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The global economy entered a new phase….
The “Great Moderation” is over, and we are transitioning to a new regime, but the outcome is still 
unclear
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 Covid-19, followed by trillions of dollars in stimulus to kickstart the global economy again, the outbreak of inflation and the most 
aggressive Fed reaction in decades as well as persistent geopolitical troubles have set the proverbial (economic) pendulum in motion and 
have finished what many people called the “Great Moderation”.  

 The new regime could be marked by a return of volatility in markets and the economy with increased risk of accidental pro-cyclical 
monetary and fiscal policy and a higher term premium that would be negative for all risk assets, block-building and protectionism 
as structural trend, a shift in power from capital to labor, rising political tensions & populism and the government as key driver of 
investment.

Source: UBS Asset Management as of 4Q 2023. For illustrative purposes only.

US Real interest rates Bond-equity correlations have risen with high inflation

Source: UBS Asset Management, Macrobond. Data as of December 2023
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…with higher expected returns in fixed income

Source: UBS Asset Management as of 2Q 2024. This does not constitute a guarantee by UBS AG, Asset Management.

5-year projected returns (in USD) for key traditional and private markets (“Softish landing” scenario)
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…leading to a new Investment paradigm for Sovereign 
Investors

Capital Protection
Working capital

Fixed Income 

Gov Bonds (Long Duration)

Inflation linkers

Gold & Commodities

Real Estate 

Hedge Funds 

Fixed Income

Emerging Market Bonds (Hard/local 
currency)

IG Corporates

Equity DM and EM

PE, VC, Co-invest. 

Fixed Income

Money Market Funds 

Gov Bonds (Short Duration)

Agency Bonds 

Asset appreciation
Saving assets

Macro risk hedging
Hedging assets & strategies

Sovereign Wealth Management 

ESG consideration: Green Bonds, Sustainable Equity, Green Alternatives 

Benchmark and governance considerations

Source: UBS Asset Management as of 4Q 2023. For illustrative purposes only. This does not constitute a guarantee by UBS AG, Asset Management.
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Sovereign Portfolios: Different portfolios and different goals

Source: UBS Asset Management. For illustrative purposes only.

CB Working Capital

Objective

 Liquidity management for market 
operations 

Key considerations

 Preservation of capital and liquidity

 Currency mix/reference

 Import Coverage (3-6 months)

 Short-term external debt coverage 
(100%)

Stabilization portfolio

Objective

 Offset oil price movements to fill gap in 
revenues to fund public expenditure 

Key considerations

 Preservation of capital and liquidity

 Precaution/buffer during national 
emergencies 

 Explicit/implicit liabilities

 Diversify natural/structural endowments 

Savings portfolio

Objective

 Accumulate wealth for future generations 

 Managing inflation impact

Key considerations

 Maximize (risk-adjusted) returns over 
longer time horizons

 Exploit illiquidity premium

 Return above relevant inflation target 
(reflecting import structure)

Liquidity Tranche Investment Tranche

Liquidity and investment tranche separation
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Government Bonds

Global Government Bond Short Duration sample portfolio 
(GGB 1 – 3), %

Key features

 GGB 1-3 and GGB are sample portfolios which track the performance 
of typical central bank short- and long-term government bond 
portfolios for analytical purposes

 The portfolio composition broadly resembles the currency composition 
of global FX reserves (see pie chart for details) 

 Non-USD indexes all hedged in USD 

Global Government Bond Long Duration sample portfolio 
(GGB), %

65%

15%

5%

5%
5% 5%

United States

Germany

France

Netherlands

UK

Japan

After the good returns in 2023 2024 volatile returns in 2024YTD

Source: UBS Asset Management, Bloomberg. Data as of end of May 2024. For illustrative purposes only. 
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Sample Portfolios (1) – Liquid Portfolios 

Source: UBS Asset Management. For illustrative purposes only. 

Liquidity Fixed Income Diversification
Equity 

Diversification

Equity and more 
Emerging Market 

Debt (EMD)

Most liquid – CB working 
capital management 

Diversification across fixed income 
to improve risk-adjusted returns 

Liquid equity to boost 
risk-adjusted returns 

Equity and EMD to boost
risk-adjusted returns 

CB1 CB2 CB3 CB4 CB5

Liquidity Cash 50 10 10 10 10

GGB 1 – 3 50 50 30 30 25

Duration GGB 10 10 10 10

Spread Supranationals 10 10 8 5

Corporates 10 10 8 5

Securitised 10 10 8 5

Inflation hedge TIPS 10 8 5

Risk premium EMD 10 3 15

Equities 15 20
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108
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8
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5050

10

25
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555
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15
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Sample portfolios have different levels of risk tolerance and diversification
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Sample Portfolios (2) – Stabilization Funds

Liquidity + Equity + Equity and Real Estate (RE)

50% in liquid GGB 1 – 3;  
GGB/Corporates to boost returns 

Equity to boost risk – 
adjusted returns 

Equity + RE to boost risk – 
 adjusted returns 

Stab1 Stab2 Stab3

Liquidity GGB 1 – 3 50 45 40 Investment grade

Duration GGB 40 35 35

Spread Corporates 10 10 10

Risk premium Equities 10 10

Real Estate 5

40

35

10

10
5

45

35

10

10

50
40

10

Source: UBS Asset Management. For illustrative purposes only. 

The majority of assets are invested into liquid and high-grade government bonds, but with a longer 
duration to boost returns and they are also investing in equity and real estate 
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Sample Portfolios (3) – Saving Funds

Listed liquid Assets + Alternatives
Large allocation 
to illiquid assets

Norwegian model with majority of 
 assets in liquid public markets 

Equity to boost risk – 
adjusted returns 

Endowment model
 Large allocation to alternatives 

Sav1 Sav2 Sav3

Duration GGB 18 16 10 Investment grade

Spread Corporates 7 6 6

Risk premium EMD 2 2

Equities 70 50 30

Real Estate 3 7 8

Private Equity 11 25

Hedge Funds 3 8

Infrastructure 5 8

Commodity 5

15

35

10

20

10
5 5

22.5

10

2.5

40

12

13
22.5

10

2.560

5

Source: UBS Asset Management. For illustrative purposes only. 

High risk tolerance, but implementation can differ in terms of allocation to illiquid asset classes 
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Diversification to improve returns (1)

Historical Returns and Standard Deviation, 2002 – 2024YTD

Source: UBS Asset Management. Please note that past performance is not a guide to the future. Data as of end of May 2024.

Return/Risk, 2002 – 2024YTD
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-15.0% -10.0% -5.0% 0.0%

CB1
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15% EQ

Diversification across fixed income and equity provided a substantial increase in returns while keeping 
risk/return relationships relatively stable

No-equity portfolios falling 
behind in terms of long-
term performance
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Diversification to improve returns (2)

Source: UBS Asset Management. Please note that past performance is not a guide to the future. Data as of end of May 2024.

Historical Returns and Standard Deviation, 2002 – 2024YTD

GGB

Stab1

Stab2

Stab3

60/40

Sav1

Sav2 Sav3
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Returns, 2003 – 2024YTD

7.09%

6.70%

6.45%

5.3%

3.2%

3.45%

3.10%

2.61%

0.0% 3.0% 6.0% 9.0%

Sav3

Sav2

Sav1

60/40 portfolio

GGB

Stab3

Stab2

Stab1

50% Alt

25% Alt

5% Alt

Based on historical analysis, diversified portfolios provided higher returns; diversification into alternatives 
boosted returns in saving portfolios
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CB1 CB2 CB3 CB4 CB5

2024 January 0.4% 0.2% -0.1% 0.2% 0.1%

2024 February 0.0% -0.6% -0.5% 0.1% 0.6%

2024 March 0.4% 0.6% 0.8% 1.1% 1.4%

2024 April 0.1% -0.8% -1.2% -1.5% -1.7%

2024 May 0.5% 0.9% 1.1% 1.5% 1.7%

Performance 2024YTD 1.4% 0.3% 0.1% 1.5% 2.2%

Performance 2023 5.0% 5.4% 6.1% 8.3% 9.9%

Performance 2022 -0.7% -6.4% -9.0% -9.4% -10.8%

Performance 2021 -0.2% 0.1% -0.2% 2.9% 3.7%

Performance 2020 1.5% 4.3% 5.1% 6.8% 7.4%

Performance 2019 2.8% 5.6% 7.1% 9.3% 11.2%

Performance 2018 2.0% 0.8% 1.0% -0.3% -0.7%

Performance 2017 0.9% 2.0% 3.1% 5.2% 7.0%

Performance 2016 0.9% 2.3% 3.3% 3.5% 4.6%

Performance 2015 0.5% 0.3% 0.4% 0.3% 0.4%

Performance 2014 0.5% 2.8% 4.1% 3.9% 4.3%

Performance 2013 0.3% -1.1% -1.9% 2.4% 3.3%

Performance 2012 0.5% 3.1% 5.0% 5.6% 7.6%

Performance 2011 0.9% 4.1% 5.4% 3.5% 3.1%

Performance 2010 1.2% 3.6% 4.9% 5.6% 6.9%

Performance 2009 1.2% 4.8% 7.0% 8.8% 12.5%

Performance 2008 4.9% 4.2% 2.9% -3.7% -7.9%

Performance 2007 6.0% 6.7% 6.7% 7.1% 7.1%

Performance 2006 4.6% 3.8% 4.3% 6.2% 7.8%

Central Bank portfolios: Recent market performance

CB sample portfolio performance (indexed, 31.12.2015 = 100)Sample central bank portfolios tracking model output

Source: UBS Asset Management model based on publicly available information, using broad indices and 
funds to Central Banks and Sovereign Wealth Fund’s portfolios. For illustrative purposes only. Please see 
appendix for more information on portfolios. Please note that past performance is not a guide to the 
future.

Portfolios that included spread products or equities benefited from the rally in risk assets since April 2020, 
but fixed income heavy portfolios suffered some of the steepest losses in decades in 2022.
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Stab3 Sav1 Sav2 Sav3

2024 January -0.14% 0.61% 0.33% 0.37%

2024 February -0.34% 2.65% 2.44% 2.35%

2024 March 1.05% 2.62% 2.71% 2.88%

2024 April -1.75% -3.37% -3.07% -2.41%

2024 May 1.33% 3.55% 2.76% 1.90%

Performance 2024YTD 0.1% 6.0% 5.2% 5.1%

Performance 2023 7.5% 18.6% 17.1% 15.2%

Performance 2022 -11.0% -17.3% -15.9% -13.1%

Performance 2021 2.2% 15.2% 19.1% 25.8%

Performance 2020 5.9% 13.5% 10.5% 7.5%

Performance 2019 8.8% 22.5% 24.1% 25.9%

Performance 2018 0.0% -5.0% -5.1% -5.8%

Performance 2017 4.2% 16.7% 15.0% 12.9%

Performance 2016 3.1% 6.7% 7.4% 8.5%

Performance 2015 0.4% -0.3% 0.5% 0.4%

Performance 2014 4.7% 5.9% 7.3% 7.1%

Performance 2013 1.8% 17.6% 17.2% 17.4%

Performance 2012 5.2% 13.6% 15.2% 16.2%

Performance 2011 3.9% -1.6% -3.1% -6.0%

Performance 2010 6.1% 11.2% 14.1% 18.3%

Performance 2009 6.5% 23.6% 26.2% 29.7%

Performance 2008 -1.5% -30.3% -34.6% -40.5%

Performance 2007 6.3% 8.0% 5.2% 2.4%

Performance 2006 6.8% 16.1% 17.3% 17.2%

Corona-Crash

Trump 
election

Vol shock

Trade War & taper tantrum

SWF portfolios: Recent market performance

Replicated Sovereign portfolios tracking model output SWF sample portfolio performance (indexed, 31.12.2015 = 100)

Our model portfolios replicating the Strategic Asset Allocations of Sovereign Wealth Funds (Sav1-3 as well 
as Stab3 for comparison) show that key saving funds performed well since April 2020 due to a dramatic 
recovery in risk assets, with funds mainly allocated to listed equity outperforming.

Inflation 
worries

Source: UBS Asset Management model based on publicly available information, using broad indices and funds to Central Banks and Sovereign Wealth Fund’s portfolios. For illustrative purposes only. Please see 
appendix for more information on portfolios. Please note that past performance is not a guide to the future.
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Economic scenarios – Growth and inflation matrix
Economic scenarios clustered along 5y inflation expectations and 5y economic growth outlook: Still very 
diverging outcomes 

Macroeconomic scenario matrix

Source: UBS Asset Management as of 2Q 2024. This does not constitute a guarantee by UBS AG, Asset Management.

Low Inflation/Declining 
Interest Rates/Low Growth

High Inflation/Rising Interest 
Rates/Low Growth

Low Inflation/Declining 
Interest Rates/High Growth

High Inflation/Rising Interest 
Rates/High Growth
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Economic scenarios – Growth/rates matrix

Source: UBS AM as of 2Q 2024. This does not constitute a guarantee by UBS AG, Asset Management. This does not constitute a guarantee by UBS AG, Asset Management

Growth & Inflation: High growth 
and high inflation 

US Inflation: 6.0% in 5 years

Cash Rate: 7.5%  in 5 years

US 10-yr Yield: 7.7 % in 5 years

US EPS Growth: 2.7% (5-yr average) 

Soft(ish) landing & return to 
moderate growth 

US Inflation: 2.3% in 5 years

Cash Rate: 3.7%  in 5 years

US 10-yr Yield: 4.2% in 5 years

US EPS Growth: 2.9% (5-yr average) 

Stagflation: Low growth and high 
Inflation 

US Inflation: 6.0% in 5 years

Cash Rate: 7.2%  in 5 years

US 10-yr Yield: 6.7% in 5 years

US EPS Growth: -2.8% (5-yr average) 

Recession: Extended period of low 
growth and low rates

US Inflation: 1.5% in 5 years

Cash Rate: 2.0%  in 5 years

US 10-yr Yield: 1.5% in 5 years

US EPS Growth: -4.9% (5-yr average)

Higher growth

Lower growth
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 Despite higher interest 

rates, growth of around 
3% over the next 5 years 
as healthy household and 
corporate balance sheets 
allow to overcome any 
slow down

 Inflation remains well 
above target despite 
further Fed tightening.

 Equity better than fixed 
income 

 Inflation remains very 
high at around 6% on 
average as a wage-price 
spiral pushes up costs for 
corporates that are 
forced to increase prices 
to maintain profitability.

 Stock-bond correlation 
turns positive impacting 
diversified portfolios 
negatively

 The FED is able to 
achieve a soft landing 
and growth trends 
towards 2.5%, below 
the long-term average 
growth rate

 Inflation continues 
falling in 2024 but will 
remain slightly above 
target

 Real rates stay 
positive.

 The Fed is forced to push 
the US into recession to 
put inflation under 
control. Unemployment 
rate rises significantly 
from historical lows. 
Growth remains well 
below potential in this 
scenario. 

 High volatility for risky 
assets

 Negative stock-bond 
correlation protects 
diversified portfolios

Uncertainty with regards to the possibility of a recession and where inflation will bottom out remain high, 
but the probability of a prolonged recession has fallen 
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0.0%
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6.0%
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6.6%
6.4%

6.8%

0.0%

3.0%

6.0%

Inflationary Growth

5-year expected Alternative scenarios

Comparison of liquid cash and government bond performance

Very different 
cash returns in 

different scenarios

Source: UBS Asset Management. Projections as of 2Q 2024. This does not constitute a guarantee by UBS AG, Asset Management.
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Sovereign Portfolios – Scenario performances
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2.4%
2.8% 3.3%

2.5% 2.88%

0.0%

1.0%

2.0%

3.0%

4.0%

Recession

6.3%
7.2% 7.8% 7.2%

7.54%

0.0%
2.0%
4.0%
6.0%
8.0%

10.0%

Stagflation

6.5% 6.9% 7.4% 7.7% 8.36%

0.0%
2.0%
4.0%
6.0%
8.0%

10.0%

Inflationary Growth

5-year expected Alternative scenarios

Comparison of Central Bank sample portfolio performance

Equities enhance 
returns; returns close to 

pre-GFC levels

Higher interest rates & positive stock-
bond correlations with lower returns

Source: UBS Asset Management. Projections as of 2Q 2024. This does not constitute a guarantee by UBS AG, Asset Management.
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Stagflation

7.6% 8.1% 7.7%
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4.0%
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Inflationary Growth

5-year expected Alternative scenarios

Comparison of Stabilization Fund sample portfolio performance

High allocations to 
L-T bonds beneficial

Source: UBS Asset Management. Projections as of 2Q 2024. This does not constitute a guarantee by UBS AG, Asset Management.

Golden era for fixed 
income: High returns 

and negative 
correlations to 

equities in times of 
crisis

Nominal returns 
boosted by inflation, 
but not enough to 

preserve value. High 
volatility impacting 

risk-adjusted returns.
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Sovereign Investment Outlook

Fixed Income
Over the long-term, fixed income returns are expected to be higher as a result of higher rates, making the asset class 
more attractive,  particularly for reserve managers and stabilization funds. Many investors are still in short-term bonds; 
extending duration is being considered cautiously. Higher returns in fixed income are good for asset allocation

Equity markets 

The transition to a new regime after the “Great Moderation” could be marked by more volatile business cycles and 
diverging economic and financial performance across countries and sectors. Continuing China-US confrontations, the 
conflict with Russia and other geopolitical tensions are likely to be a source of ongoing volatility as well as inflation 
surprises. Investors are taking a more flexible and tactical approaches to investment strategies, particularly in fixed 
income. Hedging for a recession via long-term government bonds is on the rise again. 

Alternative Asset Classes

Alternative assets are more attractive due to lower expected returns in public markets and their potential to improve the 
risk/reward profile in balanced portfolios. The outlook for this asset class is impacted by soaring yields but it also has a role 
to play as a hedge against inflation. In central bank portfolios, real estate and infrastructure can provide further 
diversification. SWFs continue taking advantage of their lower liquidity constraints to tap into opportunities in this 
asset class. Private loans growing very fast.

Embrace secular 
trends and thematic 

Investments

Key secular trends – Deglobalization, digitization and climate change, but also protectionism, weaponization of finance, 
sanctions and increasing scrutiny of foreign investments – will impact long-term investors. These trends coupled with a 
challenging rates environment create disruption but also opportunities for alpha generation, requiring investors to be 
more active in picking up the winners and avoiding the losers through an active thematic as well as 
country/sector/company selection. 

Positive Stock/Bond

correlation 

The correlation between stocks and bonds surged in the course of 2022 and remained clearly positive since then. 
While a positive stock/bond correlation is not unprecedented, this is a big departure from what we have seen during the 
period of low inflation that characterized the last decade when fixed income provided diversification benefits and a 
challenge for balanced portfolios. Investors might have to re-think diversification strategies and tail risk protection to 
include inflationary shocks where the stock-bond correlation would remain positive in a recession.

Source: UBS Asset Management as of 1Q 2024. For illustrative purposes only.

Fixed Income is the most attractive asset class in risk-adjusted terms given the level of yields; reserve 
managers are taking advantage of the opportunity 
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Disclaimer

For marketing and information purposes by UBS. For professional / qualified / institutional clients and 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 June 2024. 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.

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.

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. 

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

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

© UBS 2024. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.
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