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Renewables – leading the charge 
 
Oil shocks and inflationary ripples 
Hostilities in the Middle East (ME) are creating a supply-side 
shock that will weigh on growth through 2026 and 
beyond. Oxford Economics has revised down its global 
growth forecast by 0.4 percentage points1 for the year. Oil 
prices as of 1 May are at USD 118 (see Figure 1), with six-
month futures priced at USD 79.2 Higher oil and gas prices 
will lift headline inflation directly and indirectly via broader 
business costs, pushing up core inflation. One-year inflation 
expectations in the US rose to their highest level since 
August 2022 in April,3 while eurozone inflation ticked up 
to 3%.  
 
The ME region’s significance extends far beyond oil and 
gas. Constraints on fertilizer supplies during the growing 
season, alongside disruptions to aluminum exports, suggest 
that the economic effects are likely to persist beyond any 
eventual reopening of the Strait of Hormuz. 
 
Impacts so far have been muted as ships that had left the 
Gulf before the Strait closed continued to make deliveries  
– markets further away will experience lagged effects. 
Depending on how events develop, we may see higher 
inflation across APAC, given the region’s greater 
dependence on oil and gas from the ME.  
 
The case for rate cuts has weakened materially, as the 
prospect of renewed policy tightening becomes credible. 
For Europe in particular, the current backdrop reinforces 
the strategic case for accelerating the energy transition in 
pursuit of greater energy security. 

Figure 1: European brent and US WTI (USD per barrel, 
LHS) and oil ETF volatility index (RHS) 
 

  
 

Source: FRED, Federal Reserve Bank of St. Louis, April 2026. Past 
performance is not a guarantee for future results. 

 
Global technology mix 
Data on the electrical power generation capacity across 
some of the largest economies illustrate just how reliant 
many still are on fossil fuel sources (see Figure 2). The 
white lines in the chart show the aggregate generating 
capacity of these economies against the right axis. China is 
much further along the electrification path, with over 3.35 
terawatts (TWs) of capacity, despite a lower share based on 
fossil fuels than the US, with 1.28 TW as of 2024. China 
has more than six times the generating capacity of India, a 
country with a comparable population. 
 
 

Figure 2: Installed electrical generating capacity (GW, RHS) by technology share (%, LHS)  
 

 
 

Source: IRENA, July 2025. Past performance is not a guarantee for future results. 
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While concerns about stranded asset risks of conventional 
power generation have waned in recent years, forecasted 
risks in future fuel prices, combined with equipment 
sourcing challenges for new assets, are shifting investment 
towards renewables. We believe recent events in the ME 
and the resulting volatility in global oil and gas prices could 
further hasten the energy transition and renewables 
investment. 
 
Solar – the leading technology 
Around 30% of electricity generated globally in 2023 came 
from renewables, up from 18% in 2000. Within that, 44% 
of renewable power in 2023 came from variable sources, 
mainly wind and solar, up from just 1% in 2000.4 Even 
before the pandemic, capital investment flows into 
renewable power generation averaged around USD 400 
billion annually between 2015–2019, more than double 
the flows into unabated oil, natural gas and coal 
generation.5 Since 2022, renewables investment has 
accelerated and has overtaken investment into oil and gas 
upstream (prospecting and extraction, see Figure 3).  
 
Solar remains the key driver of this expansion – global 
annual additions of solar capacity more than tripled in just 
three years, from 142 GW in 2021 to 453 GW in 2024.6 
IEA projections for continued solar adoption suggest global 
installed capacity will rise from 2.26 TW in 2024 to 
between 8.07 TW and 12.50 TW in 2035, based on current 
policies and net-zero scenarios, respectively, representing a 
compound annual growth rate (CAGR) range of 13.7% to 
17.3%. The IEA has consistently underestimated solar 
adoption in recent years, so forecasts may continue to be 
conservative. 
 
 
Figure 3: Investment in renewable power generation 
vs. oil and gas upstream* (USD bn) 
 

 
Source: IEA, World Energy Investment, 2025. *exclusive of power 
generation investment. 

The investment case remains compelling, even in the US 
despite recent challenges in offshore wind, as data center 
developments drive energy demand growth to a higher 
gear, with AI hyperscalers willing to pay premiums for 
power. Renewables are benefiting from declining 
technology costs and shorter lead times. At the same time, 
the maturation of corporate power purchase markets has 
strengthened long-term offtake contracts, helping to de-
risk revenues and support more stable return profiles. 
 
Policy reprioritization 
While decarbonization remains an important longer-term 
policy objective, energy security and affordability have 
moved to the forefront of government priorities in recent 
years. Solar is well positioned in that context. Its advantage 
as the technology with amongst the lowest levelized cost 
of energy, beside onshore wind,7 supports further rollout, 
just as European governments consider more favorable tax 
treatment of renewables to advance policy goals. 
 
Despite these tailwinds, the variability of solar and wind 
power is the Achilles’ heel to further penetration into the 
generation mix. The intermittency of renewables is a key 
reason why capacity utilization factors for wind and solar 
are substantially below those of other generation 
technologies (see Figure 4). Wind technology has delivered 
improvements in capacity utilization factors over the last 20 
years, but is still less than 40% of that of nuclear. 
However, technology has advanced to relax this constraint. 
The scaling of battery energy storage systems (BESS) in 
recent years is offering a new avenue for renewable 
generation’s continued growth. 
 
 
 
Figure 4: Average capacity utilization factors (CUF) by 
power generating technology; 2000–22 (%) 
 

 
 

Source: IRENA, July 2025. 
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Software in focus 
 
Private equity returns had a strong quarter, with steady 
fundamental performance during a turbulent 1H26 that 
contained several surprises. Artificial intelligence (AI) fears 
weighed on software valuations in private equity (PE) 
portfolios, as funds scrambled to assess the threat of AI to 
business models. Public software valuations continue to 
face pressure in AI-exposed segments, although the market 
is becoming more perceptive to business model 
differences. This repricing in public markets increases the 
risk of delayed spillover effects on private software 
valuations.  
 
Investor concern is driven by fears that software companies 
may be less valuable in the AI era, with lower long-term 
profits and unclear terminal value. There is currently little 
indication that fundamental performance has been 
impacted to date, i.e. the sell-off is based on a downside 
case for the future of the software business model.  
 
Privately held software companies in most instances have 
not been impacted by lower reported revenue or demand. 
We believe that companies providing control-of-access, 
systems of record, governing critical workflows, and 
operating in environments where breaches or failures 
would be costly are best insulated from AI’s encroachment 
on software business models.  
 
 

Some companies in these categories may indeed benefit 
from AI, as efficiency improves and lower cost of delivery 
has the potential to boost margins. Incumbents have a 
natural opportunity to benefit from those trends, as long as 
product differentiation can be maintained and AI can be 
incorporated into these platforms swiftly and without 
defect. We have seen tangible examples of AI adoption 
leading to margin expansion, greater revenue per user, and 
faster growth within privately held software companies. 
 
The Middle East conflict is also leading PE portfolios to 
position for further uncertainty into midyear, but few 
impacts have been materially felt as of yet. Especially in the 
middle market and lower middle market, PE revenue 
exposure skews domestic, while second order effects, in 
the form of higher inflation driven by increased energy 
prices, have yet to be fully captured.  
 
These effects have certainly permeated on a sector-by-
sector basis (e.g. transportation costs), but are not yet 
dominating the operating environment the way inflationary 
pressures did in the years immediately following the 
pandemic. For now, the size of the effect on private 
companies appears modest, with the duration remaining 
unknown amid the broader conflict. 
 
 

Figure 1: Private equity quarterly fund returns (%) 
 

 
 
Source: PitchBook, April 2026. (* denotes preliminary data). Past performance is not a guarantee for future results. 

 
 
Private equity has taken these in stride for the time being, 
though we do expect a softer exit environment for 
software and adjacent technology companies owing to the 
increased uncertainty.  

Overall, the exit environment has fallen short of private 
equity funds’ expectations, in part because of persistently 
high interest rates. Most investors continue to expect a 
pickup in activity if rates eventually trend lower. 
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AI almost 50% of VC market value 
 
Venture capital (VC) continues to set records with AI 
investment, which is far eclipsing any other sector and is 
approaching 50% of all VC market value in 1Q26. Still in 
its early innings, AI adoption is increasing at a tremendous 
pace, and valuations have been a rocket ship for investors: 
comparable round valuations for AI companies are nearly 
double those of others. Markets remain euphoric on recent 
funding rounds, in some cases exceeding 2021’s highs. 
So far, VC remains undeterred in the face of some macro 
headwinds, although quarterly performance was flat to 
down in 4Q25. Further to our earlier comment on exit 
activity, IPOs of VC-backed companies remain well below 
trend and have not exceeded 50 in a year since 2021. 

Higher energy prices will likely weigh on VC-backed AI 
companies, whose substantial compute requirements 
demand enormous amounts of energy.  
 
Many of today’s AI business models are acquiring users 
through subsidized compute, much in the way that now-
established platform businesses gave away free rideshares 
and meal delivery before ratcheting up unit economics. A 
sustained rise in energy prices risks raising uncomfortable 
questions for today’s AI business models. 
 
 

 

Figure 2: Venture capital quarterly fund returns (%) 
 

 
 
Source: PitchBook, April 2026. (* denotes preliminary data). Past performance is not a guarantee for future results.  

 
 
 

Private equity sector performance outlook 
 

 Negative  Neutral  Positive 
      

 
          

      

      

Americas    
Venture capital, 
growth equity, 
buyouts 

Secondaries 

      
      

Europe   Venture capital 
Growth equity, 
buyouts 

Secondaries 

      
      

Asia   Venture capital Growth equity, 
buyouts 

Secondaries 

 
Source: UBS Asset Management, Unified Global Alternatives (UGA), May 2026. Assessment informs top-down perspectives and strategy allocation. UGA 
will weigh the perceived relative attractiveness of these strategies using a scale of “underweight”, “neutral” and “overweight” ratings. These ratings are 
the opinion of UGA and may not necessarily provide an accurate reflection of the ultimate success or potential return of a given strategy. Past / expected 
performance is not a guarantee for future results. 
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Corporate credit 
 
1Q26 performance 
In the first quarter of 2026, the corporate direct lending 
market exhibited a softening in performance. At a high 
level, most corporate direct lending funds were flat in 
1Q26. Interest income was the key positive driver of 
performance, as the 1Q26 distribution rates were 
essentially unchanged compared to the 4Q25 distribution 
levels.  
 
However, the positive carry was offset by mark-downs on 
the underlying loan portfolios. The vast majority of losses 
were unrealized, as the downward shift in valuations was 
driven by a combination of widening syndicated loan 
spreads, uncertainty related to artificial intelligence (AI) 
disintermediation and increased geopolitical tensions in the 
Middle East. Managers with larger exposures to either 
software loans or syndicated loans tended to underperform 
compared to peers. Private credit vehicles, especially those 
structured as business development companies (BDCs), 
tend to have an allocation to public syndicated loans of 
10%–20% on average. 
 
Fundamentals 
Although there was some modest downward pressure on 
valuations, the fundamental performance for the corporate 
direct lenders on the UBS platform was generally stable. In 
terms of operating performance, the vast majority of the 
companies have demonstrated positive EBITDA growth and 
stable margins. As it pertains to credit metrics, non-accrual 
rates remained low and did not change quarter-over-
quarter. Larger companies have generally exhibited lower 
default rates compared to smaller businesses in the current 
period. In addition, interest coverage ratios generally 
improved as a result of stable borrower earnings and a 
decline in base rates.  
 
 

Conversely, payment-in-kind (PIK) interest has continued to 
trend higher. While this is a risk factor that we are 
monitoring closely, the majority of the PIK interest is 
attributable to deals that were structured as PIK at 
origination, as opposed to being part of a loan 
modification. As it pertains to AI disintermediation risk, the 
Unified Global Alternatives – Private Credit (UGA – PC) 
team has not observed a meaningful change in credit 
metrics during the current period.  
 
Software default rates have remained low and the 
operating performance for most of the businesses remains 
strong. The base-case expectation for the software sector is 
that dispersion will be higher going forward and the sector 
will likely exhibit a higher default rate than it has 
historically. That said, we expect this dispersion to play out 
over the next two to three years.  
 
Investor flows/redemptions 
Despite a relatively stable fundamental backdrop, the 
corporate direct lending strategy has experienced a 
material increase in redemption requests. The non-traded 
BDC universe has been adversely impacted by persistent 
negative headlines for private credit, coupled with 
perceived risks related to AI and the impact that these 
could have on existing borrowers. At the industry level, the 
average non-traded BDC redemption request was 11.0% 
of NAV for 1Q26. The non-traded BDCs typically have a 
5% quarterly limit for redemptions.  
 
As a result, a number of BDCs have utilized their gating 
provisions given the elevated redemption activity. Overall, 
we believe the gating activity is appropriate and in line with 
expectations. While BDCs have faced higher redemptions 
across the industry during the first quarter, we have not 
observed a material change in the fundamental 
performance of the managers on the platform.  
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Asset-backed finance 
 
While we believe corporate direct lending should remain a 
core component within a private credit portfolio, investors 
should also consider diversifying into other segments of 
private credit, specifically asset-backed finance (ABF). ABF is 
a form of private lending where the loans are secured by 
income-generating assets. In addition to generating cash 
flow, ABF provides exposure to a wide and diversifying set 
of asset classes that are complementary to the corporate 
direct lending sub-strategy. The core components of the 
ABF universe are residential real estate debt, commercial 
real estate (CRE) debt, specialty finance and structured 
credit. Certain ABF portfolios may also include investments 
in income-producing real assets.  
 
Residential real estate debt 
The residential real estate debt sub-strategy remains a 
consistent source of potential opportunity. UGA – PC 
believes residential real estate debt can deliver a consistent 
level of interest income. Valuations across most segments 
of the residential market are at their historical heights, as 
credit performance has been strong.  
 
In terms of outlook, UGA – PC remains constructive on the 
opportunity set, although the residential real estate debt 
market is experiencing a mix of tailwinds and headwinds, 
particularly in the US. The overall level of mortgage rates is 
elevated compared to recent history, and the 30-year fixed-
rate mortgage average in the US closed 1Q26 at 6.38%, 
which is +0.40% compared to the end of 2025. The 
current mortgage rate continues to have a meaningful 
impact on both housing turnover and affordability.  
 
In terms of tailwinds, the US housing market has benefited 
from strong fundamentals for the existing homeowner 
cohort, which is generally characterized by low delinquency 
rates, low home price appreciation (HPA)-adjusted loan-to-
values (LTVs), and below-market locked-in mortgage rates. 
However, these positive characteristics are partially offset 
by historically stretched affordability metrics, and the base 
case is that the US housing market will continue to exhibit 
higher dispersion by sub-market due to differing 
supply/demand dynamics.  
 
As a result, UGA – PC is focused on residential real estate 
debt investments that are senior in the capital structure 
and that are not dependent on HPA. Homebuilder finance 
remains a core theme in portfolios, with a general 
preference for shorter duration and seasoned assets.  
 

Commercial real estate debt 
The CRE debt sub-strategy remains a core focus. From a 
fundamental perspective, the CRE lending market has 
stabilized relative to two years ago. While some legacy 
loans continue to face refinancing challenges, a meaningful 
portion of the universe has been able to refinance. From 
the UGA – PC perspective, the best opportunity set today 
exists in newly originated CRE bridge or construction loans.  
 
For the current vintage, managers are able to lend at LTVs 
that reflect current values of CRE assets. In addition, these 
loans provide a high degree of current income. UGA – PC 
remains active in multifamily bridge lending, although 
spreads in this sector have tightened. In addition to 
performing lending strategies, UGA – PC remains 
constructive on opportunistic CRE debt strategies in the US 
and Europe.  
 
Specifically, there is a large supply of legacy loans that 
were originated prior to the interest rate increases that are 
struggling to refinance given the current LTV or interest 
coverage profiles. This dynamic should provide managers 
with the opportunity to source higher-returning CRE debt 
investments through either discounted secondary loan 
purchases or capital-solutions-oriented new origination.  
 
Specialty finance 
The opportunity set for specialty finance remains diversified 
across a wide range of asset classes. As it pertains to the 
consumer and small business lending asset classes, UGA – 
PC remains active in these markets but focused on 
preferred investments. Overall, we remain cautious on this 
segment of the market given the prior stresses exhibited by 
the lower-income segments of the borrower universe.  
 
That said, the delinquency and write-off rates observed for 
the underlying consumer and small business were fairly 
consistent through the first quarter of 2026. While 
consumer spending has been driven by the higher-earning 
cohort of the universe, we have not seen a material change 
in the credit performance of the broader borrower universe 
in the recent loan vintages.  
 
In terms of incremental capital deployment, we see the 
best opportunities in short-duration lending strategies. In 
particular, we have favored investment opportunities 
where we can ‘move up the capital structure’ and lend to a 
pool of consumer or small business loans, as opposed to 
owning the assets outright. This strategy should provide 
portfolios with a consistent level of carry and higher 
downside protection via credit enhancement in the event 
of a recession or an increase in loss rates. In addition, we 
continue to evaluate other niche strategies outside of 
consumer and small business lending that can deliver a 
consistent level of returns that are less correlated with the 
larger segment of the private credit universe.  
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Structured credit 
During 1Q26, the US leveraged loan market exhibited 
higher dispersion. The dispersion rose as the market 
became more concerned about the risk of AI 
disintermediation within the software sector, which is 
approximately 15% of the syndicated loan market. As a 
result of the decline in loan prices, the collateralized loan 
obligation (CLO) market was rerated lower. There was a 
material amount of price declines within the CLO 
mezzanine debt and CLO equity segments of the market.  
 

As a result, secondary CLO equity tranches now trade at 
higher yields. While this sector is exposed to software, we 
believe it provides a reasonable loss-adjusted yield for 
certain CLO equity tranches. As a result of the improved 
relative value, UGA – PC modestly increased its exposure to 
CLO equity during the quarter. Although we are waiting 
for a better entry point before increasing our exposure 
further from current levels, CLO equity offers a higher total 
return potential compared to most other segments of the 
credit market today. In addition to secondary CLO equity, 
UGA – PC also remains selectively active in CLO 
warehouses. 
 
 
 
 

 
 
 
 
 
 
 

Conclusion  
 

 
 
 

Beyond the core 
 
The private credit market continues to deliver a wide range of actionable investment 
opportunities. Overall, 1Q26 reflected a period of softer performance for corporate 
direct lending, with stable interest income offsetting unrealized valuation declines, 
which were largely due to the increase in syndicated loan market volatility.  
 
Portfolio credit metrics remained resilient, with low non-accruals, stable operating 
performance, and improved interest coverage supporting the asset class. While 
elevated redemption activity  
led to increased gating across non-traded BDCs, this dynamic has not translated into 
meaningful fundamental stress among managers on the platform.  
 
Looking ahead, we believe diversification within private credit, particularly into 
asset-backed finance, offers attractive opportunities to enhance portfolio resilience 
across varying market environments.  
Residential and commercial real estate debt, specialty finance, and structured credit 
each provide differentiated return drivers and attractive relative value today. Taken 
together, we believe private credit can be beneficial as part of a diversified portfolio, 
particularly for investors seeking consistent cash flow or those with defined distribution 
needs. 
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Private credit sector performance outlook 
 

 Negative  Neutral  Positive 
      

 

     

      

      

Corporate credit   Direct lending Special situations  

      
      

Structured 
corporate  
credit 

 CBO equity  CLO equity 
CLO 
warehouses 

      
      

Commercial  
real estate 

 
Stabilized  
lending 

Transitional 
lending 

Construction 
lending 

 

      
      

Residential  
real estate 

 Buy-to-rent  
Transitional 
lending 

Construction 
finance 

      
      

Specialty 
lending 

 Consumer Small business   Niche ABL 

      
      

Reinsurance   
Collateralized  
re-insurance 

Cat bonds  

 
Source: UBS Asset Management, Unified Global Alternatives (UGA), May 2026. Assessment informs top-down perspectives as well as bottom-up strategy 
and manager selection. UGA will weigh the perceived relative attractiveness of these strategies using a scale of “underweight”, “neutral weight”, and 
“overweight” ratings. These ratings are the opinion of UGA and may not necessarily provide an accurate reflection of the ultimate success or potential 
return of a given strategy. Past / expected performance is not a guarantee for future results. 
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A shock that ripples through prices 

2Q26 outlook  
The conflict in the Middle East and subsequent closure of 
the Strait of Hormuz are shifting the global economy from 
a ‘goldilocks’ state (steady growth and falling inflation) 
towards stagflation (lower growth and rising inflation). The 
recent rebound in risk assets, albeit welcome, may prove 
short-lived; supply chain disruptions are underway as 
energy prices and shipping costs rise and global inventories 
are depleted. Higher food prices are expected later in 
2026, as current fertilizer shortages impact crops. While a 
prompt reopening of the Strait of Hormuz may shorten a 
potential inflation surge, this episode once again has 
showcased the weaponization of physical resources, which 
could intensify hoarding behavior and price volatility in the 
future. 

That said, supply inflation could be alleviated by a 
commensurate decline in demand. Artificial intelligence (AI) 
could also be a deflationary factor, as it materially lowers 
prices for ‘information goods’ (e.g., software) and replaces 
labor. The extent to which governments are willing to  
support basic consumption will likely define the final 
outcome. Given the complexity of the economic factors at 
play, the outlook for global growth remains uncertain, thus 
driving risk premia and correlation instability across asset 
classes higher. 

Strategy views 
In trading, we maintain conviction in developed markets 
(DM) discretionary macro strategies. The oil supply shock 
may lead to greater divergence in central bank decisions 
and fiscal policies, potentially creating opportunities in 
cross-market rates and foreign exchange (FX) trading. 
Equity thematics should remain relevant, particularly in 
areas such as defense, infrastructure and other cyclical 
sectors impacted by the recent market sell-off.  

We acknowledge that heightened geopolitical uncertainty 
and managers’ lower risk levels following their March 2026 
drawdowns could challenge directional risk-taking in rates 
over the near term, but more sustained directional trends 
could emerge across asset classes as we obtain more 
clarity. For emerging markets (EM) macro, assuming no 
material escalation in the Middle East, the near-term 
opportunity set remains relatively attractive, supported by 
high carry, a benign USD backdrop and some unwinding of 
consensus positioning that we believe has created more 
attractive entry points. 

Our exposure to equity hedged has been at the higher end 
of the historical range, given the broadening alpha 
opportunities we are seeing across regions and sectors. We 
believe the opportunity set for equity hedged remains 
robust, incrementally shaped by AI winners/losers and 
geoeconomics. However, as observed among broader asset 
classes, the correlation between trading and equity hedged 
could potentially be less reliable than in recent history, and 
as a result, we are marginally reducing equity hedged 
exposure in favor of more defensive relative value sub-
strategies, which often exhibit lower correlation. 

In relative value (RV), we plan to maintain our exposure to 
fixed income relative value (FIRV). Our probability-weighted 
expected return for FIRV strategies has increased, and while 
we have not yet observed notable distortions in funding 
markets or cash/futures basis, any deterioration in macro 
risk sentiment would likely push rates volatility higher, 
which should be supportive for micro RV strategies as well 
as tactical macro themes. In addition, many crowded 
macro RV trades have become dislocated and offer more 
attractive entry levels. We also remain constructive on 
quantitative equity.  
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Recent performance has been consistent with 
liquidity-provision dynamics in a choppy trading 
environment, and the strategy’s resilience through a 
volatile Q1 has highlighted its positive diversification 
properties. For merger arbitrage, we see sustained 
momentum in global M&A as corporates and sponsors act 
within a strategic window defined by national priorities 
such as energy independence, the accelerating race for AI 
leadership and critical minerals necessary for defense and 
manufacturing. Agency mortgage derivatives are another 
source of attractive carry in portfolios, and we plan to 
maintain our exposure as valuations improved in 2025. 

Within credit/income, we believe the strategy remains well 
positioned for the current environment as dispersion is 
likely to stay elevated. While the strategy can lag in strong 
risk-on markets, we believe the overall return profile 
remains favorable. The asset-backed securities (ABS)/other 
income strategy continues to target high-yielding, 
fundamentally stable assets, with no meaningful change in 
expected returns for the strategy since the beginning of 
2026 given relatively consistent base rates and spreads in 
the space. 

Hedge funds sector performance outlook 

Negative Neutral Positive 

All regions Equity hedged
RV- quantitative 
equity, RV-
merger arbitrage 

Source: UBS Asset Management, Unified Global Alternatives (UGA), May 2026. Assessment informs top-down perspectives and strategy allocation. UGA 
will weigh the perceived relative attractiveness of these strategies using a scale of “underweight”, “neutral” and “overweight” ratings. These ratings are 
the opinion of UGA and may not necessarily provide an accurate reflection of the ultimate success or potential return of a given strategy. Past / expected 
performance is not a guarantee for future results. 
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Active portfolio management in uncertain times 
 
Why conviction-based allocation is gaining ground in 
private markets 
The global environment is marked by an accumulation of 
structural uncertainties that are proving persistent. 
Geopolitical tensions – from protracted conflicts and an 
increasingly fragmented world order to new trade barriers  
– are exerting an increasingly destabilizing effect on the 
real economy and capital markets. What was once treated 
as a transitory shock has become a permanent condition of 
elevated uncertainty. 
 
At the same time, financial markets themselves have 
fundamentally changed. Volatility is no longer merely 
cyclical, but structurally higher. In particular, business 
models that were long considered stable are coming under 
pressure. The rapid development of artificial intelligence is 
challenging established software and platform models: 
margins, pricing power and barriers to entry are evolving 
faster than many financial models are able to reflect. 
 
These shifts are now feeding through to private markets. 
Private credit, once seen as a relatively predictable source 
of stable returns, is now being reassessed more critically. 
Rising complexity in capital structures, altered cash flow 
profiles among borrowers and growing competition are 
compressing margins and increasing the risk of mispricing. 

Why ‘buy and hold’ falls short in private markets 
Against this backdrop, it is becoming clear that illiquidity 
does not preclude the need for active risk allocation. Active 
portfolio management in private markets is not about 
frequent trading, which remains constrained by design. It is 
about deliberate, ongoing decisions on allocation and 
weighting, guided by clearly defined convictions.  
 
A useful framework comes from Grinold and Kahn, who 
argue that long-term excess returns are not driven by a 
handful of large, binary bets but by many independent, 
well-considered decisions with positive expected value. 
Applied to private markets, this means that the critical 
mistake would be to switch entire asset classes on or off – 
such as a blanket decision of ‘private credit: yes or no.’ 
 
Instead, resilience comes from differentiation within private 
equity, private credit, real estate and infrastructure – by 
strategy, manager quality, capital structure, cycle 
positioning and liquidity profile. A portfolio built on many 
smaller, diversified convictions is typically more robust than 
one shaped by a few sweeping decisions. 
 

 
 

What defines good active  
portfolio management today 
 
 
From this logic, three core principles follow: 
 
 

A multidimensional approach matters more than single return metrics  
Historical performance alone offers little guidance. What matters is placing return 
expectations in their broader macroeconomic and market-structural context, including 
interest-rate levels, financing conditions, exit environments and regulatory change. 
 
 
Clear separation of risk types 
Market risks, manager-specific risks, structural asset-related risks and liquidity risks should be 
assessed separately. A critical requirement here is access to transparent risk metrics: without 
detailed insight into the underlying risk components, active decision-making is not possible. 
 
 
Liquidity as an active control instrument 
Liquidity is not a marginal concern, but a central driver of portfolio behavior – particularly in 
periods of stress. Redemption profiles, access to secondary markets and investor composition 
should be explicitly incorporated into allocation decisions. 

 

1 

 

 3 
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The conviction-based approach 
 
In this environment, conviction-based allocation is gaining 
importance. This approach is built on grounding all 
strategic and tactical positioning in clearly articulated 
convictions, which are reviewed on a regular basis. In 
practice, this involves assessing investments across five 
dimensions: 
 
Performance 
The focus is not merely on expected returns, but on their 
underlying drivers: sources of growth, the quality and 
sustainability of margins, exit conditions and realizations in 
current market circumstances. 
 
Manager 
Differences in manager quality and resilience become most 
apparent during periods of stress, reinforcing the case for 
active selection. These distinctions are best assessed 
through objective, historically grounded quantitative 
evidence. 
 
Environment 
Macroeconomic conditions, interest rate and spread levels, 
sector dynamics and geopolitical factors shape outcomes 

materially. A compelling strategy operating against 
unfavorable macro conditions may warrant less capital than 
a solid approach benefiting from supportive tailwinds. 
 
Specific risk 
Refers to leverage, debt-servicing capacity, diversification, 
concentration risks and the quality of underlying assets. 
Risk is best understood as an aggregation at the individual 
asset level, particularly when viewed through the lens of 
stress scenarios. 
 
Liquidity 
Capital lock-up periods, redemption terms, access to 
secondary markets and investor composition materially 
influence portfolio flexibility. Liquidity is not a binary 
feature, but a continuum that calls for active management. 
 
Bringing these dimensions together yields a weighted 
conviction – not a fixed classification, but a dynamic 
judgment that evolves over time as new data becomes 
available. Allocations are not simply ‘held’, but are 
consciously overweighted or underweighted as convictions 
change. 

 
 
 
 
 
  

Conclusion  
   
Being active means choosing – not betting 
In a world of persistent uncertainty, passivity itself 
becomes a source of risk. Particularly in private 
markets, where capital is tied up for long periods, 
we believe success depends on implementing the 
right convictions systematically, in a diversified and 
disciplined manner. 
 
Active portfolio management, in this sense, is 
about acting on evidence. Over time, the 
cumulative impact of many small, well-founded 
decisions may tend to outweigh a handful of large 
bets, even as portfolios undergo meaningful 
reallocation. This is how UBS-AM seeks to support 
its private market investors in uncertain times. 
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Energy, inputs, and farmland resilience 
 
As energy prices ripple through global agriculture, investors 
are questioning farmland’s resilience. Dan Murray, Head 
of Farmland, cuts through the noise, explaining why rising 
input costs may test farmers in the short term, but need 
not derail the long-term strength and value of well-
structured farmland investments. 
 
What is the current concern around energy and 
fertilizer costs, and why are investors asking about 
farmland risk now? 
Recent geopolitical developments have driven a sharp rise 
in global energy prices, which has flowed through to 
higher fertilizer, fuel and transportation costs across 
agriculture. This has prompted questions from investors 
about whether rising costs could pressure farm profitability 
and ultimately weigh on farmland values and capital 
returns. 
 
Our view is that while input costs are clearly elevated in the 
near term, this environment does not fundamentally 
threaten the stability of farmland values – particularly for a 
diversified, leased farmland portfolio strategy. Importantly, 
this is not the first period in which agriculture has faced 
higher energy-driven cost inflation, and history suggests 
that farmland has proven resilient in similar environments. 
 
Why might the media narrative seem to overstate the 
risk to farmers and farmland? 
Much of the public commentary treats agriculture as if all 
farms are exposed in the same way and must absorb 
higher costs immediately and fully. That framing misses 
several crucial realities about how modern farming actually 
works. 
 
First, higher input prices are elevated, but not 
unprecedented relative to expected farm revenue. Farmers 
have navigated periods of materially higher real input costs 
in the past without systemic distress.  
 
Second, many producers do not purchase fertilizer and fuel 
at spot prices; a substantial portion of inputs is pre-ordered 
or otherwise secured earlier in the season. As a result, 
headline prices often overstate the actual marginal cost 
increase farmers face in a given year. 
 
Finally, agriculture is far more operationally flexible than 
capital-intensive sectors like airlines or shipping. Farmers 
are not locked into a single fuel input at a fixed usage rate. 
They can, and do, adjust practices to manage cost 
pressure. 
 
How are farmers equipped to handle higher input 
costs? 
Farmers have long operated in cyclical, uncertain 
environments and are experienced at navigating periods of 

changing costs and pricing conditions. Rising input prices 
are not unusual in agriculture, and producers generally 
respond by reassessing spending decisions, prioritizing the 
most productive uses of capital, and managing operations 
more conservatively when needed. 
 
Farmers specifically have several tools at their disposal in 
this regard:  
 Crop mix and rotation decisions: Row crop farmers can 

shift acreage toward crops with more favorable 
economics or stronger pricing momentum. 

 Pre-purchasing and planning: Many operators lock in 
fertilizer purchases well ahead of peak demand 
seasons, blunting the impact of sudden price spikes. 

 Weather offset potential: While not guaranteed, strong 
yields in favorable weather years can substantially offset 
higher per-acre costs. 

 
These options mean farmers are not passive recipients of 
cost shocks, and the system has multiple shock absorbers 
before financial stress would translate into distressed 
farmland sales. 
 
How is your investment strategy designed to help 
insulate farmland investors from input price 
volatility? 
Our portfolio is comprised of leased farmland, which is a 
key differentiator during periods of short-term volatility. 
Under lease arrangements: 
 
 Operating risk remains primarily with the tenant farmer, 

not the landowner. 
 Rents, whether fixed cash rents or those that participate 

in gross revenue, are based on the farm’s top line 
revenue and are not netted against input costs such as 
fuel or fertilizer. 

 As rents adjust over time, they tend to reflect longer-
term commodity and income trends rather than short-
lived shocks. 

 
As a result, leased farmland has historically demonstrated 
strong income stability, even when farmers experience 
temporary margin compression. This structural separation 
between operating costs and land ownership significantly 
helps to insulate capital values during periods like the 
current one. 
 
Won’t higher costs ultimately reduce farm profits and 
weaken demand for land? 
Over time, agriculture has a well-documented tendency for 
commodity prices to adjust in response to sustained 
changes in input costs. Food is a necessity, not a 
discretionary purchase, and demand destruction is limited 
compared with other sectors. Consumers may alter 
consumption patterns or substitute between products, but 
they still need to eat. 
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As input costs rise across the system, commodity prices 
tend to move higher as well, allowing costs to be passed 
through the supply chain. This adjustment may not be 
immediate, but it has repeatedly occurred over long 
periods. Farmers may experience margin volatility during 
the adjustment period, but the burden is ultimately shared 
with downstream buyers and consumers, rather than borne 
entirely by producers. From a landowner perspective, this 
dynamic supports the long-term income-producing 
capacity of farmland. 
 
What does historical experience tell us about 
farmland investing during high energy price periods? 
Historical precedent provides helpful context. Periods such 
as 2008 and 2022, both associated with elevated energy 
prices and broader inflationary pressures, also coincided 
with strong farmland returns. While those outcomes were 
influenced by multiple factors, higher energy prices did not 
prevent farmland from performing well. 
 
These episodes reinforce the idea that farmland can be 
resilient in inflationary environments. Over time, income 
growth, asset scarcity and essential-demand characteristics 
have tended to outweigh short-term input volatility. 
 
How do interest rates factor into our outlook for 
farmland values? 
Higher energy prices can contribute to inflation 
expectations, which may increase interest rate volatility and 
place some short-term pressure on valuations. That said, 
farmland values are not driven solely by capitalization rates. 
 
 

Long-term income durability, global food demand and 
farmland’s role as a real asset remain critical value drivers. 
In inflationary environments, these characteristics have 
historically supported farmland as an attractive component 
of diversified portfolios. Our portfolio construction 
emphasizes asset quality, tenant strength and geographic 
diversity, which can help mitigate interest-rate sensitivity. 
 
Bottom line: how should investors think about 
farmland in this environment? 
The key takeaway is that farmers are equipped to manage 
higher energy and fertilizer costs, and farmland investors – 
especially those investing through leased structures – may 
be even better insulated than strategies that expose 
investors to direct farming risks via direct operation, as is 
typical on permanent plantings in the US. 
 
 Farmers have tools and experience to navigate cost 

pressure. 
 Commodity prices tend to rise over time to reflect 

higher input costs. 
 Leased farmland separates operating volatility from land 

ownership. 
 Historical precedent supports farmland resilience in 

similar environments. 
 
In our view, the current environment represents short-term 
headwinds, not a structural risk to farmland values or long-
term capital returns. For investors with a long-term 
horizon, we believe leased farmland continues to offer 
income stability, inflation protection and diversification 
benefits that remain attractive amid macro uncertainty. 
 
 

 
Farmland sector performance outlook 

 

 Negative  Neutral  Positive 
      

 
          

      

      

Commodity 
Crops 

 Corn, soybeans, 
wheat 

Potatoes, sugar 
beets, small 
Grains 

  

      
      

Vegetable 
Crops 

   
Salinas Valley, 
CA, Yuma Valley, 
AZ 

 

      
      

Permanent 
Crops 

Winegrapes   

Almonds, 
pistachios, citrus, 
apples, cherries, 
pears 

 

 
Source: UBS Asset Management  (UBS-AM), May 2026. Assessment informs top-down perspectives as well as bottom-up strategy and manager selection. 
UBS-AM will weigh the perceived relative attractiveness of these strategies using a scale of “underweight”, “neutral weight” and “overweight” ratings. 
These ratings are the opinion of GRA and may not necessarily provide an accurate reflection of the ultimate success or potential return of a given strategy. 
Past / expected performance is not a guarantee for future results. 
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