is a large-scale asset manager, with a 
presence in more than 20 countries worldwide. We take a globally 
connected approach to find the answers to our clients' investment 
challenges and draw on the best ideas and capabilities of our global 
set-up. To provide you with first class solutions, UBS Asset 
Management may outsource business areas and services to (other) 
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          ubs.com/am-linkedin

© UBS 2025. The key symbol and UBS are among the registered and unregistered 
trademarks of UBS. All rights reserved.

For professional / qualified / institutional clients and investors
For investor educational purposes only: not an investment recommendation.
September 2025

Source for all data (if not indicated otherwise): UBS Asset Management.
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