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Four things no great portfolio 
can do without

Inthepopularimagination,abullmarketbringsamixtureofoptimism,excite-
ment,andexuberance.Yetasenseofuneasecanoftenoverridetheglee.Those
sittingonpapergainswonderwhetherit’stimetorealizeprofit,andthosehold-
ingexcesscashalternatebetweenfeelingsofFOMO(fearofmissingout)and
FOLO(fearoflosingout).

These emotions are very much at play today. The S&P 500 is up by around 40% 
sinceitsOctober2022lows,whilethetech-related“Magnificent7”stocksareup
by close to 140% on average over the same period. 

Dealingwiththisrequireskeepingastrongfocusonstrategyaswellastactics.In
thatcontext,inthisletterIdiscusswhy,despitethesebiggains,wethinkinvestors
stillneedtohaveacoreallocationtoUSlarge-capstocks.Yet,withthefuturefor
many portfolios being increasingly dependent on developments at only a handful 
ofhighlyvaluedcompanies,IalsodiscusswhyUSlarge-capsshouldrepresentjust
oneoffourbuildingblocksinvestorsshouldholdintheirportfolios.

Technologicalchange,overconcentration,shiftingrateexpectations,andgeopoliti-
caluncertaintyaresomeofthefactorsthatmakenowacriticaltimeforinvestors
toreviewtheirallocationstothesefourbuildingblocks—andaddressshortfallsor
excesseswheretheyexist.WebelievethattherightbalanceofUSlarge-caps,
internationalandsmall-capstocks,qualitybonds,andalternativeassetscanallow
investorstopositionforlong-termreturnswhilenavigatingnear-termrisks.

MarkHaefele
ChiefInvestmentOfficer
GlobalWealthManagement
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Buildingblock#1:USlarge-caps

USlarge-capstocksshouldmakeupasubstantialportionofequityallocations.

Why? 
US tech companies are leading the AI revolution.Webelievegenerativeartificial
intelligencewillbethegrowththemeofthedecade,andweestimateAIrevenues
togrowaround70%ayearuntil2027.Mostrecently,Nvidia’sstrongfourth-
quarter results and guidance point to overall solid AI infrastructure spending trends.

GenerativeAIisunusualinhistorybecauserightfromitsonset,manyofthecom-
paniesintheindustryarealreadypresentacrossmultiplestagesofitsvaluechain,
from the cloud and connected hardware to large language model development 
andapplications.ThesecompaniesarealmostexclusivelygiantsintheUStechnol-
ogy sector.

Withsuchanadvantage,webelievethelargestplayerstodayarepoisedtogrow
largerstill.Lastyear’searningsoftheMagnificent7werealreadyaroundUSD340
billion—onlyslightlylessthantheUSD367billionearnedbyallSwissandUK
companiesintheSPIandFTSE100indexes—andwethinkthisyear’searnings
couldriseafurther20%ormore.Inourview,investorscan’taffordnottohaveat
leastsomeexposuretoAI.Webelievesoftwareandsemiconductorsofferthebest
waytogainexposureinthenearterm.

The US is home to a broad range of opportunities.USlarge-capsofferalarger
poolofinvestablestocksthananyotherregion,accountingfor63%oftheglobal
equitymarketcapbasedonMSCIdata.AhealthyallocationtoUSequitiespro-
videsexposuretoboththecountry’sresilientandvaluableconsumermarket(US
consumptionisaroundUSD19trillionannually)anditslargestmultinationals
(about35%ofS&P500salesaregeneratedoutsidetheUS).

TheUSequitymarketisalsoakeydestinationfortechnologycompanieslooking
tosellorraisecapital.Inthesecondhalfof2023,softwarecompanyKlaviyo
debutedontheNewYorkStockExchange,andUK-basedchipmakerARM
HoldingslaunchedontheNasdaq.Meanwhile,generativeAIstartupsraisedabout
USD27billionin2023—accordingtoPitchBookdata—aroundUSD18billionof
whichcamefromAmazon,Microsoft,andGoogle.

ThebigUStechfirmsareatthe
forefront of the AI revolution.

The US accounts for almost two-
thirdsofglobalequitymarket
capitalization.
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The US has outperformed significantly
Figure 1

Source: Bloomberg, UBS, as of February 2024

S&P 500 and MSCI ACWI ex-US in USD, total return, percentage change March 2009–January 2024
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A record of success.BetweenMarch2009andtheendofJanuary2024, 
USstockshavegained712%,versus216%forex-USstocks(S&P500andMSCI
ACWIex-USinUSDindexes;ora15%vs.8%averageannualizedtotalreturn),
withthisperformancedifferentialbackedbyearningsgrowth.SinceMarch2009,
S&P500earningshavegrownbyaround300%,comparedto86%forthe
EuropeanStoxx600index,and31%fortheMSCIEmergingMarketsindex.Past
performanceisnoguaranteeoffuturesuccess,butthishistoryofwealthcreation
shows that US companies can deliver results for investors.

Why now?
USlarge-capshaveperformedverywellinrecentmonths.Whiletakingsome
profitonexcessexposuretothesestocksmaybeprudentforsomeinvestors,
many in Europe and Asia remain well below strategic target weightings to US 
large-capstocks,andthereisariskthisunderweightcouldbecomecostlyinthe
months ahead.

A “Goldilocks” scenario could drive further US upside.Inourbasecasescenario,
weexpecttheS&P500totrademoderatelyhigherthancurrentlevelsbyyear-
end.WehaverevisedourDecember2024targetfortheindexto5,200(from
5,000)onthebackofstronger-than-expectedearningsinthefourthquarterof
2023.IfincomingdatafurthersupportaGoldilocksoutcomeforgrowth,infla-
tion,andrates,anupsidescenariocouldseetheS&P500endtheyear
around5,500.

Long-term gains could get front-loaded.Itcanoftenbeeasiertoassessthelong-
termpotentialofanewtechnologylikeAIthantodeterminewhenthemarket
willaptlypricethatpotential.Givensufficientmarketconfidence,wethinkmuch
of the pricing for the long-term gains from AI could occur early on. In this sce-
nario,investorssittingonthesidelineswaitingforabetterentrypriceriskmissing
what could be the investment opportunity of the decade. 

US equity valuations reflect strong fundamentals. Overall US equity valuations are 
higher than other regions. The S&P 500 is trading on a forward price-to-earnings 
(P/E)ratioof20times.Someofthispremiumisdrivenbythetechnologysector,
whichrepresents30%oftheUSmarketversus13%globallyex-US,andtradeson
aforwardP/Eof28x.Yettechvaluationsarefair,inourview,giventheverystrong
earningsgrowthexpectedinthecomingyears.Forexample,onourearningsesti-
mates,AIinfrastructurecompanies(basedontheMSCIACWIITindex)aretrading
ataround20x2027P/E.IfwelookatUSvaluationsexcludingtech,theyarestill
relativelyhighat18xP/E,butalevelwethinkappropriateinthecontextofrobust
USgrowth,fallinginflation,andastronglabormarket.

How?
InvestorsneedtooptimizetheirexposuretotechnologyandtheUSlarge-capsmore
generally. This means increasing their allocation if necessary and diversifying 
appropriately.

For those underinvested in large-caps.BuildingupstrategicUSlarge-capexposure
aftersuchalargerallycanbepsychologicallychallenging.Investorslookingtomiti-
gatetimingriskscanconsiderphasinginvestmentsonadisciplinedschedulewhile
acceleratingduringmarketsell-offs.Strategiesthatofferadegreeofcapitalpreser-
vationcanalsohelpinvestorsgetupsideexposurewhilemitigatingtheirfear
of regret.

WeseescopefortheUSequity
rally to continue.

USequitymarketvaluations 
are fair in light of the supportive 
economicbackdrop.
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For those managing existing exposure.Theriskofoverconcentrationinindividual
companiesisoftenhigh,particularlyforinvestorsmanagingportfoliosofindividual
securities.Our“TechnologyDisruption”equitypreferencelistoffersguidanceon
howtomanagesingle-stockexposuretotechnology,includingsuggestionsforport-
folioweights.Meanwhile,investorslookingtoretainupsideexposureandlockin
someprofitscanconsiderreplacingsomedirectequityexposurewithequivalent
exposurethatoffersadegreeofcapitalpreservation.

WealsorecommendinvestorsensurethatahighallocationtoUSlarge-capsdoesn’t
comeatthecostofourotherkeyportfoliobuildingblocks.

Investorsshouldtakestepstomiti-
gateconcentrationrisk.

Managing home bias to optimize your equity allocation

Home bias is a common tendency among investors that 
leadsthemtomakehighallocationstodomesticstocks
relative to those overseas. 

Whiletheremaybegoodreasonsforsomehomebias
(forexample,duetotaxandregulatoryconsiderations),
toolargeahomebiascanresultinpoorlydiversified
portfolios.Localizedcrises,liketheAsianfinancialcrisisof
the late 1990s and the Eurozone sovereign debt crisis of 

thelate2000s,illustratehowregionalchallengescanhurt
investors whose portfolios are heavily tilted toward the 
countries in which they live.

Thechallengeisgreatestforinvestorsbasedinjurisdic-
tionswithsmallequitymarkets.GiventhattheUS
accountsfor63%oftheglobalequitymarketcapitaliza-
tion,homebiasgenerallymeansthatnon-US investors 
havetoolittleexposuretotheUSmarket.

UKGermanyCanadaUS South Korea Japan Australia France Switzerland

Source: Bloomberg, IMF Coordinated Portfolio Investment Survey (December 2022), UBS, as of 8 February 2024

The average investor tends to have a home bias, which leaves them more 
exposed to domestic risks 

Figure 2

Domestic stocks as a percentage of global stock market, local investor allocation to domestic stocks
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Buildingblock#2:Diversifiedequityexposure

StockmarketreturnsoutsideoftheUSlarge-capshavenotbeenstronginrecent
years.However,webelievethatamixofstocksinEurope,AsiaPacific,theemerging
markets,andsmall-capsshouldrepresentanothercorebuildingblockofportfolios.

Why?
The next big thing? Manyleadingcompaniesinsectorsincludingsemiconductors,
pharmaceuticals,consumergoods,automobiles,engineering,andrenewable
energycountEuropeorAsiaPacific,nottheUS,astheirhome.Meanwhile,for
somecompaniesinemergingmarkets,exposuretoeconomicgrowthandfavor-
abledemographicscreatesafertilebackdropforgrowthintheyearsahead.
Ensuring that investors don’t miss these potential portfolio growth engines 
requiresdiversifiedexposuretostocksaroundtheworld.

The US market hasn’t always led.Historically,marketleadershiphasrotatedover
time.Forexample,whiletheS&P500hasoutperformedsubstantiallysince2007,
itreturnedjust38%between1999and2007comparedwith97%forMSCIEAFE
(whichincludesdevelopedmarketsinEurope,Australasia,andtheFarEast)and
420%forMSCIEmergingMarkets.Ashiftinregimecan’tberuledoutinthe
future—andincaseofsucharotation,internationalmarketsthathavelaggedin
recentyearscouldbenefit.

Lower valuations.EquityvaluationsinmostmarketsoutsidetheUSarecurrently
cheaperbasedontheir12-month-forwardP/Eratios.TheMSCIEAFEindexistrad-
ingat13.7x,a5%discounttoits10-yearaverage,whiletheMSCIEMUindexis
at its cheapest level relative to the S&P 500 in almost four decades. For MSCI 
EmergingMarkets,itsvaluationof11.6xisanunusuallydeep44%discounttoUS
stocks.Investorpositioningininternationalmarketsisstilllight,andvaluationsin
mostregionshavescopeforacatch-upiftheglobaleconomicbackdropimproves
and the equity rally broadens. 

Globaldiversificationhelpsensure
investors don’t miss the potential 
nextportfoliogrowthengine.

Equity valuations are lower in most 
marketsoutsidetheUS.
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The US doesn’t always outperform everywhere
Figure 3

Source: Bloomberg, UBS, as of February 2024

Select MSCI indexes, total return, in USD, since the end of 1998 to January 2024, monthly data
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Small-caps.Apartfromcastingawidergeographicnet,investorscanalsoconsider
diversifyingthroughsmall-capstocks,whichaccountforroughly6%oftotalUS
equitymarketcapitalization(andabout11%globally).Valuationsareappealing
here,too.TheforwardP/EfortheS&PSmallCap600indexisonly14x,lowerthan
its10-yearaverageof17xanda30%discounttothelarge-capS&P500valua-
tion.IntheEurozone,theratioforsmall-andmid-capsisat11.1x,thelargestdis-
count to large-caps in more than 20 years. 

Why now?
Beneficiaries of lower rates. Mostmajorcentralbanks—includingthoseinthe
Eurozone,Switzerland,andtheUK—arelikelytocutinterestratesthisyear.
Historically,lowerrateshavebeensupportiveofglobalstocksandsmall-caps.Since
1989,emergingmarketstockshavedeliveredanaverageof10%and20%total
returnsinthesixand12months,respectively,followingthefirstFederalReserve
ratecut.USsmall-capsshouldalsobenefitfromlowerinterestrates:Nearlyhalfof
thedebtofRussell2000companiesisfloating-rate,comparedwithabout10%for
large-caps.Conversely,higher-for-longerrateswouldlikelypresentariskfor
small-caps. 

Earnings should start to recover. Weexpectpositiveearningsgrowthacrossinterna-
tionalmarketsandsmall-caps.Consensusexpectationsarefor14%growthforUS
small-capsthisyear,andinemergingmarketsweforecastasolidmid-teensincrease
in US dollar terms. Both compare favorably with our 9% forecast for the S&P 500. 

How? 
Forinvestorslookingtoquicklyboostportfoliodiversificationandgetexposureto
thiskeybuildingblock,avarietyofstrategiescanofferbroadexposuretoentire
regionslikeEuropeoremergingmarkets,ormarketsegmentslikesmall-caps.

But a more granular and gradual approach focused on progressively building up 
exposuretooverlookedindividualcompanies,countries,regions,ormarketseg-
mentscanalsoyieldbenefits.Suchanapproachcanallowinvestorstoisolaterisks,
investinindividualmarketswithdifferentapproaches,andtimeentryintomarkets
in alignment with current fundamentals.

Forexample,wecanidentifyhigh-qualitygrowthstocksinEuropethat,onouresti-
mates,offersimilarearningsgrowthprospectsastheMagnificent7intheUS.
“Europe’sMagnificent7,”aselectionfromthetechnology,consumerdiscretionary,
consumerstaples,healthcare,andindustrialssectors,tradeatapremiumtothe
Europeanmarket,butwethinkthisisdeservedduetotheirsuperiorsustainable
earningsgrowth,strongfreecashflowgeneration,andlowervolatility.

Similarly,inAsiaPacific,our“Asiantitans”strategyfocusesonstockswithaconsis-
tentrecordofoutperformingregionalbenchmarks.Drivenbyindustryleadership,
above-averageearningsgrowth,strongfreecashflowmargins,higherreturnson
equity,andfavorablevaluations,weexpectthesestockstocontinuetooutperform
thebroaderMSCIAsiaex-Japanindexinthenextthreetofiveyears.

Lower interest rates in 2024 
should create a supportive 
environment.

Buildingexposuretooverlooked
areasofthemarketcanyield
benefits.
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Withinemergingmarkets,Indiaisamongourmostpreferred.WethinkIndian
stockscandeliverlow-to-mid-teenstotalratesofreturnoverthenext12months,
drivenchieflybyrobustearningsgrowth.Weexpect18.5%earningsgrowthforthe
Niftystockindexinfiscalyear2024andnearly12%in2025.Whilesomeinvestors
maybalkatIndianstocks’roughly20xP/Eratio,thisisstillbelowtheiraverageof
22xoverthelastdecade.

Buildingblock#3:Qualitybonds

Qualitybonds,includinghighgrade(government)andinvestmentgradecorpo-
ratebonds,areanotherkeybuildingblockforportfolios.

Why?
Safe and liquid. High-quality bonds are among the safest investments based on the 
creditworthinessoftheirissuers.Thatmakesthemaneffectivewayofpreserving
capital,reducingvolatility,andstabilizingportfolios,inourview.USTreasuriescan
alsobeboughtandsoldeasily,evenintimesofcrisis.

Reliable income and higher returns versus cash. Qualitybondsofferasteadystream
ofincome.Whilewethinkcashratesarelikelytofall,currentbondyieldscanbe
lockedin,providingamoredurablesourceofportfolioincomeovertime.
Historically,bondsdeliveredhigherreturnsthancashoverthelongterm,andtheir
probabilityofoutperformingcashriseswithlongerholdingperiods—from65%
over12monthsto82%,85%,and90%overfive,10,and20years,respectively.

A record of effective diversification. Bonds have historically insulated portfolios 
effectivelyduringperiodsofequitymarketturbulence.Inallbutthreeofthepast98
years,bondshavedeliveredpositiveperformanceinyearswhenequitiesfell,arela-
tionshipwethinkwillcontinueinthefuture.

WeseeopportunitiesinIndian
equities.

Qualitybondscanhelpstabilize
portfolio performance.

10%0–10–20–30–50 –40

Source: Bloomberg, UBS, as of February 2024
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Cryptocurrency crash ‘18

Bonds reduce portfolio stress better than cash
Figure 4

10-year US Treasuries’ total returns in periods of stress, in %

Stocks Treasuries Cash
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Why now?
We expect yields to fall.Thecurrentrisk-rewardpropositionforqualitybondsis
especiallyattractive,inourview.At 4.3%,the10-yearUSTreasuryyieldisappeal-
ing,andweseethepotentialforcapitalappreciationasinflationrecedes,growth
slows,andtheFedcutsratesthisyear.Weexpectthe10-yearyieldtofallto3.5%
by December in our base case scenario. This would imply 10% returns for current 
holders of 10-year Treasuries.

A hard-landing hedge.Ifeconomicgrowthslowsmoreabruptlythanweexpect,
globalbenchmarkyieldscouldfallfasterascentralbankseasepolicyquickly.Ina
hard-landingscenario,wewouldexpecttheUS10-yearyieldtodeclineto2.5%by
theendofthisyear.Thiswouldimplyan18%returnforcurrentholdersof10-year
Treasuries by the end of December.

Opportunity to lock in returns. Weseethereinvestmentriskfromholdingcashas
beinggreaterthanthepotentialgainsfromwaitingforbetterbondprices.Weseea
clearasymmetryinthepotentialpathforcashrates.WhiletheFedcouldraiserates
againifinflationreaccelerates,itsintentionandeconomicprojectionspointtorate
cutsstartingthisyear.Wethereforerecommendinvestorsactsoontolockincur-
rently attractive bond yields.

How?
Medium duration. Wefavorthe1-to10-yeardurationsegment,particularlythe
5-yeardurationpoint.Webelievethismiddlepartoftheyieldcurveoffersthebest
combinationofhighyields,stability,andsensitivitytofallinginterestrate
expectations.

Buyingshort-ormedium-durationbondswhilesellinglonger-durationbonds(ona
duration-neutralbasis)canalsobeaneffectivewayofhedgingriskscenarios.We
thinksuchanapproachwouldperformwellinourbasecase,intheeventofrapid
ratecuts,oriflonger-termbondsselloffduetoexcesssupply.

Active strategies.Beyondsinglebonds,investorsshouldalsoconsiderexposureto
activelymanagedfixedincomestrategiestoimprovediversification,gaintheconve-
nienceofautomaticreinvestment,andtakefulladvantageofthebreadthofoppor-
tunityintheassetclass.Highyields,volatility,dispersion,andshiftinginterestrate
expectationsshouldincreasethepotentialforactivemanagerstooutperform.

Buildingblock#4:Alternatives

Stocksandbondsaren’ttheonlybuildingblocksneededforanoptimalportfolio.
Whileinvestorsshouldconsidertherisksinherenttoalternativeassets—including
illiquidity,longlockupperiods,highfees,leverage,andconcentration—wethink
alternatives should be a core component of portfolios.

Why?
Potentially higher returns.Weestimatethataddingdiversifiedexposuretoalternative
investments,includinghedgefunds,privateequity,privatedebt,privaterealestate,
andprivateinfrastructure,couldadd1–2%ofreturnperyeartoaportfolioforasim-
ilarlevelofexpectedportfoliovolatility.Hedgefundsgeneratetheseexcessreturnsby
usingawidertoolkitthansimpleexposuretostocksandbonds.Meanwhile,private
markets’returnadvantagearisesfromacombinationofactiveimprovementofhow
theirportfoliocompaniesdobusinessandeffectiveuseofleverage.

Yieldsarelikelytofallthisyear.

Investorsshouldactsoontolock
in bond yields.

Activelymanagedfixedincome
strategies can tap into a broader 
range of opportunities.
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Macro hedge funds offer a degree of protection in down periods
Figure 5

Global macro vs. global equities, during equities’ worst down periods

Smoother portfolio returns. Alternatives can help investors diversify sources of 
returnattimeswhenequitiesandbondsaremovingtogetherliketheyaretoday.
Thesix-monthrollingcorrelationbetweenstocksandhigh-qualitybondscurrently
stands at close to eight-year highs. Global discretionary macro hedge funds have 
historicallyshownlowornegativereturncorrelationstobondsandcredit,delivering
positivereturnswhenfixedincomeassetsaresellingoff.

Broader exposure. Alternatives provide access to some investments that can’t be 
foundinpublicmarkets.In2000,therewerethreetimesmorecompanieslistedon
theNewYorkStockExchangeandNasdaqthancompaniesbackedbyprivateequity
firms.Today,private-equity-backedcompaniesoutnumberpubliclylistedfirmsbya
factorofthreetoone.Thislessefficientmarketplacetendstocreatemoreopportu-
nitiesforlong-termoutsizereturnsthanpublicmarkets.

Why now?
High dispersion, low correlation. TheS&P500intra-indexcorrelationiscurrently
belowaverage,whiledispersionisaboveaverage.Wethinkthisisagoodenviron-
mentforequitylong/shorthedgefundmanagerstocreatealpha.Weparticularly
likeequitymarket-neutralhedgefundswithlownetexposure,whichaimtomiti-
gateportfoliovolatilityanddeliversteadierreturnsthanstocks.

Similarly,highdispersionwithinthehighyieldcredituniverseiscreatingopportuni-
ties for specialized credit hedge fund managers to generate performance. The gap 
inspreadswithintheweakestsegmentofcreditmarkets(ratedCCCorlower)isin
the70thpercentilesince1998andrising(accordingtoICEBofAindexdata).

Low purchase price multiples.Privateequitypurchasemultipleshavefallento10.8x
EV/EBITDAfromhighsof12xin2022.Wethinkthecurrentenvironmentlookspar-
ticularlyinterestinginmiddle-marketbuyoutandsecondaries,whicharetradingat
around15%discountstonetassetvalue.Weseemostpotentialinmanagerswith
a record of boosting operational performance in sectors supported by structural 
growthincludingsoftware,healthcare,education,andclimatetech.

Alternatives can help investors 
diversify sources of return.

Private equity purchase price mul-
tiples have declined.
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How?
Thereisno“one-size-fits-all”approachtoinvestinginalternativeinvestments.But,
asageneralrule,investorswithadiversifiedandliquidmulti-assetportfoliomayput
wealthtoworkinilliquidassetsaslongastheseallocationsareinlinewiththeir
desiredinvestmenttimehorizon,riskpreference,andtoleranceforilliquidity.
Investorswithmoremoderatecashflowneedsmayhavethecapacitytoallocate
more to alternatives than those with a greater reliance on their portfolio for income 
or raising cash. 

Forinvestorswhovaluesimplicity,liquidity,andbroaddiversification,fund-of-hedge-
fundsorperpetualcapitalfundsmaybemoreappealingthanbuildingupexposure
to single manager funds. 

Butforinvestorswiththewillingnessandabilitytobuildupexposureovertime,a
moregranularapproachcanalsoberewarding.Inadditiontodiversifiedfunds,
these investors can also consider single-manager strategies in hedge funds and pri-
vatemarketsthatallowthemtotailortheirexposurestotheirmainfinancialobjec-
tives,betheyincome,long-termcapitalcreation,oradiversifiedmixofboth.

Whyallfourbuildingblocksmakesense

Wedonotthinkinvestorshavetheluxuryoftakingan“either/or”approachtopick-
ingfromtheseportfoliobuildingblocks.Technologicalchange,portfolioconcentra-
tion,shiftingrateexpectations,andgeopoliticaluncertaintyrequireustothink
abouttheglobaloutlookintermsofscenarios,notlinearpaths.Onlybyallocating
acrossallthesecomponentscaninvestorsmosteffectivelypositionthemselvesfor
thebase-casesoft-landingscenario,aswellasupsideanddownsidescenarios.

Committingtoallfourofthebuildingblockscanalsohelpinvestorsmanagethe
tensionbetweenbuildinglong-termportfoliosandnavigatingshort-termmarket
dynamics.Forexample,therelativecheapnessofinternationalandsmall-capequi-
tiescanhelpoffsettheapparentrichnessofUSmega-captech.Holdingsufficient
high-quality bonds can help dampen portfolio swings from the more growth-
sensitiveequities.Anallocationtoalternativescanhelpsmoothportfolioreturns,
particularly in years of high equity-bond correlations.

MarkHaefele
ChiefInvestmentOfficer
GlobalWealthManagement

Allocating across all four building 
blockshelpsinvestorsposition
effectivelyforarangeof
scenarios.
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Messages in Focus

Manage liquidity Weexpectinterestratestofallin2024.Thismeansthatcashwillprogressivelydeliverlowerreturns,creatingarisk
forinvestorswhodonotlockinreturnstoday.Investorsshoulddiversifyaliquiditystrategybeyondcashand
moneymarketfunds,withacombinationoffixedtermdeposits,bondladders,andstructuredinvestmentstrate-
giestocoverexpectedportfoliowithdrawalsoverthenextfiveyears.

Buy quality Qualityiskey.Infixedincome,qualitybondsofferattractiveyieldsandshoulddelivercapitalappreciationifeco-
nomicgrowthslowsandinflationfallsfurther,asweexpect.Activeanddiversifiedbondexposurecanhelpmitigate
specificrisksandenableinvestorstorealizethefullreturnpotentialoftheassetclass.Inequities,webelievethat
qualitycompanieswithstrongbalancesheets,highprofitability,andexposuretoresilientearningsstreamsremain
wellpositionedtodeliverperformance,especiallyifgrowthslows.

Optimize tech 
exposure

TheAIrevolutionishere,andinvestors’futureperformancewillrestheavilyontheirlevelofexposuretothetech-
nologysector.Webelieveinvestorscannotaffordtobeunderinvested—weexpectrapidearningsgrowthandthink
thatthebigwillgetbigger.Equally,investorsneedtobewaryofconcentrationandoverexposure.Asaguideline,
theMagnificent7andinformationtechnologyrepresent18%and24%oftheMSCIAll-CountryWorldIndex,
respectively.Structuredanddiversifiedsolutionscanhelpinvestorsgrowexposurewhilemitigatingdownsiderisks,
andwealsoseevariousdiversificationopportunitiesforinvestorsmanagingUStechconcentrationrisks.

Anticipate a  
“Goldilocks”  
scenario

Investorsshouldprepareforapotentialbroadeningoftheequitymarketrally,whichcouldmaterializewithacombi-
nationofFedinterestratecuts,still-robustgrowth,andfallinginflation.WewouldexpectUSandEuropeansmall-
caps,selectSwissmid-caps,andemergingandfrontiermarketequitiestobeparticularbeneficiariesinthisscenario,
giventheirinterestratesensitivityandlowvaluations.Highsmall-capexposureinESGengagementstrategiesandin
select long-term investment themes could also prove supportive of these areas.

Capture upside and 
protect downside

Amixoflowequitymarketvolatilityandhighbondyieldsmakesthisanattractivetimetoconsiderstrategiesthat
canallowinvestorstocapturemarketupsidewhileprotectingagainstdownside.Thesecanbeparticularlyeffective
waystoinvestinmarketsthathavedownsiderisksbutalsohighpotentialupside,includingtechnologyandChina.
Moregenerally,webelieveinvestorscanmitigateportfoliodownsiderisksbyaddingexposuretogoldandoil(which
couldrallyintheeventofgeopoliticalturmoil)andmacrohedgefunds(whichhavehistoricallydeliveredconsistent
performanceintimesofbondmarketturbulence).

Trade the range in 
currencies and 
commodities

Weexpectmostmajorcurrencypairingstocontinuetotradeinestablishedrangesinthemonthsahead,creating
opportunitiesforinvestorstoearnadditionalincomeby“tradingtherange.”SomeexceptionsincludetheSwiss
franc,whereweexpectnear-termweaknessstemmingfromlower-than-expectedinflation,andtheAustraliandollar
andJapaneseyen,whereweexpectappreciationdrivenbyrelativepolicytightening.Meanwhile,weexpectoilprices
tofluctuateintheUSD80–90/bblrangein2024,creatingopportunitiesforinvestorstonavigatetherange.

Diversify with 
alternative credit

High dispersion within the high yield credit universe is creating opportunities for specialized credit hedge fund man-
agerstogenerateperformance.Thisisasupportivebackdropforvariouscreditstrategies,includingcreditarbitrage
anddistresseddebt.Wealsoseeopportunitiesinconvertiblearbitrage,astrategywhichweexpecttoseemore
opportunitiesascompaniesrefinancematuringdebt.

Capture growth 
with private  
markets

Anewworldwillseesignificantinvestmentsinhealthcare,digitalization,andenergy.Thiswillcreatesignificant
opportunitiesforprivatemarketmanagerstoprovideequityordebtcapitaltocompaniesatdifferentlifecycle
stages.Forinvestors,privatemarketsofferattractivereturnpotentialanddifferentiatedopportunities,inexchange
forlowerliquidity.Theycanalsobeaneffectivevehicleforinvestorsfocusedondrivingpositivechangethrough
impact and sustainability.
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Global forecasts

Economy

RealGDPy/y,in% Inflation(averageCPI),y/y,in%

2023 2024E 2025E 2023 2024E 2025E

US 2.5 1.6 1.6 US 4.1 3.0 2.2

Canada 1.1 0.2 1.3 Canada 3.9 2.5 2.1

Japan 1.9 0.3 1.1 Japan 3.3 1.9 1.6

Eurozone 0.5 0.6 1.2 Eurozone 5.4 2.3 2.1

UK 0.1 0.6 1.5 UK 7.3 2.7 2.1

Switzerland 0.7 1.2 1.5 Switzerland 2.1 1.4 1.4

Australia 2.0 1.5 2.1 Australia 5.6 3.4 3.1

China 5.2 4.6 4.6 China 0.2 0.8 1.6

India 7.3 6.2 6.2 India 5.3 4.5 4.5

EM 4.5 4.0 4.3 EM 7.5 8.3 5.1

World 3.2 2.8 3.1 World 6.2 5.8 3.8

Source:Bloomberg,UBS,asof21February2024.LatestforecastsavailableintheGlobal forecastspublication,publishedweekly.

Asset classes

Spot Dec-24

Equities

S&P 500 4,982 5,200

Eurostoxx50 4,775 4,900

FTSE 100 7,663 7,780

SMI 11,429 11,640

MSCIAsiaex-Japan 638 685

MSCI China 54 59

Topix 2,627 2,680

MSCI EM 1021 1,100

MSCIACWorld 903 940

Currencies

EURUSD 1.08 1.12

GBPUSD 1.26 1.3

USDCHF 0.88 0.87

USDCAD 1.35 1.31

AUDUSD 0.66 0.72

EURCHF 0.95 0.97

NZDUSD 0.62 0.62

USDJPY 150 140

USDCNY 7.19 7.15

 

Spot Dec-24

2-year yields, in %

USD 2y Treas. 4.67 3.25

EUR2yBund 2.85 2.00

GBP 2y Gilts 4.61 3.50

CHF 2y Eidg. 1.01 0.70

JPY2yJGB 0.15 0.25

10-year yields, in %

USD 10y Treas. 4.32 3.50

EUR10yBund 2.45 2.25

GBP 10y Gilts 4.10 3.50

CHF 10y Eidg. 0.85 0.70

JPY10yJGB 0.72 0.80

Commodities

Brentcrude,USD/bbl 83 82

Gold,USD/oz 2,022 2,250

Source:Bloomberg,UBS,asof21February2024.LatestforecastsavailableintheGlobal forecastspublication,publishedweekly.
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Disclaimer/RiskInformation

Non-TraditionalAssets

Non-traditional asset classes are alternative investments that include hedge funds, private equity, real estate, and 
managed futures (collectively, alternative investments).Interestsofalternativeinvestmentfundsaresoldonlytoqualified
investors,andonlybymeansofofferingdocumentsthatincludeinformationabouttherisks,performanceandexpensesof
alternativeinvestmentfunds,andwhichclientsareurgedtoreadcarefullybeforesubscribingandretain.Aninvestmentinan
alternativeinvestmentfundisspeculativeandinvolvessignificantrisks.Specifically,theseinvestments(1)arenotmutualfunds
andarenot subject to the same regulatory requirementsasmutual funds; (2)mayhaveperformance that is volatile,and
investorsmayloseallorasubstantialamountoftheirinvestment;(3)mayengageinleverageandotherspeculativeinvestment
practicesthatmayincreasetheriskofinvestmentloss;(4)arelong-term,illiquidinvestments,thereisgenerallynosecondary
marketfortheinterestsofafund,andnoneisexpectedtodevelop;(5)interestsofalternativeinvestmentfundstypicallywill
beilliquidandsubjecttorestrictionsontransfer;(6)maynotberequiredtoprovideperiodicpricingorvaluationinformation
toinvestors;(7)generallyinvolvecomplextaxstrategiesandtheremaybedelaysindistributingtaxinformationtoinvestors;
(8)aresubjecttohighfees,includingmanagementfeesandotherfeesandexpenses,allofwhichwillreduceprofits.

Interestsinalternativeinvestmentfundsarenotdepositsorobligationsof,orguaranteedorendorsedby,anybankorother
insureddepositoryinstitution,andarenotfederallyinsuredbytheFederalDepositInsuranceCorporation,theFederalReserve
Board,oranyothergovernmentalagency.Prospectiveinvestorsshouldunderstandtheserisksandhavethefinancialabilityand
willingnesstoacceptthemforanextendedperiodoftimebeforemakinganinvestmentinanalternativeinvestmentfundand
should consider an alternative investment fund as a supplement to an overall investment program.

Inadditiontotherisksthatapplytoalternativeinvestmentsgenerally,thefollowingareadditionalrisksrelatedtoaninvestment
inthesestrategies:

• HedgeFundRisk:Therearerisksspecificallyassociatedwithinvestinginhedgefunds,whichmayincluderisksassociated
withinvestinginshortsales,options,small-capstocks,“junkbonds,”derivatives,distressedsecurities,non-USsecurities
and illiquid investments.

• ManagedFutures:Therearerisksspecificallyassociatedwithinvestinginmanagedfuturesprograms.Forexample,notall
managersfocusonallstrategiesatalltimes,andmanagedfuturesstrategiesmayhavematerialdirectionalelements.

• RealEstate:Therearerisksspecificallyassociatedwithinvestinginrealestateproductsandrealestateinvestmenttrusts.
They involve risks associatedwith debt, adverse changes in general economic or localmarket conditions, changes in
governmental,tax,realestateandzoninglawsorregulations,risksassociatedwithcapitalcallsand,forsomerealestate
products,therisksassociatedwiththeabilitytoqualifyforfavorabletreatmentunderthefederaltaxlaws.

• PrivateEquity:Therearerisksspecificallyassociatedwith investing inprivateequity.Capitalcallscanbemadeonshort
notice,andthefailuretomeetcapitalcallscanresultinsignificantadverseconsequencesincluding,butnotlimitedto,a
total loss of investment.

• ForeignExchange/CurrencyRisk:InvestorsinsecuritiesofissuerslocatedoutsideoftheUnitedStatesshouldbeawarethat
evenforsecuritiesdenominated inU.S.dollars,changes in theexchangeratebetweentheU.S.dollarandthe issuer’s
“home”currencycanhaveunexpectedeffectsonthemarketvalueandliquidityofthosesecurities.Thosesecuritiesmay
alsobeaffectedbyotherrisks(suchaspolitical,economicorregulatorychanges)thatmaynotbereadilyknowntoaUS
investor.
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UBSChiefInvestmentOffice’s(“CIO”)investmentviewsarepreparedandpublishedbytheGlobalWealthManagementbusinessof
UBSSwitzerlandAG(regulatedbyFINMAinSwitzerland)oritsaffiliates(“UBS”),partofUBSGroupAG(“UBSGroup”).UBSGroup
includesCreditSuisseAG,itssubsidiaries,branchesandaffiliates.AdditionaldisclaimerrelevanttoCreditSuisseWealthManagement
follows at the end of this section.
The investment views have been prepared in accordance with legal requirements designed to promote the independence of invest-
ment research.

Generic investment research – Risk information:
This publication is for your information onlyandisnotintendedasanoffer,orasolicitationofanoffer,tobuyorsellanyinvestment
orotherspecificproduct.Theanalysiscontainedhereindoesnotconstituteapersonalrecommendationortake intoaccountthe
particularinvestmentobjectives,investmentstrategies,financialsituationandneedsofanyspecificrecipient.Itisbasedonnumerous
assumptions.Differentassumptionscouldresultinmateriallydifferentresults.Certainservicesandproductsaresubjecttolegalrestric-
tionsandcannotbeofferedworldwideonanunrestrictedbasisand/ormaynotbeeligibleforsaletoallinvestors.Allinformationand
opinionsexpressedinthisdocumentwereobtainedfromsourcesbelievedtobereliableandingoodfaith,butnorepresentationor
warranty,expressorimplied,ismadeastoitsaccuracyorcompleteness(otherthandisclosuresrelatingtoUBS).Allinformationand
opinionsaswellasanyforecasts,estimatesandmarketpricesindicatedarecurrentasofthedateofthisreport,andaresubjectto
changewithoutnotice.Opinionsexpressedhereinmaydifferorbecontrarytothoseexpressedbyotherbusinessareasordivisionsof
UBSasaresultofusingdifferentassumptionsand/orcriteria.

Innocircumstancesmaythisdocumentoranyoftheinformation(includinganyforecast,value,indexorothercalculatedamount
(“Values”))beusedforanyofthefollowingpurposes(i)valuationoraccountingpurposes;(ii)todeterminetheamountsdueorpay-
able,thepriceorthevalueofanyfinancialinstrumentorfinancialcontract;or(iii)tomeasuretheperformanceofanyfinancialinstru-
mentincluding,withoutlimitation,forthepurposeoftrackingthereturnorperformanceofanyValueorofdefiningtheassetalloca-
tion 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 
referredtoherein,carryouttransactionsinvolvingrelevantinvestmentinstrumentsinthecapacityofprincipaloragent,orprovideany
otherservicesorhaveofficers,whoserveasdirectors,eitherto/fortheissuer,theinvestmentinstrumentitselforto/foranycompany
commerciallyorfinanciallyaffiliatedtosuchissuers.Atanytime,investmentdecisions(includingwhethertobuy,sellorholdsecurities)
madebyUBSanditsemployeesmaydifferfromorbecontrarytotheopinionsexpressedinUBSresearchpublications.Someinvest-
mentsmaynotbereadilyrealizablesincethemarketinthesecuritiesisilliquidandthereforevaluingtheinvestmentandidentifying
therisktowhichyouareexposedmaybedifficulttoquantify.UBSreliesoninformationbarrierstocontroltheflowofinformation
containedinoneormoreareaswithinUBS,intootherareas,units,divisionsoraffiliatesofUBS.Futuresandoptionstradingisnot
suitableforeveryinvestorasthereisasubstantialriskofloss,andlossesinexcessofaninitialinvestmentmayoccur.Pastperformance
of an investment is no guarantee for its future performance. Additional information will be made available upon request. Some invest-
mentsmaybesubjecttosuddenandlargefallsinvalueandonrealizationyoumayreceivebacklessthanyouinvestedormaybe
requiredtopaymore.Changesinforeignexchangeratesmayhaveanadverseeffectontheprice,valueorincomeofaninvestment.
Theanalyst(s)responsibleforthepreparationofthisreportmayinteractwithtradingdeskpersonnel,salespersonnelandothercon-
stituenciesforthepurposeofgathering,synthesizingandinterpretingmarketinformation.

Differentareas,groups,andpersonnelwithinUBSGroupmayproduceanddistributeseparateresearchproductsindependently of 
each other.Forexample,researchpublicationsfromCIOareproducedbyUBSGlobalWealthManagement.UBS Global Research 
isproducedbyUBSInvestmentBank.Research methodologies and rating systems of each separate research organization 
may differ,forexample,intermsofinvestmentrecommendations,investmenthorizon,modelassumptions,andvaluationmethods.
Asaconsequence,exceptforcertaineconomicforecasts(forwhichUBSCIOandUBSGlobalResearchmaycollaborate),investment
recommendations,ratings,pricetargets,andvaluationsprovidedbyeachoftheseparateresearchorganizationsmaybedifferent,or
inconsistent.Youshouldrefertoeachrelevantresearchproductforthedetailsastotheirmethodologiesandratingsystem.Notall
clientsmayhaveaccesstoallproductsfromeveryorganization.Eachresearchproductissubjecttothepoliciesandproceduresofthe
organization that produces it. 
Thecompensationoftheanalyst(s)whopreparedthisreportisdeterminedexclusivelybyresearchmanagementandseniormanage-
ment(notincludinginvestmentbanking).Analystcompensationisnotbasedoninvestmentbanking,salesandtradingorprincipal
tradingrevenues,however,compensationmayrelatetotherevenuesofUBSGroupasawhole,ofwhichinvestmentbanking,sales
and trading and principal trading are a part.

Taxtreatmentdependsontheindividualcircumstancesandmaybesubjecttochangeinthefuture.UBSdoesnotprovidelegalortax
adviceandmakesnorepresentationsastothetaxtreatmentofassetsortheinvestmentreturnsthereonbothingeneralorwithref-
erencetospecificclient’scircumstancesandneeds.Weareofnecessityunabletotakeintoaccounttheparticularinvestmentobjec-
tives,financialsituationandneedsofourindividualclientsandwewouldrecommendthatyoutakefinancialand/ortaxadviceasto
theimplications(includingtax)ofinvestinginanyoftheproductsmentionedherein.
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This material may not be reproduced or copies circulated without prior authority of UBS. Unless otherwise agreed in writing UBS 
expresslyprohibitsthedistributionandtransferofthismaterialtothirdpartiesforanyreason.UBSacceptsnoliabilitywhatsoeverfor
any claims or lawsuits from any third parties arising from the use or distribution of this material. This report is for distribution only 
undersuchcircumstancesasmaybepermittedbyapplicablelaw.ForinformationonthewaysinwhichCIOmanagesconflictsand
maintainsindependenceofitsinvestmentviewsandpublicationoffering,andresearchandratingmethodologies,pleasevisitwww.
ubs.com/research-methodology.AdditionalinformationontherelevantauthorsofthispublicationandotherCIOpublication(s)refer-
encedinthisreport;andcopiesofanypastreportsonthistopic;areavailableuponrequestfromyourclientadvisor.

Important Information About Sustainable Investing Strategies:Sustainableinvestingstrategiesaimtoconsiderandincorporate
environmental,socialandgovernance(ESG)factorsintoinvestmentprocessandportfolioconstruction.Strategiesacrossgeographies
approachESGanalysisandincorporatethefindingsinavarietyofways.IncorporatingESGfactorsorSustainableInvestingconsider-
ations may inhibit UBS’s ability to participate in or to advise on certain investment opportunities that otherwise would be consistent 
withtheClient’sinvestmentobjectives.ThereturnsonaportfolioincorporatingESGfactorsorSustainableInvestingconsiderations
maybelowerorhigherthanportfolioswhereESGfactors,exclusions,orothersustainabilityissuesarenotconsideredbyUBS,andthe
investmentopportunitiesavailabletosuchportfoliosmaydiffer.

External Asset Managers / External Financial Consultants:IncasethisresearchorpublicationisprovidedtoanExternalAsset
ManageroranExternalFinancialConsultant,UBSexpresslyprohibitsthat it isredistributedbytheExternalAssetManagerorthe
ExternalFinancialConsultantandismadeavailabletotheirclientsand/orthirdparties.

USA:ThisdocumentisnotintendedfordistributionintotheUSand/ortoUSpersons.

Forcountryinformation,pleasevisitubs.com/cio-country-disclaimer-groraskyourclientadvisorforthefulldisclaimer.

Additional Disclaimer relevant to Credit Suisse Wealth Management
YoureceivethisdocumentinyourcapacityasaclientofCreditSuisseWealthManagement.Yourpersonaldatawillbeprocessedin
accordancewiththeCreditSuisseprivacystatementaccessibleatyourdomicilethroughtheofficialCreditSuissewebsitehttps://www.
credit-suisse.com. Inordertoprovideyouwithmarketingmaterialsconcerningourproductsandservices,UBSGroupAGand its
subsidiariesmayprocessyourbasicpersonaldata(i.e.contactdetailssuchasname,e-mailaddress)untilyounotifyusthatyouno
longerwishtoreceivethem.YoucanoptoutfromreceivingthesematerialsatanytimebyinformingyourRelationshipManager.
Exceptasotherwisespecifiedhereinand/ordependingonthelocalCreditSuisseentityfromwhichyouarereceivingthisreport,this
reportisdistributedbyCreditSuisseAG,authorisedandregulatedbytheSwissFinancialMarketSupervisoryAuthority(FINMA).Credit
Suisse AG is a UBS Group company.
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