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Sustainable Investing (SI) portfolios provide diversified exposure to instruments
and strategies with explicit SI benefits, while aiming to deliver market-rate returns
over the long run. Each of these exposures takes into consideration the different
effects the capital deployed has on people and the planet, depending on the
asset class and approach chosen, while seeking to deliver market-rate returns in
line with traditional assets in conventional portfolios over the business cycle. We
see these portfolios as potentially compelling solutions for investors seeking to
achieve their financial return goals, as well as their social and environmental
objectives—in other words, for those investing for returns and for the good of

people and the planet.

Meeting evolving investor expectations

We think sustainability is a fundamental secular trend that
affects and will continue to affect capital markets. It refers

to a necessary economic transformation across all players
within the system, beyond any single sector or theme.
Therefore, it is relevant to all investors, not only the ones who
want to create positive environmental and social impact.

Institutional and individual investors alike increasingly want
to incorporate sustainable and impact objectives into their
investment decisions, ranging from sustainability-driven or
thematic investment opportunities to addressing sustainabil-
ity-related (environmental, social, and governance) risks in
portfolio construction and ongoing portfolio monitoring, as
well as measuring sustainability outcomes alongside invest-
ment performance. Investors may adopt these objectives
with the aim of tackling social and environmental challenges

through their investments, or to target risk-adjusted returns,
or simply to align with their personal values. The critical
question is how investors can prioritize such objectives, while
not compromising their core financial goal of potential finan-
cial returns for a given level of risk.

Traditional asset allocation frameworks focus on trying to
achieve financial goals, but typically fall short on sustainable
and impact objectives. They look to find optimal combina-
tions of traditional asset classes to seek out the best possible
potential financial returns for a certain level of risk. Similarly,
within our sustainable investing portfolio we offer diversifica-
tion across different sustainable investing strategies to opti-
mize the alignment or expression of sustainability objectives
for each underlying asset class or desired financial exposure.

This publication does not constitute UBS independent research as it has not been drafted in accordance with the statutory regulations regarding the

independence of financial research.

Please always read in conjunction with the disclaimer at the end of the document.
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Understanding and articulating sustainable

and impact objectives

All strategies with intentional sustainable objectives can
deliver some level of positive effect, at a minimum by signal-
ing to investee companies and other stakeholders that sus-
tainability matters. However, some strategies can also deliver
potentially greater positive incremental impact, for example
by actively engaging with investee entities to improve sus-
tainable and impact performance, or by providing additional
capital directly to sustainable activities.

Financial goals and the way we describe them—using risk,
return, and liquidity, among other factors—are generally well
understood. But no similar, widely accepted convention
exists yet when it comes to articulating sustainable and
impact objectives. Financial regulators in some regions are
actively focused on sustainable finance and opining on what
should be considered sustainable.

In our view, there is a difference between sustainable invest-
ments that use signaling as a mechanism for positive effect
(we refer to these as “sustainability-focused” investments),
and those that aim to contribute to incremental positive
impactful outcomes (or “impact” investments).

In this regard, we define these two types of approaches in
the following way:

W Sustainability focus: Where sustainability objectives repre-
sent a core element of the investment strategy or instru-
ment characteristics. This can be reflected in an explicit
focus on equity or debt of companies that are

How investment capital generates impact

Investor Impact
Is the change in company impact
caused by investment activities
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best-in-class and demonstrate leadership on sustainabil-
ity; or constructed with a focus on sustainability themes
such as energy efficiency or healthcare; or bonds whose
proceeds are earmarked to fund specific sustainability
projects or initiatives, to name a few examples. These
typically focus on company- or project-level impact.

B /mpact investing: Where investments demonstrate explicit
intent to generate measurable and verifiable positive
environmental and social impact alongside competitive
financial returns. Examples include equity and bond strat-
egies centered around active engagement with public
companies focused on sustainability outcomes; and
bringing additional investment to multilateral develop-
ment bank bonds focused on sustainable development
activities. These emphasize investor impact.

The type of impact that an investor targets will influence
their asset class and strategy choices. Not all types of impact
are found in every asset class or are risk-appropriate for every
investor. For example, financing sustainable outcomes
directly is usually only possible in private markets where
investments are illiquid, often require higher minimum capi-
tal commitments, and carry a higher risk. Yet, even a portfo-
lio of solely liquid investments can deliver signaling effects
and increasingly additional opportunities to drive positive
outcomes via shareholder and bondholder engagement. By
applying principles of portfolio diversification to types of sus-
tainable objectives and sources of impact, as well as to more
traditional factors such as region, strategy, and instrument, it
is possible to build sustainable portfolios that aim to meet
their sustainable and impact as well as their financial goals.

Company Impact
Is the change in the world caused by
company activities
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Identifying a universe of sustainable investing
strategies

To design our sustainable investing portfolios, we have modi-
fied our approach to portfolio construction to take explicit
sustainable and impact criteria into account, while maintain-
ing core asset allocation principles. Identifying Sl instruments
and strategies across different asset classes that map to
many of the exposures found in a traditional asset allocation
enables us to construct portfolios from instruments and
investment strategies with inherent sustainable and impact
objectives, with the exception of an allocation to cash and
part of the sustainable hedge fund strategy.

The first step in this approach is to identify SI exposures
across asset classes. We do this by looking at the range of
different instruments and investment strategies available in
traditional asset classes, like high grade bonds or global
equities, and identifying comparable exposures that incorpo-
rate sustainable and impact objectives. We can also adapt
traditional strategies in order to seek out or potentially
enhance sustainable and impact objectives.

Considerable progress has been made by the investment
industry in recent years to include sustainability factors
across many asset classes. A wide range of strategies with
inherent sustainable and impact objectives now exists,
enabling us to construct sustainable portfolios suitable to a
broad investor base in terms of risk and liquidity constraints.
We track the developments in these areas and engage with
fund managers in an effort to drive innovation and build
capacity, which forms the basis of our education primers and
sustainable investing views per asset class. For areas such as
hedge funds, this means that in addition to evaluating the
positive impact that might come from signaling or engage-
ment, the use of non-traditional structures and tools includ-
ing short-selling needs to be assessed as well.

We will only add an Sl strategy to our sustainable portfolio
when the asset universe is sufficiently investable, and we are
comfortable that the strategy reflects sustainable intentions.
In other words, the SI portfolio represents what we view as
the most compelling strategies to optimize sustainability
objectives while delivering financial risk and return compara-
ble to traditional alternatives over the long term. Note that
the Sl portfolio only considers liquid exposures.
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Constructing portfolios involves choosing not only asset
classes, but also determining asset weightings to seek out
attractive potential returns for a given amount of risk. Under-
lying assumptions as well as asset classes are reviewed at least
annually or after major market adjustments. Table 1 shows the
set of Sl strategies we have identified across equities, bonds,
hedge funds, and private markets, mapped to the more tradi-
tional asset class exposure that it is most analogous to.

By mapping these Sl strategies to traditional asset class expo-
sures (see table 1), based on standard financial parameters
like expected cash flows, capital gain, principal payback
potential and probability, liquidity, investment style, and cor-
relation with typical exposures, we can then use a traditional
asset allocation framework to construct portfolios with diver-
sified sustainable exposures for the various client profiles tar-
geting market-rate returns over the long run.

Depending on the approach used to optimize the portfolio
for different investor risk profiles (see figures 1 and 2 for a
balanced risk profile), the exposures to sustainable and
impact objectives will vary. The impact potential of the set of
defined Sl strategies ranges from merely signaling the impor-
tance of these objectives to actively targeting positive incre-
mental impact through engagement, or—in the case of
bonds issued by development finance institutions and multi-
lateral development banks—financing impact. However, by
constructing a portfolio of Sl strategies, investment capital
aims to both generate potential financial returns and address
sustainability objectives according to an investor’s personal
circumstances.

As the market continues to evolve, adapt to regulatory
requirements and expand to include more asset classes and a
different range of instruments and strategies within existing
asset classes our eligible universe of SI exposures will natu-
rally develop further. The capital market assumptions under-
pinning our asset allocation may also change, as newer Sl
strategies find greater acceptance among mainstream inves-
tors and grow in size, and as the performance characteristics
of Sl strategies becomes better understood. The annual
review process for all our SAAs is thus well suited for contin-
ual adaptation of our SI SAAs to this changing environment.

Please always read in conjunction with the disclaimer at the end of the document.
The value of investments may fall as well as rise and you may not get back the amount originally invested. 3
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Table 1

Mapping Sl strategies to asset classes

Traditional
asset class

Sustainable
investing strategy

Examples

High grade bonds

Bonds issued by development

finance institutions (DFIs) /

multilateral development banks

(MDBs)

Strategies that invest predominantly in bonds issued by multilateral development banks (MDB), such as
the World Bank directly or via passive or actively managed solutions. Proceeds are directed with the intent to
generate positive environmental and/or social impact through development finance.

Corporate bonds

Thematic sustainable

Strategies that invest predominantly in bonds that finance environmental and/or social projects and activities,

fixed income as well as a transition process toward stronger sustainability credentials. Investments can be implemented
through individual securities or through passively or actively managed solutions. Bond investments in this asset
class include green, social, sustainability and sustainability-linked bonds issued by public sector and corporate
borrowers.

ESG leaders Strategies that invest predominantly in bonds of companies that manage a range of critical sustainability

corporate bonds

issues and seize sustainability-related opportunities better than their competitors.

ESG engagement
high yield bonds

Strategies where fixed income fund managers aim to actively engage company management to improve
corporate performance on sustainability-related issues and opportunities.

Emerging market
bonds

EM sustainable finance

Strategies that predominantly comprise fixed income and currency solutions to provide private funding in
emerging markets and support the efforts of development finance institutions.

Equities

ESG thematic equities

Strategies that invest predominantly in equities of companies that sell products or services that tackle a partic-
ular environmental or social challenge, and/or whose businesses are particularly good at managing a single
sustainability-related topic or factor, such as gender equality.

ESG leaders equities

Strategies that predominantly invest in equities of companies that manage a range of critical sustainability
issues and seize sustainability-related opportunities better than their competitors.

ESG improvers equities

Strategies that invest predominantly in equities of companies that are improving at managing
a range of critical sustainability issues.

ESG engagement equities

Strategies where equity fund managers aim to actively engage company management to improve corporate
performance on sustainability-related issues and opportunities.

Non-traditional
asset classes

Sustainable hedge funds

Strategies that invest long-short across hedge fund styles and the spectrum of sustainable investing
approaches, including ESG thematic, ESG leaders, ESG improvers, and carbon.

Private market
investments

Impact private market
investments

Strategies that finance private companies with the aim to generate incremental
measurable positive environmental and social impact; investable through fund structures
or as co-investments / direct investments into companies.

Source: UBS. For illustrative purposes only.
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Figure 1

The Sustainable Investing SAA (USD-focused;
Balanced risk profile; without hedge funds)
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Figure 2

The Sustainable Investing SAA (USD-focused;
Balanced risk profile; with hedge funds)
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Who are the target investors and what are their
sustainability objectives?

Sl 'has continued to gain traction over the past decade, and
is increasingly considered mainstream. According to the
Global Sustainable Investing Alliance, sustainable investing
assets represent almost one-third of total investment assets
under management globally, in certain countries and regions
even becoming the dominant strategy.

In the meantime, as SI gradually matures, we have improved
data and clarity on its performance over cycles, and can
attest that Sl portfolios can perform on par with, and at
times better than, traditional portfolios constructed without
sustainability in mind.

We therefore believe that Sl portfolios can be considered by
all investors. Of course, they are a natural fit for people who
want to seek potential returns comparable to a traditional
strategic asset allocation, while understanding that their cap-
ital looks to benefit people and the planet. These investors
have a belief that investments can have positive and nega-
tive consequences for society and the environment, and they
increasingly seek ways to take these considerations into
account. Some investors have specific sustainability goals
they want to support, while others may be motivated more
by a desire to mitigate sustainability risks that they believe
may not be adequately reflected in traditional asset
allocations.

How should UBS clients view this portfolio?

The Sl portfolios are designed for investors who need
liquidity comparable to traditional CIO SAAs, have a long-
term orientation, and want to ensure that sustainable and
impact objectives are taken into consideration in portfolio
construction and ongoing management. Accordingly, an Sl
portfolio can be viewed as:

— astandalone portfolio similar to traditional SAAs that also
prioritizes sustainable and impact objectives, or

— the main allocation in a core-satellite portfolio approach
that the investor can supplement with investments in
other sustainable and impact strategies, for example, a
private market impact investing portfolio.

The expected risk and return profile of the SI portfolios is
constructed to be comparable to that of traditional CIO SAA
portfolios over the long run. However, the Sl portfolios con-
tain mainly exposures with explicit SI characteristics. Further-
more, while Sl portfolios’ overall long-term risk and return
aim to resemble traditional SAAs over the market cycle, their
paths may diverge in the short to medium term due to the
different characteristics of the Sl strategies versus the tradi-
tional strategy it is most analogous to.

Please always read in conjunction with the disclaimer at the end of the document.
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Investors can use the Sl asset allocation as a set of building
blocks and adhere to a certain portfolio structure or plan,
but decide themselves on the specific investments, or even
which sustainable and impact objectives to prioritize. How-
ever, implementing the Sl strategies requires expertise in
integration of sustainability considerations into investment
decisions, and a deep understanding of sustainable indus-
tries, as the timeframe and sustainability risk factors can dif-
fer from traditional investment strategies. In addition, some
sources of impact are more achievable at scale, such as
engagement. Consequently, specialist fund managers are
often called upon to populate many areas of the portfolio.

Incorporating sustainable and impact
objectives in a portfolio context

Constructing and developing investment concepts at UBS is
a team undertaking. It involves strategists and asset class
experts, our risk office professionals, and quantitative portfo-
lio construction specialists. Our approach to constructing the
Sl portfolios follows many of the same principles that our
core SAAs do. We review key elements of this approach
below.

Strategic asset allocation (SAA)

We rebalance the portfolio toward the SAA we have set up,
either at regular intervals or when it reaches predefined devi-
ation limits. This approach keeps the portfolio within a pre-
determined risk level, while generating potential returns
from the long-term return expectations of each asset.

We expect and accept short- to medium-term drawdowns
and market volatility. Portfolio construction focuses on asset
classes and investment styles (e.g., MDB bonds or ESG the-
matic equities). We recognize that implementing investment
styles or strategies using multiple third-party fund managers
may result in portfolios that reflect different opinions on the
sustainability characteristics of individual securities and issu-
ers. Our view is that this adds to the diversification benefits
of a portfolio approach to SI, and we believe that differing
opinions on individual securities do not detract from the
impact objectives of the overall style or strategy. However,
we recognize that some people may disagree with the ratio-
nale that a particular fund manager might have for investing
in a security, or feel conflicted if their personal values are not
fully reflected in underlying holdings. In such cases, a direct
investment portfolio may be a more suitable way to populate
certain parts of the portfolio rather than a third-party man-
ager, as it offers greater customization options.
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Over the long term, we have found that an SAA approach to
investing is more predictable and offers a better risk-return
ratio than other approaches such as short-term market tim-
ing and security selection. However, these other strategies
can add value to a portfolio in certain circumstances. We
recommend capitalizing on them in conjunction with the
SAA, which should serve as the main engine of the portfo-
lio's long-term risk and return.

The key building blocks

To try to meet the dual obligations of achieving financial
return objectives, and sustainable and impact goals, we
start by identifying the building blocks—the SI strategies—
that aim to satisfy these requirements by intent and design.
They span the entire capital structure and come from issuer
types that range from corporations and governments to
supranational institutions. We consider a range of distinct
equity strategies that take sustainability-related factors into
consideration differently, but all in an explicit manner.
Within fixed income, we consider the full spectrum in terms
of creditworthiness (rating) and location (developed and
developing markets). As in traditional portfolios, we com-
bine several approaches to create a diversified, sustainable
hedge fund exposure. Given the limited market size of sus-
tainable hedge funds, short data histories, and relatively
nascent strategies, we allow some traditional hedge funds
for sufficient diversification in our sustainable hedge fund
asset class (see figure 2).

Portfolio construction

At the core of the Sl asset allocation are the different Sl strat-
egies in equity and fixed income. As the opportunity set in
the sustainable hedge fund space has grown in recent years,
sustainable hedge funds are available in the space of non-
traditional asset classes (NTAC). The key equity strategies
used are ESG thematic equities, ESG leaders equities, ESG
improvers equities, and ESG engagement equities. The key
fixed income exposures are global multilateral development
bank (MDB) debt, thematic sustainable fixed income, ESG
leaders corporate bonds, ESG engagement high yield bonds,
and emerging market (EM) sustainable finance. We invest in
these strategies in different currencies as a way of gaining
further diversification. As in our traditional SAAs, we hedge
most of the currency risk to the investor’s base currency
because the volatility associated with currency movements
could knock the Sl portfolio’s risk and return characteristics
off balance. We construct SI SAAs for six risk profiles (Fixed
Income, Income, Yield, Balanced, Growth, and Equity). We
use the USD-focused SI SAAs in this report as an example,
but there are different versions in other main currencies. For
non-traditional asset classes, SI portfolios including hedge
funds are shown in figure 2 and table 3.

Please always read in conjunction with the disclaimer at the end of the document.
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Table 2

Example of USD-focused Sustainable Investing asset allocation without NTAC

Sl Fixed Expected Expected
Income Sl Income Sl Yield Sl Balanced SI Growth Sl Equities 15y Return Volatility
LIQUIDITY 5.0% 5.0% 5.0% 5.0% 5.0% 5.0%
Cash USD 5.0% 5.0% 5.0% 5.0% 5.0% 5.0% 3.0% 0.0%
BONDS 95.0% 75.0% 57.0% 40.0% 20.0% 0.0%
Multilateral development bank debt (1-5) 27.0% 12.4% 7.2% 4.0% 2.0% 3.9% 2.0%
Multilateral development bank debt (5-10) 18.6% 10.8% 6.0% 3.0% 4.3% 53%
Thematic sustainable fixed income 25.0% 15.0% 13.0% 9.0% 5.0% 4.7% 5.3%
ESG leaders corporate bonds USD 35.0% 21.0% 18.0% 13.0% 4.0% 4.9% 4.9%
ESG engagement high yield 5.0% 5.0% 5.0% 5.0% 3.0% 6.2% 9.2%
Emerging Market Sustainable Finance 3.0% 3.0% 3.0% 3.0% 3.0% 6.0% 6.8%
EQUITIES 0.0% 20.0% 38.0% 55.0% 75.0% 95.0%
ESG thematic equities (global) 4.0% 7.6% 11.0% 15.0% 19.0% 8.3% 14.7%
ESG leaders equities (global) 4.0% 7.6% 11.0% 15.0% 19.0% 8.3% 14.7%
ESG improvers equities (global) 8.4% 16.0% 23.1% 31.5% 39.9% 8.3% 14.7%
ESG engagement equities (global) 3.6% 6.8% 9.9% 13.5% 17.1% 8.3% 14.7%
TOTAL 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
Expected 15y Return p.a. 4.6% 5.3% 6.0% 6.7% 7.4% 8.0%
Expected Volatility p.a. 3.8% 4.9% 6.8% 9.0% 11.4% 13.9%
Sharpe Ratio 0.41 0.47 0.44 0.41 0.38 0.36
Source: UBS CIO GWM, April 2026. For illustrative purposes only.
Note: Expected returns are expected simple returns / expected arithmetic returns; expected volatilities are volatilities of log-returns.
Forecasts are not a reliable indicator of future performance / results.
Table 3
Example of USD-focused Sustainable Investing asset allocation with NTAC
S| Fixed Expected Expected
Income Sl Income Sl Yield Sl Balanced SI Growth Sl Equities 15y Return Volatility
LIQUIDITY 5.0% 5.0% 5.0% 5.0% 5.0% 5.0%
Cash USD 5.0% 5.0% 5.0% 5.0% 5.0% 5.0% 3.0% 0.0%
BONDS 95.0% 73.0% 54.0% 37.0% 18.0% 0.0%
Multilateral development bank debt (1-5) 27.0% 12.4% 7.2% 4.0% 2.0% 3.9% 2.0%
Multilateral development bank debt (5-10) 18.6% 10.8% 6.0% 3.0% 4.3% 53%
Thematic sustainable fixed income 25.0% 15.0% 13.0% 9.0% 5.0% 4.7% 5.3%
ESG leaders corporate bonds USD 35.0% 19.0% 15.0% 10.0% 2.0% 4.9% 4.9%
ESG engagement high yield 5.0% 5.0% 5.0% 5.0% 3.0% 6.2% 9.2%
Emerging Market Sustainable Finance 3.0% 3.0% 3.0% 3.0% 3.0% 6.0% 6.8%
EQUITIES 0.0% 19.0% 36.0% 53.0% 74.0% 95.0%
ESG thematic equities (global) 3.8% 7.2% 10.6% 14.8% 19.0% 8.3% 14.7%
ESG leaders equities (global) 3.8% 7.2% 10.6% 14.8% 19.0% 8.3% 14.7%
ESG improvers equities (global) 8.0% 15.1% 22.3% 31.1% 39.9% 8.3% 14.7%
ESG engagement equities (global) 3.4% 6.5% 9.5% 13.3% 17.1% 8.3% 14.7%
HEDGE FUNDS & PRIVATE MARKETS 0.0% 3.0% 5.0% 5.0% 3.0% 0.0%
Sustainable hedge funds 3.0% 5.0% 5.0% 3.0% 4.9% 8.9%
TOTAL 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
Expected 15y Return p.a. 4.6% 5.3% 6.0% 6.6% 7.3% 8.0%
Expected Volatility p.a. 3.8% 4.8% 6.7% 8.8% 11.4% 13.9%
Sharpe Ratio 0.41 0.47 0.44 0.41 0.38 0.36

Source: UBS CIO GWM, April 2026. For illustrative purposes only.
Note: Expected returns are expected simple returns / expected arithmetic returns; expected volatilities are volatilities of log-returns.

Forecasts are not a reliable indicator of future performance / results.

Risk and return analysis

The Sl portfolios portfolios aim to deliver market-rate returns
over the long run. Both our historical analysis and forward-
looking risk and return estimates show that the Sl portfolios
behave like their traditional counterparts over an economic
cycle. Performance differences are to be expected in a single
year. We acknowledge, however, that some of the S strate-
gies, in particular within fixed income and hedge funds, are

still emerging sub-asset classes. As a result, price histories are

shorter and truly representative benchmarks have yet to be
developed. We use traditional benchmarks where, in our
view, they best reflect the characteristics and the breadth of

the asset classes and allow for comparability between sus-

tainable and traditional investment strategies, particularly
when targeting market-rate financial returns.

Please always read in conjunction with the disclaimer at the end of the document.
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To better illustrate the risk and return behavior of Sl portfo-
lios without NTAC, we simulated historical performance for
each of the main risk profiles over slightly more than the past
10 years. Figure 3 shows the simulated historical perfor-
mance of the three main SI SAAs based on current asset
class benchmark indices. The simulated yearly performance
for the USD SI SAA without hedge funds is illustrated exem-
plary for the balanced risk profile in figure 4.

Figure 3
Simulated historical performance of SI SAAs (USD
without NTAC)
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Source: UBS (31.03.2012-28.02.2026). For illustrative purposes only. Historical performance is
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Figure 4

Simulated annual performance (Balanced USD
without NTAC)
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Source: UBS CIO GWM, March 2026. For illustrative purposes only. Historical performance is no
guarantee for, and is not an indication of future performance.
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Tactical asset allocation (TAA) focus on

equities vs. bonds

The Sl asset allocation portfolios combine a broad variety of
equity and bond sub-asset classes, all of which have very dif-
ferent risk and return drivers. The relative performance of
these different Sl strategies will vary over the business cycle.
For example, there may be instances where, over shorter
time horizons, development bank bonds will outperform
lower rated credits, or where equity strategies will outper-
form bond strategies. As with our traditional portfolios, we
believe there is scope to develop and implement tactical
investment views to capture these shorter-term differences in
expected relative performance within the portfolio.

We closely follow the approach and views of our global TAA
investment process. Specifically, we will have tactical posi-
tions in equities versus bonds, in regional equity markets, in
currencies, and in different duration or credit segments
within the fixed income universe. TAA calls are driven by
investment not by specific sustainability considerations,
within a pre-defined SI TAA universe. Besides strategic and
tactical asset allocation, instrument selection is the third pil-
lar to contribute to the portfolio’s overall performance.

Emphasis on liquid instruments

Like traditional CIO SAAs, the SI SAAs are constructed using
liquid instruments, so they represent fully sustainable portfo-
lios (except cash and part of the sustainable hedge fund
exposure) that are accessible to any investor. Different inves-
tors have different sustainability and impact goals. Impor-
tantly, they also differ in the degree to which they want to
gear their portfolio toward sustainability and impact. Those
who desire to further increase their sustainability footprint
and overall impact beyond these sustainable portfolios will
likely have to accept a higher degree of volatility or illiquidity.
For example, the SI SAA is not geared toward any specific
sustainability issue; investors who seek greater exposure to a
specific theme, such as climate transition may choose to add
relevant thematic funds or positions that may increase per-
formance cyclicality. By adding an allocation to private
equity, private debt, infrastructure, or real estate investments
with a clear impact focus, they could try to magnify their
positive effect on people and the planet. Again, this
approach need not come at the expense of potential returns,
but investors have to take into account the requisite illiquid-
ity and long lock-up periods.

Please always read in conjunction with the disclaimer at the end of the document.
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Other key considerations

Growing but still more limited set of options

Product availability for some of the Sl asset classes and
investment strategies is still relatively limited in comparison
with traditional strategies. This is especially true for single
region or country exposure, for example in emerging mar-
kets. Furthermore, not all SI products available today meet
the standard of sustainable objectives that we aim for—they
may simply apply ESG factors or overlays onto traditional
investment strategies or approaches, for example. There are
more options in some areas, such as “ESG leaders equities”,
than in less well established strategies, such as development
bank debt or ESG engagement. As interest in these instru-
ments and approaches grows, more asset managers will
likely provide a wider array of such products in areas of
equity, fixed income, and hedge funds, in our view.

Limited historical performance

Given the relatively short historical track records of some SI
strategies and investable products, some investors remain
skeptical that investments with Sl characteristics could
potentially generate returns that match those of traditional
asset classes. Yet, academic studies of liquid sustainable
equity and bond fund vehicles suggest that consideration of
sustainability criteria in the investment process on average
does not lead to worse returns, and may add some risk-man-
agement benefits. There is also evidence of a positive rela-
tionship between good management of sustainability issues
and financial performance, which is particularly supportive of
an ESG leaders equities strategy. Furthermore, corporate
management teams are giving increasing credence to the
idea that businesses that perform well on environmental,
social, and corporate governance metrics generally have
more sustainable and potentially more profitable business
models in the long run. Markets should recognize this over
time and could reward these companies. Despite this, we
currently assume comparable, rather than better, potential
long-term returns. This does not mean that performance
will be the same in any given year, but rather over the
market cycle. We acknowledge that individual sustainable
investing strategies may have incidental biases that could be
intentional — as in the case of energy and commodity
exposure, for example — or unintentional — such as a skew
towards quality and duration in thematic sustainable bonds.
These biases could lead to under- or outperformance of a
strategy in a single year. For example, the bias to smaller
companies and the lower allocation to large US IT companies
has been diametral in some SI equity strategies last year. As
product availability and quality continue to improve, we
expect further enhancement to our ability to manage such
biases through both portfolio diversification and instrument
selection.
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Exclusions vs engagement

Sl'is conventionally associated with exclusions to minimize
negative portfolio impact, for example exposures to contro-
versial business areas or implied carbon emissions. There is
limited evidence, however, that investment exclusions are
effective in incentivizing behavioral change; instead, inves-
tors lose the opportunity to engage with companies whose
long-term transition may be critical to overall sustainability
progress. Therefore, while we acknowledge certain norms-
based exclusions, and actively monitor portfolio impact, we
do not recommend “blanket” exclusions in areas such as
fossil fuels. For more detail, see: Education primer: Sustain-
able investing and exclusions. UBS CIO GWM, 1 Feb 2024.

Liquidity vs. impact trade-off

We see a more meaningful trade-off between expected
impact and investment liquidity than between expected
impact and potential financial return. Thus far, the vast
majority of investment opportunities with intentional, mea-
surable, and verifiable impact investing exposure tend to be
illiquid, like private equity, private debt, and infrastructure.
These approaches lend themselves well to impact investing.
They provide fund managers with the influence and ability to
ensure that social and environmental objectives are a clear
priority, and enable measurement and verification of progress
toward these goals. Through them, a willingness to accept
greater illiquidity may increase the desired impact investing
exposure in a portfolio. However, the Sl portfolios described
above are primarily liquid and designed for those without the
inclination or ability to take on private market exposure.

Reporting standards

Measuring and reporting on sustainable outcomes and
impact remains work in process. There are aims to harmo-
nize disclosure requirements on an international level and to
provide a global baseline of high-quality sustainability
standards.

Regulatory development

Over the past few years, sustainable finance has become a
focal point for regulators across all major global financial
hubs. The regulatory landscape continues to evolve rapidly,
and we also observe that the regulatory environment and
structures can differ across jurisdictions. This SI portfolio
reflects our long-term views and opinions on industry best
practice, and is not designed with compliance to any specific
regulatory standards in mind.

Please always read in conjunction with the disclaimer at the end of the document.
The value of investments may fall as well as rise and you may not get back the amount originally invested. 9



The Sl strategies — expanding the CIO SAA
universe with explicit SI characteristics

As described above, a key principle of the SI SAA is using
strategies that exhibit explicit SI characteristics. To build
mostly liquid SI portfolios, we have identified ten SI strate-
gies—each of which replaces or fills a traditional asset class-
equivalent by delivering potentially comparable risk-return
characteristics.

As we've discussed, the SI SAA does not yet include all
investment strategies used in traditional portfolios, including
regional allocation. Product availability is still rather limited,
but this may change. We summarize key characteristics of
the Sl strategies below. Expected returns pointed to our capi-
tal markets assumptions and depicted below are in USD.
Please refer to our Sl education primer series for a more
detailed discussion on each of these strategies.

1. Global multilateral development bank (MDB) debt

Expected 15-year return p.a. 3.9% (maturity 1-5yrs) / 4.3% (5-10yrs)
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Performance

MDB bonds have delivered comparable risk and return to US
Treasuries of similar duration and tenor since 2012, accord-
ing to the Solactive Global Multilateral Development Bank
Bond Index. For sufficiently liquid benchmark-sized bonds,
the tracking error of MDB bonds against the relevant US
Treasury index is low.

Social and environmental contribution

The WB as the leading MDB was formed in 1944. Its explicit
mandate is to provide financial and technical assistance with
the overall goal of improving living standards through sus-
tainable economic development and growth. Each WB entity
fulfills this mandate in different ways. IBRD bond issuance
has helped to open up bond markets in emerging markets
for international investors, contributing to economic expan-
sion in these regions. MDB bonds are used exclusively for
projects that improve the state of the developing world and
make a tangible development impact in a variety of areas.

2. Thematic sustainable fixed income

Expected 15-year volatility p.a. 2.0% (maturity 1-5yrs) / 5.3% (5-10yrs)

Expected 15-year return p.a. 4.7%

Average duration 2.8/6.0 years Expected 15-year volatility p.a. 5.3%
Average credit rating AAA Average duration 4.8 years
Comparable to High grade bonds Average credit rating A/BBB

MDB bonds are high grade bonds issued by multilateral
development banks. According to our definition, a develop-
ment bank is any government-related or -backed financial
institution with a focus on official development assistance
and a minimum loan book exposure of 25% to emerging
market countries. Multilateral development banks are those
whose shareholder list includes, among others, all G7 coun-
tries. The most well-known MDB is the World Bank (WB),
which issues bonds mainly through its affiliate the Interna-
tional Bank for Reconstruction and Development (IBRD).

The IBRD has 189 shareholding countries, the largest num-
ber among MDBs. Its lending exposure extends to around

80 countries, the broadest among MDBs. The backing of its
members and strict financial statutes provide the WB with an
AAA credit rating that enables it to access capital markets at
attractive rates to fund its operations.

Comparable traditional asset class exposure

MDB bonds’ closest traditional equivalent are high grade
(HG) and US Treasury bonds rated AAA. HG exposure repre-
sents the most defensive portion of investment portfolios,
providing modest yield but with low default risk given the
bonds’ seniority in the capital structure and the credit quality
of the issuer. Duration risk, however, remains. As suprana-
tional institutions backed by multiple member governments,
MDBs offer a similar credit quality to that of major sovereign
issuers such as the US.

Comparable to High grade and investment grade bonds

Thematic sustainable fixed income is an investment strategy
that incorporates fixed income investments that finance
environmental or social projects and activities, as well as the
transition process toward stronger sustainability credentials.
Bond investments in this asset class include green, social,
sustainability (GSS) and sustainability-linked bonds, generally
referred to as sustainable bonds, issued by public sector and
corporate borrowers.

Comparable traditional asset class exposure

Depending on the issuer, they represent sustainable alterna-
tives to such fixed income instruments as HG bonds (from
supranational and many government issuers, with the high-
est credit ratings) and investment grade (IG) corporate bonds
(corporate issuers, with mid-to-high credit ratings).

Performance

As sustainable bonds are effectively conventional bonds with
a specific use of proceeds or key performance indicator (KPI)
structure, arguably they should be priced the same as equiv-
alent bonds and have the same yield. Their credit risk is
defined by the issuer’s overall credit risk and not tied to the
specific project that is financed by the bond.

Please always read in conjunction with the disclaimer at the end of the document.
The value of investments may fall as well as rise and you may not get back the amount originally invested. 10



The customized index is split evenly between EUR- and USD-
denominated bonds. It is tilted more to corporate bonds,
with public-sector issuers representing only about 30% of
the index. The current effective duration is under 5.

Social and environmental contribution

Green, social, and sustainable bonds are structured as “use
of proceeds” bonds that finance dedicated sustainable proj-
ects. These projects promote positive environmental, social,
or governance outcomes. Sustainability-linked bonds are dif-
ferent in that they focus on KPIs. They give issuers the
opportunity to apply proceeds toward general corporate pur-
poses, as the terms are tied solely to their ESG-related per-
formance and not the use of proceeds or the projects
financed as in the case of GSS bonds.

3. ESG leaders corporate bonds

4.9%
4.9%

Expected 15-year return p.a.

Expected 15-year volatility p.a.

Average duration 4.0 years

A/BBB

Average credit rating

Comparable to Investment grade bonds

Corporate bond ESG leaders are conventional, investment
grade (IG) corporate bonds issued by companies that per-
form well on material sustainability criteria.

Comparable traditional asset class exposure

The distinction for corporate bond ESG leaders is made at
the issuer level, so the eligible universe of issuers comprises
only companies that score well on core sustainability-related
criteria. The instruments themselves are conventional IG cor-
porate bonds.

Performance

A portfolio of corporate bonds issued by ESG leaders should
deliver returns at least analogous to one selected by more
conventional methods over the long run. We base this
expectation on the growing body of academic research that
has found a positive relationship between performance on
material ESG metrics and on a corporate financial level.

Social and environmental contribution

These bonds are conventional securities, with no designa-
tions for use of their proceeds. They do not have any inher-
ent special sustainability features like green bonds. They do
offer the opportunity to align their fixed income exposure
with their values and expectations, and ensure that the
issuers in their portfolio demonstrate leadership on sustain-
ability-related issues. Furthermore, the selection criteria sig-
nal to corporations the increasing importance of leadership
on sustainability-related factors to fixed income as well as
equity investors.
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4. ESG engagement high yield bonds

6.2%
9.2%

Expected 15-year return p.a.

Expected 15-year volatility p.a.

Average duration 4.0 years

Average credit rating B+
Global high yield bonds

Comparable to

The ESG engagement fixed income approach provides expo-
sure to bonds issued by companies that would benefit from
making specific, identifiable sustainability-related improve-
ments to the way they operate.

Comparable traditional asset class exposure

Companies with lower ratings and thus a more limited inves-
tor base (compared with higher-rated issuers) present greater
opportunities for incremental positive social or environmen-
tal change, and for engagement with management teams
about enacting those changes. As a result, the most compa-
rable exposure is found in global high yield bonds.

Performance

Employing engagement strategies to target sustainability-
related issues is a relatively recent approach in fixed income,
so there is little available data about its historical perfor-
mance. We anticipate such strategies are likely to perform in
line with traditional active high yield strategies over the busi-
ness cycle, but with lower downside risk due to better sus-
tainability risk management.

Social and environmental contribution

The investor proactively lobbies and works with company
management to drive positive incremental change. Maintain-
ing a dialogue with issuers is a long-standing part of general
fixed income investment processes and fundamental credit
analysis. But explicit engagement on sustainability-related
issues is relatively new.

5. EM sustainable finance

6.0%
6.8%

Expected 15-year return p.a.

Expected 15-year volatility p.a.

Average duration 4.8 years

EM bonds

Comparable to

Strategies that comprise fixed income and currency solutions
to provide private funding in emerging markets and support
the efforts of development finance institutions.

Comparable traditional asset class exposure

An EM sustainable finance strategy consists of fixed income
investments and EM currency overlays. It invests in USD
bonds and cash as collateral and overlays it with FX deriva-
tives such as forwards and swaps. MDB bonds are seen as a
sustainable alternative to conventional high grade bond
investments with comparable credit ratings and a similar
yield profile.

Please always read in conjunction with the disclaimer at the end of the document.
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Performance

The investments in MDB and other sustainable bonds
denominated predominantly in USD represent a moderate
exposure to the USD yield curve. The risks and returns of the
overall strategy relate mainly to the exposure to EM curren-
cies in a highly diversified way, more so than those of typical
local currency money market or bond indexes. Total risk and
return are expected to be similar to an index of EM USD-
denominated bonds.

Social and environmental contribution

Sustainable financing for emerging markets is essential for
inclusive economic development and achieving the UN Sus-
tainable Development Goals (SDGs). We look at fixed income
strategies that enable private funding to emerging markets
and support the efforts of market participants such as the
World Bank and other development finance institutions to
finance projects in the developing world. This also includes
help to manage the EM currency risk.

6. ESG thematic equities

8.3%
14.7%

Expected 15-year return p.a.

Expected 15-year volatility p.a.

Comparable to Global equities

ESG thematic equities represent a stock-investing strategy
that aims to identify specific themes related to sustainability-
related issues, determine which industries and companies
benefit from or directly address them, and construct portfo-
lios of their stocks according to this thematic framework.
This strategy can be implemented using different
approaches, but all share the motivation of achieving explicit
exposure to certain themes through the ownership of under-
lying companies.

Comparable traditional asset class exposure

This strategy is differentiated by the thematic approach
employed by investors or fund managers. Most, if not all,
global companies can address global challenges by aligning
their products and services with one or more long-term envi-
ronmental or social themes, although certain sectors may be
more relevant than others. So, we think the most compara-
ble traditional asset class exposure is broad global equities,
which represents the full universe of potential candidates for
contributing to ESG themes.

Performance

Generalized statements about the performance of ESG the-
matic approaches are difficult to make given the various
approaches and potential themes. Just as with non-sustain-
able thematic equity approaches, ESG thematic strategies are
typically not explicitly managed against a benchmark,
though investors often gauge performance relative to global
equity indexes such as MSCI AC World, which represents the
eligible securities universe.
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We anticipate the strategy’s risk and return should be
roughly in line with that of non-sustainable thematic equity
approaches in the longer term. Exposure to long-term trends
with generally above-average growth prospects could pro-
vide the potential for long-term outperformance, though
this may come with higher volatility. There is scope both for
higher tracking error and deviation from index weights, since
thematic concentration may result in overweights or under-
weights in certain sectors, and for a greater cyclicality of spe-
cific themes.

Analysis of historical performance suggests that approaches
focused on a single theme are likely to experience greater
volatility than approaches selecting multiple themes. Diversi-
fication across themes can mitigate the cyclical and structural
properties of individual themes.

Social and environmental contribution

ESG thematic strategies enable investors to put a portion of
the equity allocation in their liquid portfolio toward compa-
nies whose products, services, and approaches target specific
themes that address the social and environmental challenges
important to them. Although this strategy falls short of
meeting the intent, measurement, and verification criteria
required for impact investing, it enables investors to signal to
companies the importance of aligning their products, ser-
vices, and approaches in ways that contribute to specific
social and environmental themes and outcomes.

7. ESG leaders equities

8.3%
14.7%

Expected 15-year return p.a.

Expected 15-year volatility p.a.

Comparable to Global equities

ESG leaders equities favor the stocks of companies that
demonstrate superior performance on sustainability-related
criteria.

Comparable traditional asset class exposure

All global companies can demonstrate leadership on core
sustainability-related criteria, regardless of their size, sector,
or regional focus. So, the most comparable traditional asset
class exposure is broad global equities, in our view, as they
represent the full universe of potential candidates for dem-
onstrating superior performance on sustainability-related
criteria.

Performance

We expect a portfolio of ESG leaders equities to deliver
returns in line with a portfolio selected by more conventional
methods over the long run. This is supported by empirical
evidence of the positive relationship between performance
on material sustainability metrics and performance on corpo-
rate financial performance.

Please always read in conjunction with the disclaimer at the end of the document.
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Social and environmental contribution

These equities are conventional securities. Owning them is a
signal to corporations of the increasing importance of lead-
ership in the space. But the potential to intentionally drive or
measure impact through the liquid underlying securities
owned is limited.

8. ESG improvers equities

8.3%
14.7%

Expected 15-year return p.a.

Expected 15-year volatility p.a.

Comparable to Global equities

ESG improvers equities is a strategy that seeks to identify
and invest in the stocks of listed companies that are improv-
ing their performance on material sustainability-related
issues and are likely to continue doing so. It may provide
exposure to potential positive changes on sustainability
issues these companies are striving for.

Comparable traditional asset class exposure

Most, if not all, global companies can improve their perfor-
mance on core sustainability-related criteria, although the
clearest improvements are typically achieved from low or
medium performance levels. So, we believe the most compa-
rable traditional asset class exposure is broad global equities,
which represents the full universe of potential candidates for
showing concrete improvement on material sustainability
issues.

Performance

A key assumption of the ESG improvement strategy is that
stock price performance is affected by changes in the ESG
performance of a company. Repeated research conducted by
MSCI (Giese and Lee 2019, Wickremasinghe 2022) showed
that an “ESG Momentum” strategy can lead to financial
outperformance over the standard benchmark, while
improving the sustainability profile of the overall portfolio.
We expect improving ESG equity strategies to deliver mar-
ket-rate returns in the long term.

Social and environmental contribution

This strategy provides exposure to companies making mate-
rial improvements on sustainability issues that lead to greater
potential positive incremental social and environmental
change than companies already demonstrating high perfor-
mance in these areas. Ownership of these securities signals
to corporations the importance of continually improving
their sustainability performance.
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9. ESG engagement equities

Expected 15-year return p.a. 8.3%

Expected 15-year volatility p.a. 14.7%

Comparable to Global equities

ESG engagement equities is a strategy used by active fund
managers who engage with the companies they invest in as
a core element of their approach to target incremental social
and environmental impact, and addressing the challenges
outlined by the UN SDGs. These strategies have typically
focused on concentrated portfolios of smaller- and medium-
sized companies, which typically present more opportunities
to engage with management and to suggest changes that
result in incremental positive impact. The range, however,
has more recently broadened to large companies. An active
and targeted engagement strategy focused on generating
positive incremental environmental and social impact is seen
as a primary means to achieve impact investing in listed
equities.

Comparable traditional asset class exposures

We expect the strategy to cover engagement with compa-
nies across all regions and sectors, and compare the perfor-
mance to global equities. The portfolio may be tilted to
smaller companies that typically present greater opportuni-
ties for incremental positive social or environmental change,
and more prospects for engaging with management teams
about realizing such change.

Performance

There have been some academic evidence (Dimson et al
2018) of positive share price returns associated with success-
ful ESG engagement. However, the practice remains rela-
tively new, and outcomes (both financial and social) are
largely dependent on implementation. We anticipate over
the long run that such strategies deliver market-rate returns.

Social and environmental contribution

ESG engagement equities allows for an active, targeted,
and verifiable impact by investing in listed equities and hav-
ing their proxies engage in dialogue with company man-
agement or in direct activism, if necessary. In this strategy,
fund managers are investing their capital to produce
changes in sustainability related performance, in pursuit of
incremental positive social and environmental impact.
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10. Sustainable hedge funds

4.9%
8.9%

Expected 15-year return p.a.

Expected 15-year volatility p.a.

Comparable to Hedge Funds

Investors in hedge funds are typically seeking to reduce the
sensitivity of their portfolios to broad market movements, to
generate alpha, and to improve overall risk-adjusted returns.
In our view, the majority of sustainable hedge fund strate-
gies tend to be in equity hedge and credit, where managers
take long positions in ESG leaders or ESG themes, and short
positions in ESG laggards or non-ESG themes. However,
event-driven (except for activist hedge funds) and macro/
trading strategies are still in the early stages of integration,
where sustainability-related factors are modeled into merger
and acquisition valuations or into interest rate predictions,
for example. Some interesting exceptions such as carbon
trading and plays on countries’ environmental and social pol-
icy development would qualify as sustainable investments,
provided all the other considerations around policy, gover-
nance, monitoring, and reporting are met. While strategies
focused primarily on ESG leaders and ESG thematic equities
are most common in our reviewed universe, we also see
emerging investment theses around ESG improvement or
momentum, and dedicated sustainable fixed income instru-
ments such as green and social bonds. ESG engagement
strategies can be adopted in tandem with some activist
hedge fund activity in utilizing active ownership to pursue
tangible environmental and social outcomes within the
investee companies.

Comparable traditional asset class exposures

In recent years, the universe of sustainable hedge funds has
grown and now offers a broad variety of strategies. Never-
theless, a large part of the universe still consists of equity
hedged and credit long-short strategies, with others such as
relative value also available. A diverse set of strategies is a
pre-requisite for a diversified hedge fund exposure that may
deliver similar risk and return expectations as traditional allo-
cations. To achieve this, we think it is necessary to comple-
ment a sustainable hedge fund allocation with a minor
allocation of traditional hedge funds across hedge fund
styles that do not have defined sustainability objectives (e.g.,
global macro). These traditional strategies should still incor-
porate sustainable investing tools where applicable and not
actively invest in harmful activities.
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Performance

As many hedge fund strategies are very nascent, data history
is rather short and does not cover a business cycle. As the
overall market size is still limited, it is more difficult to avoid
concentration risk and achieve a broadly diversified portfolio.
Therefore, we assume higher idiosyncratic risk than for tradi-
tional hedge funds. Over the long term, returns should be
roughly in line with a traditional approach, but short-term
deviations look likely, in our view.

Social and environmental contribution

From a sustainability standpoint, the extended set of tools
available to hedge funds compared to those at the disposal
of long-only equity or bond strategies can strengthen the
pursuit of sustainable investing objectives. For example,
hedge funds can use short-selling as a more powerful signal
than traditional ESG exclusions when it comes to divesting
from ESG laggards or companies with negative environmen-
tal or social impact. Short-selling can also be used for price
discovery and therefore address potential overvaluation in
certain sustainable investments, contributing to a more effi-
cient market and capital allocation. Activism is another tool
that hedge funds can employ to influence a firm’s strategy
and force change or accelerate sustainability-related efforts
in ways that go beyond the more constructive engagement
undertaken by many long-only investors.
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