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• Why? 1) Demand for hedge funds is robust, with 
industry assets reaching a record USD 5.6 tr (HFR 
estimates) at the end of the second quarter after 
the largest quarterly increase on record; 2) Private 
infrastructure can diversify long-term income sources, 
with inflation-linked cash flows potentially appealing 
if oil supply disruptions persist. 3) Private equity offers 
the potential to capture long-term growth and direct 
exposure to key themes such as tech, health care, or 
energy. Investors must be prepared to tolerate unique 
risks when investing in alternatives such as illiquidity, 
high fees, and limited transparency.

 

A diversified allocation to alternatives can broaden 
return drivers and strengthen resilience when traditional 
equity and bond diversification is less effective. Source: 
Sinitta Leunen_Unsplash

 
Hedge funds
The current environment of resilient AI investment, 
broadening earnings growth, and gradually moderating 
inflation should support growth and risk assets, while 
policy uncertainty, geopolitics and elevated long—term 
yields leave room for volatility. For hedge funds, this 
backdrop creates a favorable mix of return generation 
and diversification opportunities. Elevated dispersion and 
rapid market rotations support active alpha generation, 
while less reliable traditional diversification (given higher 
government bond yields) and a broader set of structural 
themes strengthen the portfolio case for hedge funds.

We like low net and market neutral equity hedge managers, 
supported by high dispersion and low correlations. Equity 
market neutral strategies have returned 5.0% this year 
through August, a relatively steady performance profile 
despite sharp shifts in equity market leadership. The 
backdrop for alpha generation remains favorable. Elevated 
equity dispersion and unusually low correlations continue 
to support stock selection, while broadening market 
participation beyond the largest AI beneficiaries is increasing 
differentiation across companies, sectors, and regions.

We also rate merger arbitrage, fixed income relative value, 
and discretionary macro strategies as Attractive.

In merger arbitrage, second-quarter performance benefited 
from deal completions, regulatory progress, and spread 
compression.
Global M&A activity reached USD 3.1 trillion in the first half 
of the year, up 48 % year over year (Dealogic), supported by 
strategic acquisitions, AI—driven business transformation, 
and ongoing industry consolidation. Health care remains 
particularly active as companies seek to replenish product 
pipelines, while energy and power infrastructure are 
benefiting from rising electricity demand and AI - related 
capacity expansion. Financing markets remain open, and the 
US regulatory environment has become more pragmatic. 
We favor seasoned managers with the expertise to navigate 
hostile and unsolicited bids and regulatory complexity.

In fixed income relative value, heavy sovereign issuance, 
shifting investor demand, and periodic derisking should 
continue to generate opportunities across curves, asset 
swaps, and sovereign markets. We favor diversified 
managers able to rotate across regions, maturities, and 
instruments. The strategy can also complement traditional 
long-dated debt positions.

Discretionary macro managers remain up 8.8% year to 
date, with August marking a strong rebound. Performance 
has been supported by equity and AI-related themes, carry 
strategies, and selective rates positions. More recently, 
returns have been mixed as developed market rates repriced 
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and concentrated equity exposures came under pressure, 
although EM carry and select commodity trades provided 
valuable offsets. However, sticky inflation, fiscal expansion, 
evolving central bank reaction functions, continued AI-
related investment, and recurring geopolitical flare-ups are 
sustaining a broad and attractive macro opportunity set.

Private infrastructure
We believe infrastructure assets are well positioned to 
deliver resilient, inflation-linked returns through market 
cycles. Many infrastructure assets face limited competition 
and high barriers to entry, so owners can pass through 
cost increases to users. Infrastructure investments can help 
hedge against inflation because revenue streams are often 
tied to CPI, particularly for core strategies operating in 
regulated or contracted assets. Their income streams may 
therefore be more robust than other yielding assets to 
both economic volatility and inflation. Such qualities appear 
increasingly valuable in the current environment.

Infrastructure’s returns have looked appealing relative 
to other parts of a well-diversified portfolio. Private 
infrastructure has delivered annualized returns of around 
11% over the past decade, according to data from 
Cambridge Associates. But infrastructure also behaves 
differently to other assets, potentially helping steady 
portfolios. Recent years have seen the asset class’s already 
low correlations with traditional stocks and bonds fall 
further. Infrastructure returns' correlation with a standard 
60/40 portfolio has dropped to around 20% recently.

In the current climate, the investment backdrop for 
infrastructure is solid. Investor appetite is strong: net inflows 
into open-ended funds rose 30% year over year, dry powder 
declined, and infrastructure valuations remain close to their 
long-term averages. Performance moderated at the start 
of 2026, with the asset class returning 1.2% in the first 
quarter, potentially reflecting weaker sentiment in March 
amid heightened geopolitical concerns. Nevertheless, strong 
conviction in long-term secular themes, combined with 
solid year-to-date returns from listed infrastructure equities, 
supports continued optimism.

We believe investors who focus on diversified, core/core-
plus assets in non-cyclical sectors—prioritizing predictable, 
inflation-linked cash flows—are best positioned to capture 
attractive, risk-adjusted returns, while supporting the 
essential modernization of the global economy.

Core and core-plus infrastructure strategies focus on already 
mature assets with stable income, potentially more matched 
to income-focused or balanced investors who want to 
generate the bulk of returns through yield. When observing 
historical performance of lower risk, core infrastructure 
strategies, more than 50% of total returns were derived 
from income. Investors overallocated to other private assets 
that pay income (private credit and real estate) could 
consider these types of assets.

Private equity
Global private equity experienced a temporary setback in the 
first half, but the broader recovery remains intact, supported 
by improving exits, distributions, net cash flows, and resilient 
company fundamentals.

Deal activity continues to pick up despite recent macro 
and geopolitical volatility, with momentum broadening 
beyond megacaps into the middle market and supported 
by continued interest in HALO (hard assets with low 
obsolescence risk), energy, and business products and 
services. Fundamentals are also resilient, with the median 
buyout company delivering 8% EBITDA growth in the first 
quarter, although dispersion across sectors and individual 
companies is meaningful.

Private equity's discount to public equities remains near 
all-time highs—reinforcing the relative valuation appeal 
of private equity. And while performance still lags public 
equity, improving exit trends, broader buyer participation, 
and the ongoing normalization of cash flows support a 
reacceleration.

We continue to see attractive opportunities in quality 
and resilient-growth areas such as health care, energy, 
infrastructure, and industrial businesses exposed to 
power demand and grid modernization. We advocate 
diversification beyond technology and software to capture 
the broader AI value chain.

Secondaries remain attractive, with first-half volumes up 
15% y/y, supported by liquidity needs, portfolio rebalancing, 
disciplined pricing, and a broadening opportunity across 
strategies, continuation vehicles, and co-investment sales.

We generally maintain our bias for the US market, but 
also find Europe and select Asian markets attractive 
from a diversification perspective, supported by improving 
fundraising, recovering exits, and corporate governance 
reform.

Select direct lending
Direct lending has entered a more demanding phase. 
Returns reached 3.0% in 1H26 (vs 4.5% in 1H25) with 
the outlook still constrained by tighter spreads, and rising 
defaults.

CIO continues to see merit in diversified allocations to 
direct lending, sized to investors' individual risk and liquidity 
preferences. However, CIO downgraded the asset class to 
Neutral in the third quarter of 2025, reflecting the growing 
gap between the strongest and weakest borrowers and our 
expectation that lower central bank rates, tight loan spreads, 
and competition from the syndicated loan market would 
lead to more moderate returns.
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Since early 2026, investors have had further considerations 
including the potential disruption of AI on direct-lending-
backed software businesses, and a broadening group of 
evergreen funds limiting redemptions.

We now anticipate returns of 5-6% in 2026. In our view, 
strategically underallocated investors may still benefit from 
direct lending's long-term income and diversification, but 
manager selection is increasingly decisive. We favor top 
- tier platforms, less-cyclical sectors, upper-middle-market 
and large-cap borrowers, conservative leverage, seniority, 
collateral, and strong covenant protection.

Heavily allocated investors to the asset class may consider 
diversification into other alternative strategies, taking into 
account differing return, income, and risk characteristics.

Investors subject to redemption restrictions in evergreen 
structures should:
• Review liquidity terms, redemption mechanics, and 

governance provisions.

• Pay particular attention to manager quality—including 
liquidity management, communication, and alignment—
particularly in stress scenarios.

• Diversify across fund structures and liquidity profiles to 
help mitigate concentration risk.

• Ensure their own liquidity needs are compatible with their 
chosen vehicle's design and be prepared for periods of 
restricted access to capital.

Private real estate
Private real estate continues to recover, with year-over-year 
returns improving from 4.9% in the last quarter of 2025 
to 7.3-7.4% in the first and second quarters of this year. 
The rebound has been supported by stronger operating 
fundamentals, stable financing costs, and a gradual recovery 
in transaction activity.

That said, headline performance overlooks meaningful 
dispersion across regions and strategies, underscoring the 
importance of disciplined asset selection. The US has 
outperformed other regions over the past two years, while 
evergreen core and core-plus funds have generated stronger 
returns than closed - end opportunistic and value-add 
strategies.

We remain broadly constructive on private real estate, 
although narrower cap-rate spreads relative to Treasuries 
reinforce the need for selectivity. We continue to favor 
core and core-plus exposure, which offers greater income 
visibility, more resilient cash flows, and stronger loss 
limitation in a volatile interest rate environment, while 
limiting development and execution risk.

Diversified private markets vehicles

Similar to public markets, we think allocation to private 
assets should be diversified across sectors, strategies, 
geographies, managers, and vintages. We view this 
approach as the best way to mitigate overconcentration to 
any specific theme, reduce localized disruption or currency 
risk, and enhance access to specialized expertise and other 
levers of value creation.

Building robust portfolios however requires time, 
consistency and institutional access to maximize chances of 
success. For first time investors, we see merit in considering 
diversified private market fund of funds.
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Appendix 

Non-traditional asset classes are alternative investments that include hedge funds, private equity, 
private credit, real estate, and managed futures (collectively, alternative investments). Interests of 
alternative investment funds are sold only to qualified investors, and only by means of offering documents 
that include information about the risks, performance and expenses of alternative investment funds, and 
which clients are urged to read carefully before subscribing and retain. An investment in an alternative 
investment fund is speculative and involves significant risks. 

Specifically, these investments (1) are not mutual funds and are not subject to the same regulatory 
requirements as mutual funds; (2) may have performance that is volatile, and investors may lose all or a 
substantial amount of their investment; (3) may engage in leverage and other speculative investment 
practices that may increase the risk of investment loss; (4) are long-term, illiquid investments, there is 
generally no secondary market for the interests of a fund, and none is expected to develop; (5) interests of 
alternative investment funds typically will be illiquid and subject to restrictions on transfer; (6) may not be 
required to provide periodic pricing or valuation information to investors; (7) generally involve complex tax 
strategies and there may be delays in distributing tax information to investors; (8) are subject to high fees, 
including management fees and other fees and expenses, all of which will reduce profits. 

Interests in alternative investment funds are not deposits or obligations of, or guaranteed or endorsed by, 
any bank or other insured depository institution, and are not federally insured by the Federal Deposit 
Insurance Corporation, the Federal Reserve Board, or any other governmental agency. Prospective investors 
should understand these risks and have the financial ability and willingness to accept them for an extended 
period of time before making an investment in an alternative investment fund and should consider an 
alternative investment fund as a supplement to an overall investment program. 

In addition to the risks that apply to alternative investments generally, the following are additional risks 
related to an investment in these strategies: 

• Hedge Fund Risk: There are risks specifically associated with investing in hedge funds, which may 
include risks associated with investing in short sales, options, small-cap stocks, “junk bonds,” 
derivatives, distressed securities, non-U.S. securities and illiquid investments. 

• Managed Futures: There are risks specifically associated with investing in managed futures 
programs. For example, not all managers focus on all strategies at all times, and managed futures 
strategies may have material directional elements. 

• Real Estate: There are risks specifically associated with investing in real estate products and real 
estate investment trusts. They involve risks associated with debt, adverse changes in general 
economic or local market conditions, changes in governmental, tax, real estate and zoning laws or 
regulations, risks associated with capital calls and, for some real estate products, the risks 
associated with the ability to qualify for favorable treatment under the federal tax laws. 

• Private Equity: There are risks specifically associated with investing in private equity. Capital calls 
can be made on short notice, and the failure to meet capital calls can result in significant adverse 
consequences including, but not limited to, a total loss of investment. 

• Private Credit: There are risks specifically associated with investing in private credit. This could 
include losses stemming from defaults on loans, which in significant adverse circumstances could 
result in a substantial loss of investment. 

• Foreign Exchange/Currency Risk: Investors in securities of issuers located outside of the United 
States should be aware that even for securities denominated in U.S. dollars, changes in the 
exchange rate between the U.S. dollar and the issuer’s “home” currency can have unexpected 
effects on the market value and liquidity of those securities. Those securities may also be affected 
by other risks (such as political, economic or regulatory changes) that may not be readily known to 
a U.S. investor. 

1666463_c7706ba6-56da-4671-a30a-461a509db189.pdf
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Global asset class preferences definitions
The asset class preferences provide high-level guidance to make investment decisions. The preferences reflect the collective 
judgement of the members of the House View meeting, primarily based on assessments of expected total returns on liquid 
and commonly known indices, House View scenarios, and analyst convictions over the next 12 months.
Absolute view
Attractive: We consider this asset class to be attractive. Consider opportunities in this asset class.
Neutral: We do not expect outsized returns or losses. Hold longer-term exposure.
Unattractive: We consider this asset class to be unattractive. Consider alternative opportunities.
Note: For equities, we have a five-tier rating system with two additional preferences. When equities are included with the 
other asset classes in the three-tier rating system, we collapse “Most Attractive” with “Attractive” and “Least Attractive” 
with “Unattractive.”
Most Attractive: We consider this asset class to be among the most attractive. Investors should seek opportunities to add 
exposure.
Least Attractive: We consider this asset class to be among the least attractive. Seek more favorable alternatives 
opportunities.
Relative preferences
For the multi asset view, we also include relative preferences to help investors compare between items.
Preferred: We view this item more favorably than others within its asset class.*
Neutral: We see this item similarly to others within its asset class.*
Least preferred: We view this item less favorably than others within its asset class.*
*In the case of cross-asset, compared to other asset classes.
Note: The tactical asset allocation (TAA) positioning of our different investment strategies may differ from these views due 
to factors including portfolio construction, concentration, and borrowing constraints.

Appendix

Risk information
UBS Chief Investment Office's ("CIO") investment views are prepared and published by the Global Wealth Management 
business of UBS Switzerland AG (regulated by FINMA in Switzerland) or its affiliates ("UBS"), part of UBS Group AG ("UBS 
Group"). UBS Group includes former Credit Suisse AG, its subsidiaries, branches and affiliates. The investment views have 
been prepared in accordance with legal requirements designed to promote the independence of investment research.
Generic investment research – Risk information:
This publication is for your information only and is not intended as an offer, or a solicitation of an offer, to buy or sell 
any investment or other specific product. The analysis contained herein does not constitute a personal recommendation or 
take into account the particular investment objectives, investment strategies, financial situation and needs of any specific 
recipient. It is based on numerous assumptions. Different assumptions could result in materially different results. Certain 
services and products are subject to legal restrictions and cannot be offered worldwide on an unrestricted basis and/or may 
not be eligible for sale to all investors. All information and opinions expressed in this document were obtained from sources 
believed to be reliable and in good faith, but no representation or warranty, express or implied, is made as to its accuracy 
or completeness (other than disclosures relating to UBS). All information and opinions as well as any forecasts, estimates 
and market prices indicated are current as of the date of this report, and are subject to change without notice. Opinions 
expressed herein may differ or be contrary to those expressed by other business areas or divisions of UBS as a result of 
using different assumptions and/or criteria. UBS may utilise artificial intelligence tools (“AI Tools”) in the preparation of this 
document. Notwithstanding any such use of AI Tools, this document has undergone human review.
In no circumstances may this document or any of the information (including any forecast, value, index or other calculated 
amount ("Values")) be used for any of the following purposes (i) valuation or accounting purposes; (ii) to determine the 
amounts due or payable, the price or the value of any financial instrument or financial contract; or (iii) to measure the 
performance of any financial instrument including, without limitation, for the purpose of tracking the return or performance 
of any Value or of defining the asset allocation of portfolio or of computing performance fees. By receiving this document 
and the information you will be deemed to represent and warrant to UBS that you will not use this document or otherwise 
rely on any of the information for any of the above purposes. UBS and any of its directors or employees may be entitled at 
any time to hold long or short positions in investment instruments referred to herein, carry out transactions involving relevant 
investment instruments in the capacity of principal or agent, or provide any other services or have officers, who serve as 
directors, either to/for the issuer, the investment instrument itself or to/for any company commercially or financially affiliated 
to such issuers. At any time, investment decisions (including whether to buy, sell or hold securities) made by UBS and its 
employees may differ from or be contrary to the opinions expressed in UBS research publications. Some investments may not 
be readily realizable since the market in the securities is illiquid and therefore valuing the investment and identifying the risk 
to which you are exposed may be difficult to quantify. UBS relies on information barriers to control the flow of information 
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contained in one or more areas within UBS, into other areas, units, divisions or affiliates of UBS. Futures and options trading 
is not suitable for every investor as there is a substantial risk of loss, and losses in excess of an initial investment may occur. 
Past performance of an investment is no guarantee for its future performance. Additional information will be made available 
upon request. Some investments may be subject to sudden and large falls in value and on realization you may receive back 
less than you invested or may be required to pay more. Changes in foreign exchange rates may have an adverse effect on 
the price, value or income of an investment. The analyst(s) responsible for the preparation of this report may interact with 
trading desk personnel, sales personnel and other constituencies for the purpose of gathering, synthesizing and interpreting 
market information.
Different areas, groups, and personnel within UBS Group may produce and distribute separate research products
independently of each other. For example, research publications from CIO are produced by UBS Global Wealth 
Management. UBS Global Research is produced by UBS Investment Bank. Research methodologies and rating systems 
of each separate research organization may differ, for example, in terms of investment recommendations, investment 
horizon, model assumptions, and valuation methods. As a consequence, except for certain economic forecasts (for which 
UBS CIO and UBS Global Research may collaborate), investment recommendations, ratings, price targets, and valuations 
provided by each of the separate research organizations may be different, or inconsistent. You should refer to each relevant 
research product for the details as to their methodologies and rating system. Not all clients may have access to all products 
from every organization. Each research product is subject to the policies and procedures of the organization that produces 
it. The compensation of the analyst(s) who prepared this report is determined exclusively by research management and 
senior management (not including investment banking). Analyst compensation is not based on investment banking, sales 
and trading or principal trading revenues, however, compensation may relate to the revenues of UBS Group as a whole, of 
which investment banking, sales and trading and principal trading are a part.
Tax treatment depends on the individual circumstances and may be subject to change in the future. UBS does not provide 
legal or tax advice and makes no representations as to the tax treatment of assets or the investment returns thereon both in 
general or with reference to specific client's circumstances and needs. We are of necessity unable to take into account the 
particular investment objectives, financial situation and needs of our individual clients and we would recommend that you 
take financial and/or tax advice as to the implications (including tax) of investing in any of the products mentioned herein.
This material may not be reproduced or copies circulated without prior authority of UBS. Unless otherwise agreed in writing 
UBS expressly prohibits the distribution and transfer of this material to third parties for any reason. UBS accepts no liability 
whatsoever for any claims or lawsuits from any third parties arising from the use or distribution of this material. This report 
is for distribution only under such circumstances as may be permitted by applicable law. For information on the ways in 
which CIO manages conflicts and maintains independence of its investment views and publication offering, and research 
and rating methodologies, please visit www.ubs.com/research-methodology. Additional information on the relevant authors 
of this publication and other CIO publication(s) referenced in this report; and copies of any past reports on this topic; are 
available upon request from your client advisor.
Important Information About Sustainable Investing Strategies: This terminology refers to definitions in the UBS 
Sustainable Investing Framework and does not refer or relate to any product specific regulatory labelling regime or naming 
conventions. Sustainable investing strategies aim to consider and incorporate environmental, social and governance (ESG) 
factors into investment process and portfolio construction. Strategies across geographies approach ESG analysis and 
incorporate the findings in a variety of ways. Incorporating ESG factors or sustainable investing considerations may inhibit 
UBS’s ability to participate in or to advise on certain investment opportunities that otherwise would be consistent with the 
Client’s investment objectives. The returns on a portfolio incorporating ESG factors or sustainable investing considerations 
may be lower or higher than portfolios where ESG factors, exclusions, or other sustainability issues are not considered by 
UBS, and the investment opportunities available to such portfolios may differ.
External Asset Managers / External Financial Consultants: In case this research or publication is provided to an External 
Asset Manager or an External Financial Consultant, UBS expressly prohibits that it is redistributed by the External Asset 
Manager or the External Financial Consultant and is made available to their clients and/or third parties.
USA: Distributed to US persons only by UBS Financial Services Inc. or UBS Securities LLC, subsidiaries of UBS AG. UBS 
Switzerland AG, UBS Europe SE, UBS Bank, S.A., UBS Brasil Administradora de Valores Mobiliarios Ltda, UBS (Brasil) 
Corretora de Valores S.A., UBS Asesores Mexico, S.A. de C.V., UBS SuMi TRUST Wealth Management Co., Ltd., UBS Wealth 
Management Israel Ltd and UBS Menkul Degerler AS are affiliates of UBS AG. UBS Financial Services Inc. accepts 
responsibility for the content of a report prepared by a non-US affiliate when it distributes reports to US persons. 
All transactions by a US person in the securities mentioned in this report should be effected through a US-
registered broker dealer affiliated with UBS, and not through a non-US affiliate. The contents of this report have 
not been and will not be approved by any securities or investment authority in the United States or elsewhere. 
UBS Financial Services Inc. is not acting as a municipal advisor to any municipal entity or obligated person within 
the meaning of Section 15B of the Securities Exchange Act (the "Municipal Advisor Rule") and the opinions or 
views contained herein are not intended to be, and do not constitute, advice within the meaning of the Municipal 
Advisor Rule.
For country information, please visit ubs.com/cio-country-disclaimer-gr or ask your client advisor for the full disclaimer.
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