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Which "New Normal" are we moving in?  

• The global economic outlook has 
recently improved and there is 
growing evidence of a broad 
based pickup in growth.  Is this 
time different?  
 

• Commodity prices recently 
stabilized after the sharp 
correction in 2015-16.  Commodity-
exporting economies adjusted 
their fiscal/monetary position. Are 
current oil prices the new 
normal?  

 
• Economic transformation is 

underway, with the drivers of 
growth shifting towards climate 
change (despite Trump!), 
innovative and disruptive 
technologies and the high-tech 
service sector. Are SWFs 
adapting?   
 

 
 

• To what extent will Trump curb 
global trade, re-negotiate 
international agreements and 
weaken western defense alliances? 

 
• Are Brexit and the Trump's victory 

one-off events or the beginning a 
global populist anti-globalization 
trend?  
 

• Could this in particular affect the 
macroeconomic model of export-
oriented Emerging economies? 
 

• Is current optimism about European 
politics justified or can we expect 
populism and anti-establishment 
sentiment to find new vigor going 
forward?  
 

• Could Trump be the ideal candidate 
to counter the feared consequences 
of Fed tightening with expansive 
fiscal policy?  
 

• Normalization in monetary policy 
appears to be closer than before. Will 
global markets be able to cope with 
this regime change?  
 

• The specter of rising interest rates 
makes longer-duration fixed income 
investments more challenging. Fixed 
income returns can be negative!  
 

• Valuations in key markets are 
stretched and complacency might 
have reached levels at which sudden 
spikes in volatility could be painful. 
 

• SWFs experienced good returns over 
the last two decades.  Are we 
entering a period of low returns?  
 

• Are SWFs well equipped to deal with 
these investment challenges? 
 

 
 

 

 
 

Source: UBS AM, 2017. 

1. Global economics  2. Global politics 3. Global markets 
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Global cycle: Ten years after the financial crisis 

The global situation appears to have improved over the last 4–6 months 

Source: Markit via DataStream, UBS Asset Management 
Information as of April 26, 2017 

Global PMI  
Heat Map                               

Feb-16 Mar-16 Apr-16 May-16 Jun-16 Jul-16 Aug-16 Sep-16 Oct-16 Nov-16 Dec-16 Jan-17 Feb-17 Mar-17 Apr-17 

US 51.3 51.5 50.8 50.7 51.3 52.9 52 51.5 53.4 54.1 54.3 55 54.2 53.3 52.8 

China 48 49.7 49.4 49.2 48.6 50.6 50 50.1 51.2 50.9 51.9 51 51.7 51.2 

Eurozone 51.2 51.6 51.7 51.5 52.8 52 51.7 52.6 53.5 53.7 54.9 55.2 55.4 56.2 56.8 

Spain 54.1 53.4 53.5 51.8 52.2 51 51 52.3 53.3 54.5 55.3 55.6 54.8 53.9 

France 50.2 49.6 48 48.4 48.3 48.6 48.3 49.7 51.8 51.7 53.5 53.6 52.2 53.3 55.1 

Italy 52.2 53.5 53.9 52.4 53.5 51.2 49.8 51 50.9 52.2 53.2 53 55 55.7 

Germany 50.5 50.7 51.8 52.1 54.5 53.8 53.6 54.3 55 54.3 55.6 56.4 56.8 58.3 58.2 

UK 50.9 51.2 49.7 50.7 52.5 48.2 53.5 55.2 54.6 53.5 56 55.4 54.5 54.2 

EM 48.9 50.2 49.6 49.5 49.2 50.3 50.1 50.3 51 50.7 51 50.8 51.3 51.6 

Mexico 53.1 53.2 52.4 53.6 51.1 50.6 50.9 51.9 51.8 51.1 50.2 50.8 50.6 51.5 

India 51.1 52.4 50.5 50.7 51.7 51.8 52.6 52.1 54.4 52.3 49.6 50.4 50.7 52.5 

Canada 49.4 51.5 52.2 52.1 51.8 51.9 51.1 50.3 51.1 51.5 51.8 53.5 54.7 55.5 

Japan 50.1 49.1 48.2 47.7 48.1 49.3 49.5 50.4 51.4 51.3 52.4 52.7 53.3 52.4 52.8 
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Saudi Arabia official reserve assets (USD bn) 

   

Oil Prices, WTI  2003 – 16  (USD/barrel) 

 

Oil prices and Saudi FX reserves  
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Chinese FX Reserves 

4 months of 
increases, 
longest streak 
since June 2014 3.3 
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Impact of QE on implied volatility 
Relationship between policy uncertainty and implied volatility well established pre-QE… 

¹Source: DataStream, UBS Asset Management as at April 20, 2017 
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Impact of QE on implied volatility 
…but relationship between policy uncertainty and VIX has broken down in a QE world   

¹Source: DataStream, UBS Asset Management as at April 20, 2017 
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Political outlook - Higher volatility ahead?  
No lack of political concerns 

Source: UBS Asset Management, Bloomberg Finance LP; Observation period: 12/31/1990 – 04/30/2017 

 Trump policy 

 

 Corruption 
allegations 

 Oil price 

 Political crisis 

 Immigration 

 Euro break up 

 Oil price 

 Political tensions 

 Hard landing 

 CNY weakness 

 Success of 
Abenomics? 

 BREXIT 

 ISIS 

 Qatar 

 North Korea 
tensions 
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How will normalisation happen?  
The end of quantitative easing poses major risks in terms of asset class volatility 

1) Following the financial crisis, 
the generally low interest rate 
environment led to a parallel 
downward shift of the 
risk/return curve, leading to 
generally lower expected 
returns for the same level of risk 

2) As a consequence of QE 
measures, a further flattening 
of the risk/return curve 
happened, forcing investors to 
search for yield by investing in 
alternative and illiquid asset 
classes which are associated 
with high expected risk 

3) How will the return to more 
"normal" financial market 
conditions take place? Expect 
more volatility as monetary 
policy conditions shift  

The information presented reflects UBS Asset Management's expectations for prospective risk and return using current market assumptions. There is no 
assurance these projections will be realized.  
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The era of fixed income  

  

In risk-adjusted terms, fixed income assets performed strongly over the last fifteen years 

Historical Returns and Standard Deviation, 2002 – 2017YTD 

Source: UBS AM. Please note that past performance is not a guide to the future. Data as of end of May 2017. 
* Data for Private Equity and Real Estate for 2003 – 4Q 2016. 

Sharpe Ratios, 2002 – 2017YTD 
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Low growth & low return: Cyclical or structural? 
The probability of the lower-for-longer scenario has fallen following Trump's election 

Scenario A assumptions: 

 Moderate rise in global rates and 
equity prices 

 Inflation (US) at constant 2% 

 US T-Bills rising to 2.20% over next 5 
years 

 US 10-year yields rising moderately to 
3.5% in five years 

 US equities overvalued, most non-US 
markets undervalued 

 

Scenario A:  Normalisation (60%) 

Population growth (%) Productivity growth (%) Investment rate (%) Advanced econ 
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Source: United Nations, IMF 2016. UBS AM 2017. 

Scenario B assumptions: 

 Recession followed by low growth 

 Inflation increasing only gradually, 
reaching 1.5% in five years 

 US T-Bills declining, reaching 0.0% in 
five years 

 US 10-year yields falling to 1.0% in five 
years 

 Global equities initially dropping up to 
30%, followed by a gradual recovery of 
5% annually.  

Scenario C assumptions: 

 Stagflation with steadily rising 
inflation and lackluster real returns 

 Inflation steadily rising, reaching 5% in 
five years 

 US T-Bills reaching 3.2% in five years 

 US 10-year yields rising to 4.5% in five 
years 

 Hard equity hit in first year, lackluster 
real returns subsequently. 

Scenario B: Recession (30%) Scenario C: Stagflation (10%) 
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Lower expected returns across all scenarios 

The past (2003-2017YTD) 

A) Historical Returns 

The future (5-yr forecast) 

B) Max drawdown 1) Normalization 2) Recession 

Source: UBS AM. Please note that past performance is not a guide to the future. Data as of end of June 2017. 
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Options to address key investment challenges 
How to invest going forward – and which questions should SWFs address to meet 
current and future challenges  

Source: UBS Asset Management 2017. For illustrative purposes only. 

 
.   

Lower-for-longer might imply the need to go 
even further out on the risk curve – but what 
maximum loss is an institution willing to take? 

Data suggests that illiquid assets will continue 
to offer superior returns and SWFs without 
current liquidity needs are uniquely positioned 
to take advantage – what happens in case of 
forced selling? 

• Increase or decrease 
risk? 

•More illiquidity 
premium?  

• Establish a more tactical 
asset allocation 
approach? 

• Invest in high growth 
sectors and countries?  

Political and governmental / 
regulatory backing for changes 
in risk appetite and investment 
style? 

Do institutions and sponsoring 
governments have a fiscal rule 
that governs investment horizon 
and withdrawal rules? 

Investments in innovative and 
disruptive technologies are 
notoriously difficult for 
investors, and require 
substantial know-how and 
in-house resources 

Factor investing with related 
TAA, use of derivatives. Are all 
SWFs ready from an 
organisational point of view? 

An ongoing low-return environment or more 
challenging investment regimes than in the 
past (e.g. stagflation) will require much more 
active investment styles  

SWFs are more and more tasked to play a key 
role in transforming the domestic economy, 
away from a carbon-based macroeconomic 
structure to sustainable revenue sources, 
while 'leap-frogging' the economy to the 
Second Machine Age  

Not to be distributed  
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What does the latest Bocconi report tells us?  

Clearly a delayed effect of the drop in oil prices, 
but also certain other concerns, i.e. current asset 
prices and secular stagnation 

• Investments hitting the 
bottom 

Commodity-based SWFs will have to 
strike the right balance between 
liquidity and illiquidity 

This is also a reflection of the lower investment 
activities of commodity-based SWFs. Asian SWFs 
have more flexibility as economies are less 
dependent on oil 

• The rise of Asia  

Asian SWFs well positioned to take 
the lead in the global economic 
transformation. Gulf SWFs will 
follow 

Investments in innovative technologies driven  by 
search for extra returns in a low return 
environment and need to embrace the 
technological revolution 

• Hunting Unicorns  

Hunting Unicorns is a risky business 
and only a few SWFs have the 
know-how and in-house experience 
required 

The retreat from RE reflects valuation concerns 
and the high exposure of Gulf SWFs. But RE will 
remain an important asset class given its 
diversification benefits 

• The retreat from safe 
assets 

It shows how difficult it is to make 
infrastructure a broadly investable 
asset class. Are there more radical 
policy options?  

Co-financing has been a rising trend for many 
years now. Risk sharing, investors' interest 
alignment and better control over decisions are 
the key drivers 

• Sovereign-Private 
Partnership 

This model is likely to continue 
growing as newly created SWFs are 
more focused on direct investments. 
A sovereign-sovereign partnership?  

US has the most liquid and deep capital markets 
and is at the forefront of the high tech revolution.  • America First  

The US will remain a key market for 
global investors. But the end of USD 
strengthening could have an 
impact. Europe's renaissance?  

Different factors at play, including lower return 
on capital, impact of disruptive technologies, 
financial repression and low interest rates  

• Banks Out  
Will monetary policy normalisation 
and rising interest rates resuscitate 
investors' interest? 

Source: UBS Asset Management 2017. For illustrative purposes only. 

 
.   
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Contact information 

  

  

 
 

www.ubs.com 

 

Dr Massimiliano Castelli 
Head of Strategy & Advice 
Global Sovereign Markets  
Tel: + 41 79 84 99 448  
massimiliano.castelli@ubs.com 

Philipp Salman 
Strategy & Advice 
Global Sovereign Markets  
Tel: + 41 44 234 66 27 
philipp.salman@ubs.com 



16 

Massimiliano Castelli, PhD, MSC 

 As Head of Strategy he analyses the market trends affecting the investment behavior of central banks, 
sovereign wealth funds and other state-controlled investment institutions and work closely with the 
investment teams in providing investment advice and developing tailored investment solutions for this 
client segment 

 Max established himself as a global thought leader on the macroeconomic, financial and political trends in 
sovereign wealth management. He has often been called in by leading institutions as an expert on global 
economic and financial matters. Max has recently published The New Economics of Sovereign Wealth Funds 
in the Wiley Finance Series, a book providing a thorough guide to sovereign wealth funds, covering the 
drivers of the industry, how it operates and grows, the interest from and in Western markets and the 
pivotal role that sovereign wealth funds play in the world economy 

 In his fifteen year long international professional career, Max has been Head of governmental affairs for 
UBS in Europe, Middle East and Africa, Senior Economist for the Middle East region at UBS and consultant 
advising governments and corporates in emerging markets on behalf of international institutions     

 Max holds a PhD in Economics from the University of Rome where he lectured and a Msc in Economics from 
the University of London.  

Head Global Strategy, Global Sovereign Markets    
Managing Director 

Years of financial industry experience: 14 
Education: University of Rome (Italy), PhD; University of  London (UK), MSc 
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Disclaimer 

This document is intended for limited distribution to the participants to the Sovereign Investment Workshop, Milan, July the 14th. Using, copying, 
reproducing, redistributing or republishing any part of this publication without the written permission of UBS Asset Management is prohibited. Any 
statements made regarding investment performance objectives, risk and/ or return targets shall not constitute a representation or warranty that such 
objectives or expectations will be achieved. The information and opinions contained in this document have been compiled or arrived at based upon 
information obtained from sources believed to be reliable and in good faith but no responsibility is accepted for any errors or omissions. All such 
information and opinions are subject to change without notice. A number of the comments in this document are based on current expectations and are 
considered “forward looking statements”. Actual future results, however, may prove to be different from expectations. The opinions expressed are a 
reflection of UBS Asset Management’s best judgment at the time this report is compiled, and any obligation to update or alter forward looking statement 
as a result of new information, future events, or otherwise is disclaimed. Investors should be aware that past performance of investment is not necessarily a 
guide to future performance. Potential for profit is accompanied by possibility of loss. It should not be assumed that any of the securities transactions or 
holdings referred to herein were or will prove to be profitable, or that the investment recommendations or decisions we make in the future will be 
profitable or will equal the investment performance of the securities referred to in this document. This document is a marketing communication. Any 
market or investment views expressed are not intended to be investment research. This document is for distribution only under such circumstances as may 
be permitted by applicable law. It was written without reference to any specific or future investment objective, financial or tax situation or requirement on 
the part of a particular individual or group. This information is not intended to provide, and should not be relied upon for, accounting, legal or tax advice, 
or investment recommendations. You should consult your tax, legal, accounting or other specialist advisors as to the legal and tax implications of investing; 
for example, you should consult your tax advisor in order to fully understand the federal, state, local and foreign income tax consequences of a foreign 
investment. UBS Asset Management, its related companies, or its clients, may from time to time, have long or short positions in, buy or sell securities or 
related securities referred to in this material. This document does not constitute an offer to sell or a solicitation to offer to buy any securities and nothing 
in this shall limit or restrict the particular terms of any specific offering. The investment strategies mentioned in this document may or may not be in 
existence yet. Accordingly the terms outlined in this document may vary when the investment strategies have been finalized. Offers will be made only to 
qualified investors/ professional clients by means of a prospectus or confidential private placement memorandum providing information as to the specifics 
of the offering. The prospectus or confidential private placement memorandum should be examined fully before investing in the offering. No offer of any 
interest in any product will be made in any jurisdiction in which the offer, solicitation or sale is not permitted, or to any person to whom it is unlawful to 
make such offer, solicitation or sale. With investment in infrastructure (via direct investment, closed-end funds and or open ended funds), the underlying 
assets are very illiquid. In certain circumstances, repatriations might be delayed if an investment is not readily saleable and there is insufficient cash within 
the portfolio. Source for all data and charts (if not indicated otherwise): UBS Asset Management or one of the Fund’s portfolio companies. 

This document has been issued by UBS AG, a company registered under the Laws of Switzerland. 

© UBS 2017. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved. 


