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Key points

 ■ 2021 appears to have been the turning point for a 30-year period of disinflationary global 
trends which led to elevated asset prices and suppressed volatility. Going forward, financial 
assets will need to reprice, but at levels that are unpredictable. What investors can be 
certain of is that the path to terminal value will be more volatile than during the past 10 
years.

 ■ In this new market regime, the previously successful portfolio asset mix (60/40 equities/
bonds) is unlikely to perform as well. As a result, investors should look to find alternatives 
to add to their current portfolio allocation.

 ■ One area to re-examine is liquid alternatives, such as hedge funds, but how they are 
included will be crucial in order to generate attractive portfolio performances.
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Strategy definitions

EVENT DRIVEN: 
Identify the impact 
of a non-recurring 

corporate event on a 
company valuation. 

Events can range from 
mergers to bankruptcies. 
Investments can be made 
before, during or after the 

event.

GLOBAL MACRO: 
Analyse macro-economic 

conditions in order to 
identify various trends 

or mispricing on a global 
scale and in a wide range 

of instruments and/
or assets. Funds can 
use a discretionary or 
systematic approach.

RELATIVE VALUE: 
Assess pricing 

inefficiencies between 
financial instruments 

that are related, with the 
expectation that such 

instruments will converge 
toward a defined fair 

value.

LONG/SHORT EQUITY:  
Identify and invest in 

companies perceived as 
being the best, based on 
proprietary criteria, while
“shorting” the ones that 
are considered the worst 
or hedging with indices.

Evolution of the industry  
“Alternative investments”, i.e. hedge 
funds, is a very broad term and to grasp 
what this industry is about, it is worth 
taking a step back to look at its origins, 
its evolution, the various strategies 
that have emerged and how they have 
fared in different market environments.

The origins of the industry are generally 
believed to date back to the late 1940s, 
with the first partnership that invested 
in a portfolio of both long stocks and a 
basket of short stocks to cover certain 
market and factor risks of the long 
portfolio. In short, hedge funds have 
been in existence for many decades.

The 1970s and 1980s saw the 
emergence of some legendary firms 
in strategies such as global macro 
and long/short equity, some of which 
still exist today. It also saw the birth of 
funds of hedge funds – the possibility 
to invest in a group of hedge funds 
though one single vehicle. The 1990s 
saw a real boom in the industry with the 
emergence of multiple new strategies, 
such as arbitrage and relative value, 
and an explosion in the number of 
funds. It also saw the creation of hedge 
fund benchmarks, such as Hedge Fund 
Research (HFR) and Credit Suisse/
Tremont indices.

Growth continued in the early 2000s. 
As global stock markets fell by around 
45% between 2000 and 2002, hedge 
fund strategies managed, on average, 
to post positive returns. This feature 
caught the eye of institutional investors, 
which started to make significant 
investments in hedge funds between 
2003 and 2008. This development 
allowed the industry, which until then 
had been mostly invested in by private 
high net worth clients, to become more 
mainstream and to be included in the 
asset allocations of a broader group of 
investors.

After this classic sequence of 
development and growth came a 
phase of maturation, starting in 2009.

Many aspects of the industry that may 
have been true in its early days and 
remain as a perception for some market 
participants, have changed today. The 
emergence of regulated structures, 
such as alternative UCITS, have 
democratised access to hedge funds, 
with lower minimum investments, 
better liquidity, greater transparency, 
and cheaper fees. Even unregulated 
funds have had to adapt, providing 
generally much better transparency 
than in the past. 
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Performance in different environments 
Alternative strategies have, on aggregate, 
limited sensitivity to traditional markets, 
such as equities and bonds. The best 
environments for these strategies are markets 
which are driven by fundamentals, where 
there is real price discrimination between 
securities, companies and sectors, as well 
as reasonable volatility. Some strategies also 
tend to benefit from large dislocations.
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Sources: UBP, Bloomberg Finance, LP, HFR. LTA data from January 1990 to August 2022. “Since GFC” data from March 2009 to August 2022. HFRI Fund 

Weighted Composite Index represents the hedge fund data. A pro-forma calculation of 60% MSCI World Total Return (USD hedged)
and 40% Citigroup WGBI (USD hedged) represent the 60/40 equity/bond. LTA: long-term average.

Past performance is not a guide to current or future results.

Another way of looking at this is to 
compare the performance of hedge funds 
with a 60/40 equities/bond portfolio since 
the GFC* and over the long term. As the 
chart on the right shows, conditions since 
the GFC have been particularly favourable 
for traditional asset classes compared 
with their long-term averages, despite 
the drawdown we have seen so far in 
2022. In contrast, as mentioned above, 
hedge funds have underperformed their 
historical averages. If these trends were to 
revert, the attractiveness of hedge funds 
compared with traditional asset classes 
would increase significantly.

3) 2020 and beyond 
Time to reconsider

2) 2010–2019  
The underperformance years  

THE ANALYSIS OF PAST RETURNS CAN BE SPLIT INTO THREE PERIODS:

In contrast, markets with compressed 
volatility, large central bank and government 
interventions, and persistently low interest 
rates, as has been seen in several years 
since 2008, do not provide an attractive 
opportunity set for alternative strategies.

As mentioned above, the burst of the dot-
com bubble, followed by the recession of 

2001–2002, allowed these strategies to 
benefit from the gradual repricing of markets 
and generate positive returns, while equity 
markets lost 45% of their value. Even in 2007 
& 2008, alternatives were performing quite 
well until the collapse of Lehman Brothers, 
which brought chaos to markets, which 
ground to a halt for several months.

Sources: UBP, Bloomberg Finance, LP, HFR. Data as at 31 August 2022. HFRI Fund Weighted Composite Index represents the hedge funds data.  
MSCI World Total Return (USD hedged) represents world equity data. Citigroup WGBI (USD hedged) represent the world government bond data. 

Past performance is not a guide to current or future results.

WILL PERFORMANCES REVERT BACK TO THEIR HISTORICAL AVERAGES?

With the changes we have seen in 
macroeconomic and financial conditions 
over the last two or so years, markets 
have been more favourable for 
alternatives. They are once again showing 
attractive risk/reward profiles and strong 
diversification benefits compared with 
traditional assets.   

During this period, alternatives 
materially outperformed equity and 
fixed-income markets, with reasonable 
volatility and drawdowns. The risk/
reward and diversification benefits 
were very attractive.

This timespan coincided with a period 
of continuous central bank intervention, 
which suppressed market volatility and 
dispersion. As a result, alternative strategies 
underperformed equities and performed in 
line with government bonds. They provided 
some diversification benefits, but the risk/
reward was relatively unattractive.
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The opportunity set in today’s markets
We have entered a new market regime, 
characterised by higher rates & 
inflation, the end of quantitative easing 
and elevated market volatility. In this 
context, several alternative strategies 
are seeing an improved opportunity set 
that should help them deliver attractive 
returns. The many challenges facing 
investors today, such as geopolitical 
instability, the general trend away 
from globalisation and higher levels 
of inflation, could last for some time. 
These uncertainties could have a 
pronounced short-term impact on 
asset prices and should be considered 
by investors in their asset allocation 
decisions.

In terms of the opportunity set for 
alternative strategies, the selection of 
strategies and managers remain key. 
Each broad strategy can be broken 
down by investment style.

In long/short equity, less directional/ 
low net exposure managers should be 
favoured, but at some point, investors 
should rotate into more directional 
sector specialists. As fundamentals 
generally drive share prices in the 
long term, these managers should be 
well positioned to generate attractive 
returns.

For diversifying strategies, macro 
and commodities should continue to 
present an above-average opportunity 
set. These strategies are supported by 
a number of tailwinds, including higher 
front-end rates, central bank policies 
determined by economic fundamentals, 
commodity pricing set by supply-side 
constraints, higher levels of volatility, 
and equity market noise.

In fixed income, the sell-off across 
credit markets is beginning to produce 
some attractive long opportunities. 
The environment is also improving for 
corporate credit managers, which are 
able to generate alpha on both the long 
and short sides of portfolios. Default 
rates may not necessarily increase 
substantially from here, but dispersion, 
spread widening and volatility all provide 
a fertile opportunity set. This increased 
volatility and dispersion should also 
favour relative-value strategies.

One investment approach that has 
attracted the most talent and growth 
of the industry over the past years is 
multi-strategy funds. Multi-strategy 
funds are those that allocate to 
more than one alternative strategy 
or portfolio manager (PM) to a single 
vehicle. They have benefited from 

structural trends to attract talented 
PM teams: the closure of investment 
banks’ proprietary trading desks, more 
regulation, and higher operational 
and financial burdens have led PMs 
to opt for this solution instead of 
setting up their own structures. These 
funds have generated attractive and 
robust performances as a group, even 
through the recent market volatility, 
outperforming the overall hedge 
fund industry. The ability of these 
funds to source talent, provide well-
diversified exposure and strong risk 
management, has been the main factor 
for their success. In contrast, these 
structures tend to have higher total 
expense ratios (TER) and generally less 
attractive dealing terms. However, we 
believe these negatives are more than 
compensated for by the attractiveness 
of the approach, and that current 
markets should allow multi-strategy 
funds to continue to perform well.

    

Added value in a client portfolio
At UBP, we are solution-driven. This 
means that we have a high degree 
of flexibility in building alternative 
allocations for clients by focusing on 
clients’ needs. The two variables to be 
considered are:

Investment format – liquidity, regulation 
aspects, costs. Less constrained 
investors should benefit from a broader 
set of strategies and thus have higher 
expected returns, given the illiquidity 
premium some strategies benefit 
from and the fact that some high-
alpha-producing strategies are not 

replicable in UCITS. Despite this, the 
alternative UCITS offering has expanded 
significantly in recent years, both in terms 
of the number of funds and their quality. 
For cost-sensitive investors, certain 
strategies are accessible in a simpler 
and less expensive format. However, the 
most sophisticated and highest-value-
added strategies are only available in 
their original, more expensive format.

Investment profile – performance 
objective, volatility budget and market 
sensitivities. This depends on the 
investor’s profile and risk tolerance. 
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FIXED-INCOME ALTERNATIVES

• Replace bond allocations 
with similar risk/return 
patterns

• Outperformance in rising 
rate environments

• Protect against higher rate 
or credit spread volatility

The objective of this approach 
is to generate returns that offer 
a similar risk/return profile to 
traditional fixed income but with 
different performance drivers. 
These strategies should provide 
outperformance in a rising interest 

rate environment and protect against 
higher rate & credit spread volatility. 
This profile is quite conservative and 
typically includes strategies such as 
relative value and credit arbitrage.  

ASYMMETRIC EQUITY

• More conservative way to 
invest in equities

• Benefit from higher stock 
dispersion 

• Outperformance in both 
falling and directionless 
markets 

As the name suggests, this approach 
offers the possibility of staying invested 
in equities but with a more conservative 
approach. The level of sensitivity to 
markets depends on an investor’s risk 
appetite. It benefits from high stock 
dispersion and should outperform 
both falling and directionless markets.

This approach includes long/short 
equity strategies.

In current markets, managers that are 
able to avoid too much sector and 
factor risk should outperform, given 
the strong rotations we have seen in 
recent months.

DIVERSIFIER 

• Outperformance when 
markets sell off

• Differentiated sources of 
returns

• Today, generally positioned 
to benefit from higher rates

This approach looks to provide 
differentiated sources of returns 
compared with equities and 
bonds, with very limited sensitivity 
to both asset classes.  In general, 
this approach outperforms during 
market sell-offs. Interest rate 
volatility, dispersion and strong 
market trends are also favourable 

for diversifiers. These strategies 
tend to offer the lowest correlation 
to traditional assets but with higher 
volatility than the fixed-income 
alternatives approach. Strategies 
typically included here are global 
macro, systematic and other actively 
traded strategies.  

Available solutions
As mentioned in the introduction, the 
alternatives industry offers a wide 
range of investment strategies and 
vehicles: from liquid and regulated 
to unconstrained, single-manager 
or multi-manager, commingled and 
customised. The chosen approach 

depends on an investor’s risk-return 
objective, level of sophistication, 
liquidity, and cost requirements. 
When discussing investment 
strategies with investors, we believe 
in the complementarity that alternative 
investments bring in the context of a 

Hedge fund strategies offer a broad 
range of profiles, from very conservative 
to very aggressive, high market sensitivity 
to low market sensitivity.

One of the key elements for investors to 
consider is to determine which role the 
investment plays in portfolio allocation. 
Looking at the role in a client portfolio,

we believe there are three categories into 
which alternatives can be split:

global portfolio. In order to achieve the 
best results, a full analysis of the client’s 
portfolio can determine the factors 
they are exposed to, and target the 
most appropriate approach, strategies 
and individual funds. In short, strategy 
and fund selection are key.
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CONCLUSION 

Alternative strategies have been 
in existence for several decades 
and the industry, which has gone 
through various cycles, has evolved 
and matured. The emergence 
of regulated funds, greater 
transparency, improved liquidity 
and more attractive fees are the 
consequences of this evolution. 
Today, a broad range of investment 
strategies and formats that can play 
different roles in a client portfolio 
are available to investors.

We believe that the global economy 
and financial markets are moving 

into a challenging environment that 
will be more sustained. As a result, 
investors must prepare themselves 
for returns from traditional assets, 
such as equities and bonds, to 
revert to their long-term, risk-
adjusted historical ranges. To offset 
this compression of returns and 
increase in volatility, alternatives 
should form a significant proportion 
of any portfolio’s asset mix.

Finding the right approach when 
building an alternatives portfolio 
requires multiple levels of analysis. 
At UBP, we have been providing our 

Fredrik Langenskiöld

Senior Investment 
Specialist – Alternatives

Kier Boley

CIO of UBP Alternative 
Investment Solutions

clients with alternative solutions for 
over 30 years and have continuously 
invested in people and infrastructure. 
Our philosophy is to build client-
focused solutions for private and 
institutional clients, structured in an 
innovative and efficient way.

We think of ourselves as our 
clients’ partner, seeking to deliver 
on common objectives that we set 
together. To achieve this, we aim to 
find the most appropriate vehicle, 
either by investing in an existing fund 
structure, or by building a bespoke 
investment solution.
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Disclaimer

This is a marketing document and is intended for informational and/or marketing 
purposes only. It is intended to be used only by the person(s) to whom it was 
delivered. It may not be reproduced (in whole or in part) or delivered, given, sent or in 
any other way made accessible, to any other person without the prior written approval 
of Union Bancaire Privée, UBP SA or any entity of the UBP Group (UBP). This document 
reflects the opinion of UBP as of the date of issue. This document is for distribution 
only to persons who are Professional Clients in Switzerland or Professional Clients or 
an equivalent category of investor as defined by the relevant laws (all such persons 
together being referred to as “Relevant Persons”).  This document is directed only 
at Relevant Persons and must not be acted on or relied on by persons who are not 
Relevant Persons. It is not intended for distribution, publication, or use, in whole or in 
part, in any jurisdiction where such distribution, publication, or use would be unlawful, 
nor is it directed at any person or entity at which it would be unlawful to direct such a 
document. In particular, this document may not be distributed in the United States of 
America and/or to US persons (including US citizens residing outside the United States 
of America). This document has not been produced by UBP’s financial analysts and is 
not to be considered financial research. It is not subject to any guidelines on financial 
research and independence of financial analysis. Reasonable efforts have been made 
to ensure that the content of this document is based on information and data obtained 
from reliable sources. However, UBP has not verified the information from third sources 
in this document and does not guarantee its accuracy or completeness. UBP makes 
no representations, provides no warranty and gives no undertaking, express or implied, 
regarding any of the information, projections or opinions contained herein, nor does 
it accept any liability whatsoever for any errors, omissions or misstatements. The 
information contained herein is subject to change without prior notice. UBP gives no 
undertaking to update this document or to correct any inaccuracies in it which may 
become apparent. This document may refer to the past performance of investment 
interests. Past performance is not a guide to current or future results. The value 
of investment interests can fall as well as rise. Any capital invested may be at risk 
and investors may not get back some or all of their original capital. Any performance 
data included in this document does not take into account fees, commissions, and 
expenses charged on issuance and redemption of securities, nor any taxes that may 
be levied. Changes in exchange rates may cause increases or decreases in investors’ 
returns. All statements other than statements of historical fact in this document are 
“forward-looking statements”. Forward-looking statements do not guarantee future 
performances. The financial projections included in this document do not constitute 
forecasts or budgets; they are purely illustrative examples based on a series of current 
expectations and assumptions which may not eventuate. The actual performance, 
results, financial condition and prospects of an investment interest may differ materially 
from those expressed or implied by the forward-looking statements in this document as 
the projected or targeted returns are inherently subject to significant economic, market 
and other uncertainties that may adversely affect performance. UBP also disclaims 
any obligation to update forward-looking statements, as a result of new information, 
future events or otherwise. The contents of this document should not be construed 
as any form of advice or recommendation to purchase or sell any security or funds. It 
does not replace a prospectus or any other legal documents, which can be obtained 
free of charge from the registered office of a fund or from UBP. The opinions herein 
do not take into account individual investors’ circumstances, objectives, or needs. 
Each investor must make their own independent decision regarding any securities 
or financial instruments mentioned herein and should independently determine the 
merits or suitability of any investment. In addition, the tax treatment of any investment 
in the fund(s) mentioned herein depends on each individual investor’s circumstances. 
Investors are invited to carefully read the risk warnings and the regulations set out in 
the prospectus or other legal documents and are advised to seek professional counsel 
from their financial, legal and tax advisors. The tax treatment of any investment in 
a Fund depends on the investor’s individual circumstances and may be subject to 
change in the future. This document should not be deemed an offer nor a solicitation 
to buy, subscribe to, or sell any currency, funds, products, or financial instruments, 
to make any investment, or to participate in any particular trading strategy in any 
jurisdiction where such an offer or solicitation would not be authorised, or to any 
person to whom it would be unlawful to make such an offer or solicitation. Telephone 
calls to the telephone number stated in this presentation may be recorded. UBP will 
assume that, by calling this number, you consent to this recording.

Pursuant to Regulation (EU) 2019/2088 of the European Parliament and of the Council 
of 27 November 2019 on sustainability‐related disclosures in the financial services 
sector (the “Disclosures Regulation” or “SFDR”), funds are required to make certain 
disclosures. Funds falling under the scope of Article 6 of the SFDR are those which 
have been deemed not to pursue an investment approach that explicitly promotes 
environmental or social characteristics or has sustainable investment as its objective. 
The investments underlying such financial products do not take into account the 
EU criteria for environmentally sustainable economic activities. Notwithstanding this 
classification, the Investment Managers may take account of certain sustainability 
risks as further described in the fund’s prospectus. Funds falling under the scope of 
Articles 8 or 9 of the SFDR are those subject to sustainability risks within the meaning 
of the SFDR. The sustainability risks and principal adverse impacts (PAIs) as stipulated 
in the SFDR are described in the prospectus. In addition, unless otherwise specified, 

all funds apply the UBP Responsible Investment Policy, which is available on https://
www.ubp.com/en/investment-expertise/responsible-investment.

UBP relies on information and data collected from third-party ESG data providers (the 
“ESG Parties”).  Although UBP applies a proven process for selecting ESG Parties, 
this data may prove to be incorrect or incomplete. UBP’s processes and proprietary 
ESG methodology may not necessarily appropriately capture ESG risks. Indeed, to 
date, data related to sustainability risks or PAIs are either not available or not yet 
systematically and fully disclosed by issuers, may be incomplete and may follow various 
differing methodologies. Most of the information on ESG factors is based on historical 
data that may not reflect the future ESG performance or risks of the investments.

Although UBP’s ESG Parties obtain information from sources they consider reliable, 
none of the ESG Parties warrants or guarantees the originality, accuracy and/or 
completeness of any data herein. None of the ESG Parties makes any express or 
implied warranties of any kind, and the ESG Parties hereby expressly disclaim all 
warranties of merchantability and fitness for a particular purpose, with respect to 
any data herein. None of the ESG Parties shall accept any liability for any errors or 
omissions in connection with any data herein. Further, without limiting any of the 
foregoing, in no event shall any of the ESG Parties accept any liability for any direct, 
indirect, special, punitive, consequential or any other damages (including lost profits) 
even if notified of the possibility of such damages.

This content is being made available in the following countries:

Switzerland: UBP is authorised and regulated in Switzerland by the Swiss Financial 
Market Supervisory Authority (FINMA).  The head office is Union Bancaire Privée, 
UBP SA, 96-98 rue du Rhône, P.O. Box 1320, 1211 Geneva 1, Switzerland. 
ubp@ubp.com | www.ubp.com 

United Kingdom: UBP is authorised in the United Kingdom by the Prudential Regulation 
Authority (PRA) and is subject to regulation by the Financial Conduct Authority (FCA) 
and limited regulation by the PRA.

France: Sales and distribution are carried out by Union Bancaire Gestion Institutionnelle 
(France) SAS, a management company licensed by the French Autorité des Marchés 
Financiers Licence no. AMF GP98041; 116, av. des Champs Elysées l 75008 Paris, 
France l T +33 1 75 77 80 80 l Fax +33 1 44 50 16 19 l www.ubpamfrance.com

Hong Kong: UBP Asset Management Asia Limited (“UBP AM Asia”) is licensed with the 
Securities and Futures Commission (CE No.: AOB278) to carry out Type 1 – Dealing in 
Securities, Type 4 – Advising on Securities and Type 9 – Asset Management regulated 
activities. The document is intended only for Institutional or Corporate Professional 
Investors and not for public distribution. The contents of this document have not 
been reviewed by the Securities and Futures Commission in Hong Kong. Investment 
involves risks. Past performance is not indicative of future performance. Investors 
should refer to the fund prospectus for further details, including the product features 
and risk factors. The document is intended only for Institutional Professional Investors 
and not for public distribution. The contents of this document and any attachments/
links contained in it are for general information only and are not advice. The information 
does not take into account your specific investment objectives, financial situation and 
investment needs and is not designed as a substitute for professional advice. You 
should seek independent professional advice regarding the suitability of an investment 
product, taking into account your specific investment objectives, financial situation 
and investment needs before making an investment. The contents of this document 
and any attachments/links contained in it have been prepared in good faith. UBP AM 
Asia and all of its affiliates accept no liability for any errors or omissions. Please note 
that the information may also have become outdated since its publication. UBP AM 
Asia makes no representation that such information is accurate, reliable or complete. 
In particular, any information sourced from third parties is not necessarily endorsed 
by UBP AM Asia, and UBP AM Asia has not checked the accuracy or completeness 
of such third-party information.

Singapore: This document is intended only for accredited investors and institutional 
investors as defined under the Securities and Futures Act (Cap. 289 of Singapore) 
(“SFA”). Persons other than accredited investors or institutional investors (as defined 
in the SFA) are not the intended recipients of this document and must not act upon or 
rely upon any of the information in this document. The financial products or services 
to which this material relates will only be made available to clients who are accredited 
investors or institutional investors under the SFA. This document has not been 
registered as a prospectus with the MAS. Accordingly, this document and any other 
document or material in connection with the offer or sale, or invitation for subscription 
or purchase, of this product may not be circulated or distributed, nor may the product 
be offered or sold, or be made the subject of an invitation for subscription or purchase, 
whether directly or indirectly, to persons in Singapore other than (i) to institutional 
investors under Section 274 or 304 of the Securities and Futures Act (Cap. 289) of 
Singapore ("SFA"), (ii) to relevant persons pursuant to Section 275(1) or 305(1), or any 
person pursuant to Section 275(1A) or 305(2) of the SFA, and in accordance with the 
conditions specified in Section 275 or 305 of the SFA, or (iii) otherwise pursuant to, 
and in accordance with the conditions of, any other applicable provision of the SFA. 
This advertisement has not been reviewed by the Monetary Authority of Singapore.
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