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What's next for US equities?

Key message

The equity bull market is now entering its fourth year and more investors
are becoming concerned that tech stocks have become overvalued. But
we expect further gains and have recently upgraded global equities to
Attractive. Our confidence is based on evidence of fresh momentum behind
AI, supportive US fiscal and monetary policy, and recent data showing US
growth exceeding expectations.

House view

01 Stocks are currently trading above historical valuations.

• The MSCI All Country World Index of global equities has gained 17% so far in 2025

at the time of writing, adding to advances of 15.7% and 20.1% in 2024 and 2023,

respectively.

• Current valuations are high compared to traditional measures’ long-term averages.

The S&P 500 forward price-to-earnings ratio and Shiller CAPE ratio are both in the

99th percentile over the past 20 years.

• The circularity of some AI investments prompting comparisons with the dotcom

bubble.

02 But we see reasons to believe the rally can go further.

• Recent multi-billion-dollar partnerships between hyperscalers and AI chip firms

have strengthened our confidence that AI-related capital expenditures will exceed

expectations and remain robust for longer.

• The Federal Reserve resumed its rate-cutting cycle in September, and we see further

cuts ahead.

• This week, Fed Chair Powell recognized this trend, stating that the US economy “may

be on a somewhat firmer trajectory than expected” and that “people are spending.”

03 So we view global equities as attractive and recommend
an exposure consistent with or modestly higher than
strategic targets.

• We have raised our US earnings growth expectations for 2025 and 2026: We now

expect S&P 500 earnings per share of USD 275 in 2025 (10% y/y growth) and USD

295 in 2026 (7% y/y growth), both a USD 5 increase over our previous forecasts.

• If investors are currently underallocated to equities, we believe they should reallocate

excess cash, bond, or high yield credit holdings toward stocks.

New this week

The S&P 500 rose 1.7% last week, and is up 13.3% so far

in 2025. The MSCI All Country World Index gained 1.2% last

week and is up 17% so far this year.

One liner

Global equities have come a long way. But given the tailwind

from AI, supportive US policy, and resilient economic growth,

we expect stocks to gain further.

Did you know?

• Price-to-earnings (P/E) ratios for today’s tech giants are far

lower than for the tech firms at the peak of the dotcom

bubble. For example, if we look at dotcom era market

leaders—Microsoft, Cisco, Lucent, Nortel, and AOL—their

average forward P/E in 1999 was 82x, substantially higher

than the Magnificent 7’s 28x average forward P/E over the

last 12 months.

• We think that over the medium term, even the almost

USD 1 trillion of currently planned capex could still fall

short of what appears to be needed. We therefore believe

that investment growth is likely to continue over the next

year.

• US fiscal policies—including measures such as capex

and R&D expensing, cutting taxes on tips, and lighter

regulation—should also provide a modest tailwind to

cyclical sectors as we move into 2026.

Investment view

We view global equities as Attractive. We prefer areas that are

exposed to secular growth, like the US and China, (particularly

China's tech sector, which we rate among the Most Attractive

sectors globally), as well as global technology, transformational

innovations (AI, Power and resources, and Longevity), and

pockets with clear catalysts that could drive earnings upgrades

(Japan and global banks).
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Can gold’s rally continue?

Key message

Gold has been the best performing asset of 2025 so far, climbing around
60% and setting repeated record highs. The extent of the rally has raised
questions about whether a reversal is likely. But while volatility is possible, we
expect the precious metal to be supported by a combination of Fed easing,
robust demand from both investors and central banks, along with worries
over geopolitical risk and rising government debt. So we believe gold is well-
supported, and even has the potential to rise to our upside case of USD 4,700
an ounce.

House view

01 The extent of the rally in gold has raised questions about
whether a reversal is likely.

• Gold has rallied around 60% so far in 2025, and around 160% over the past three years.

• After hitting repeated record highs on a nominal basis, the recent rally has also taken

it above an inflation-adjusted peak set more than 45 years ago.

• The precious metal has outperformed all major equity and bond indices this year.

02 But while volatility is possible, we don't believe gold's
rise has gone too far.

• The US real interest rate, the opportunity cost of holding non-yielding assets like gold,

has dropped to its lowest level since mid-2022.

• Demand from both central banks and investors is still near to record highs.

• Geopolitical risks remain elevated, maintaining safe haven support for gold.

Meanwhile, concerns over rising government debt in much of the world is also

supportive.

03 So, we believe the precious metal can add resilience to
a portfolio.

• We recommend a mid-single digit percentage allocation to gold, which has proven its

value as a strategic diversifier and hedge against inflation and uncertainty.

• With equities at record highs, we also advocate for diversification through quality

bonds and hedge funds to help manage risks.

• In our view, gold’s store-of-value characteristics, liquidity, and ability to hedge against

shocks justify a continued place in well-diversified portfolios.

New this week

Gold briefly rose above USD 4,300 an ounce last week for the

first time.

One liner

Gold's rally has been swift and impressive so far this year,

building on large gains in both 2023 and 2024. But despite

the extent of the gains, we believe the precious metal is well-

supported and further gains are possible.

Did you know?

• We expect central bank purchases to reach 900-950

metric tons this year, just below last year’s historical peak.

Retail demand has also been robust, with the Perth Mint

reporting a 21% month-on-month jump in gold sales in

September.

• Our forecast for global gold demand this year is around

4,850 metric tons, which would be the highest level since

2011.

• General government debt for advanced economies will

reach around 110% of GDP this year—from closer to

75% two decades ago—with spikes higher following the

2008 financial crisis and the 2020 pandemic. This is on

track to rise to 118% by the end of the decade, according

to the International Monetary Fund, with notable upward

pressure coming from aging populations, increased

defence spending, and higher interest rates.

Investment view

Gold is trading close to our forecast for the rest of the year

of USD 4,200 an ounce. However, lower real interest rates, a

weaker dollar, and renewed concerns about rising government

debt or geopolitical uncertainty could spur additional gains

toward our upside case of USD 4,700/oz, making gold a

valuable component of a resilient investment strategy.
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Why invest in transformational themes now?

Key message

AI stocks have delivered exceptional returns, raising questions about
a potential bubble. However, we believe that robust cape investment,
accelerating strategic partnerships, and surging product launches both
demonstrate and will drive sustained demand for AI compute. Beyond
AI, we identify Power and resources and Longevity as key themes gaining
momentum. Utilities and health care are likely to benefit from these trends
as well. We think that investors who focus on transformational innovation
should be well positioned to outperform broader markets in the years ahead.

House view

01 AI-linked stocks should remain a key driver of global
equity performance.

• We believe agentic AI will be a key way that businesses use the technology, adding to

compute demand.

• Physical AI (such as robots and autonomous vehicles) could spur even greater

compute demand.

• We believe the monetization potential for AI is large, even compared to the

substantial capex plans.

02 Rising data center demand is spurring record investment
in grid infrastructure.

• NVIDIA has suggested that AI data center capital spending globally could reach USD

3-4tr annually by 2030, a roughly 38% growth rate from today’s spending levels.

• This implies potential electricity demand growth of 170 gigawatts (GW) globally and

110 GW in the US. For context, the US installed power-generating capacity was about

1,000 GW in 2024.

• Over USD 400bn of infrastructure investment may be needed by 2030 to support new

electricity demand, reinforcing the long-term investment opportunity in power and

resources.

03 Companies offering products and services to extend
healthy lifespans should continue to gain traction.

• We think the scale of opportunities to address chronic diseases is significant. For

example, nearly a billion people worldwide are living with obesity.

• We expect oncology pharma sales to climb from USD 220bn in 2024 to nearly USD

320bn by 2028, with a rich pipeline of innovative treatments. Innovation in medical

devices should also play a critical role in supporting longer, healthier lives.

• Some clarity has emerged for US drug pricing policy following the recent deal

between Pfizer and US President Donald Trump.

New this week

OpenAI announced a partnership with Broadcom to produce its

first in-house artificial intelligence processors, following earlier

deals with AMD and NVIDIA. Assuming no overlaps, OpenAI

now has 26 GW worth of chip supplies in the pipeline. The

amount of electricity these chips would require is roughly

equivalent to the needs of more than 20 million US households.

One liner

Innovation remains a key driver of long-term equity

performance and an important feature of enduring market

leaders.

Did you know?

• While fear of investing at the wrong moment in a market

bubble can be paralyzing, participation in transformative

trends is often essential for long-term wealth preservation

and appreciation, provided it aligns with risk tolerance and

goals.

• In the context of the about USD 100 trillion global

economy, if we assume that around one-third of tasks can

be automated by AI, the labor share of those tasks (i.e.,

the portion of their economic value that is attributable to

labor) is around half, and AI vendors are able to capture

around 10% of the value, this makes for an annual AI

revenue opportunity of around USD 1.5 trillion.

• Demand for new treatments in oncology, Alzheimer’s, and

cardiovascular disease is driving health care sector growth,

which we believe could reach USD 2.2tr by 2030.

Investment view

Investors should consider diversified exposure to innovation

leaders in AI, power infrastructure, and longevity. We see value

in select technology, utilities, and health care stocks positioned

to benefit from durable, secular growth trends.
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Where can I find opportunities outside the US?

Key message

After a strong run-up in global equity markets, we continue to see further
upside, not only from secular growth trends in the US, but also across a range
of global markets. China is experiencing robust domestic tech momentum,
while Japan’s new government is expected to support growth. In Europe, we
favor quality stocks and our "Six ways to invest in Europe" theme.

House view

01 Strong US equity performance should not keep investors
from pursuing global diversification.

• Global equities have performed strongly this year, with the MSCI ACWI up 17% as of

20 October.

• A significant portion of this performance came from US equities, where robust

earnings, resilient consumer spending, and AI-driven growth continue to deliver.

• However, we believe investors should also look to diversify beyond the US to capture

additional opportunities.

02 Asia's equity story strengthening on China tech,
supportive dynamics.

• Within China, we have raised the tech sector to Most Attractive, with a focus on

high-quality leaders in cloud, e-commerce, AI, and digital infrastructure.

• We also upgraded China equities to Attractive, on tech momentum, robust policy

support, and still-compelling valuations.

• Asia ex-Japan equities could see high-single-digit returns over the next 12 months,

while Japan also looks attractive on fiscal spending and pro-growth politics.

03 European stocks supported by improving earnings
outlook

• European equities are backed by reasonable valuations, supportive global policy, and

an improving earnings outlook.

• After two years of stagnation, we see earnings growing 5% in 2026 and 15-20% in

2027, with room for profit margins to expand if top-line sales volumes pick up.

• We favor high-quality names across Europe, with a preference for the IT, industrial,

utilities and real estate sectors, and suggest investors consider our “Six ways to invest

in Europe” theme.

New this week

Japan's Nikkei 225 rose 3.37% on 20 October after weekend

progress toward an LDP-Ishin coalition government that will

likely result in more significant fiscal spending.

One liner

Investors should look for equity opportunities globally, not just

in the US.

Did you know?

• Over the past 35 years, the MSCI Europe Quality index

has outperformed the broader MSCI Europe index by an

average of 2.0 percentage points per year, with lower

volatility.

• In the context of the global economy of about USD 100

trillion, if we broadly assume that around one-third of

tasks can be automated by AI, the labor share of those

tasks is around half, and AI vendors are able to capture

around 10% of the value, this makes for an annual AI

revenue opportunity of around USD 1.5 trillion.

Investment view

We see select opportunities for investors looking to build

exposure to areas of the equity market outside the US. In Asia,

we like a number of markets, including Japanese, Chinese,

Indian, and Singapore equities. We rate China’s tech sector in

particular as Most Attractive. In Europe, we favor quality stocks,

Swiss high-quality dividend stocks, and our “Six ways to invest

in Europe” theme.
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What do Fed rate cuts mean for investors?

Key message

The Federal Reserve resumed its rate-cutting cycle in September and signaled
more easing ahead. A cooling US labor market gives room for the Fed to cut
rates further, despite lingering inflation concerns. We expect another 75bps of
rate cuts between now and the first quarter of 2026, and with policy rates set
to fall, we advise investors to put cash to work.

House view

01 The Fed resumed its rate-cutting cycle in September.

• The Fed cut policy rates by 25 basis points in September, its first reduction since 2024.

• Policymakers’ median projection for the federal funds rate (the dot plot) now

indicates two additional cuts are expected this year.

• The FOMC's latest economic projections show inflation near its target in 2027.

02 A softening labor market gives the Fed scope to continue
easing.

• The FOMC's September statement said the committee “judges that downside risks to

employment have risen.”

• We believe concerns about a weakening labor market are likely to outweigh those

about lingering inflation in the Fed’s decision-making.

• Given the Fed's dual mandate, we expect rates to come down by a further 75 basis

points by the end of the first quarter of 2026.

03 With policy rates set to fall further, investors should put
cash to work now.

• We recommend that investors phase excess liquidity into diversified portfolios.

• To achieve alternative sources of portfolio income to cash, we see medium-duration

quality bonds and equity income strategies as appealing.

• We also expect lower interest rates, robust corporate earnings, and AI tailwinds to

support further gains for equity markets over the coming year.

New this week

Federal Reserve Chair Jerome Powell laid the ground for an

October rate cut in remarks on 14 October, and surprised

investors with a longer discussion about the US central bank’s

quantitative tightening (QT) policy, which may be coming

to an end sooner than widely thought. Market participants

interpreted these remarks as dovish, with equities rising intra-

session on the headlines, both 10- and 30-year Treasury yields

dipping to multi-month lows, and gold braking above USD

4,200/oz.

One liner

With the Fed likely to cut rates further, we recommend putting

excess cash to work.

Did you know?

• Soft landing rate cuts have historically been positive for

stocks, and the Fed’s shift from restrictive to more neutral

policy should help extend the bull market.

• In a downside scenario, if labor market weakness proves to

be more severe or durable, we believe the Fed could cut

rates by 200-300bps by mid-2026.

• Cash tends to underperform other assets over time: Stocks

have outperformed cash in 86% of all 10-year periods and

100% of all 20-year periods since 1926, with cumulative

returns more than 200 times higher than cash over the long

term.

Investment view

We believe the resumption of the Fed's rate-cutting cycle

increases the imperative for investors to put cash to work. We

recommend phasing excess liquidity into diversified portfolios.

We also continue to like quality bonds, which can offer a

more durable source of income. Investors underallocated to

equities should consider adding to stocks in CIO's preferred

areas, including AI, Power and resources, and Longevity.
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How can investors deal with geopolitical risks?

Key message

While fears of a global trade conflict have generated bouts of volatility,
investors have largely looked through periods of geopolitical turmoil in
2025. That has included muted reactions to flare-ups in the Middle East and
heightened tensions between Russia and NATO. But such risks have not gone
away and still have the potential to generate volatility. Against this backdrop,
we favor strategies that improve portfolio resilience while positioning for
longer-term gains.

House view

01 Except for trade tensions, markets have generally
shrugged off geopolitical risks so far in 2025.

• The S&P 500 had its worst day in six months on 10 October after US-China trade war

risks resurfaced. Our view is that a full-scale and sustained conflict is unlikely.

• A US-brokered deal to end hostilities between the Israel and Hamas is progressing.

However, we note geopolitical flare-ups have not tended to dent market sentiment.

• Recent Russian incursions into NATO airspace and the intensification of attacks on

Ukraine haven't unsettled investors.

02 This underscores our view that international tension is
typically not a reason to exit equity positions.

• The latest dispute between the US and China is a reminder of an underlying rivalry,

with the potential to generate bouts of volatility.

• Oil prices have fallen to a five-month low near USD 60/bbl amid progress in the

Middle East and US pressure on India and China to halt Russia oil purchases.

• The Russia-Ukraine conflict continues, but a second Trump-Putin meeting looks likely

after a recent increase in US support for Ukraine.

03 Against this backdrop, we favor adding portfolio
stabilizers rather than exiting risk assets.

• We continue to see gold as an effective hedge against geopolitical and inflation risks,

while quality bonds offer an attractive risk-reward.

• Potential market dips could offer an opportunity for investors to build long-term

exposure to stocks.

• Alternatives such as hedge funds can also be considered in a diversified portfolio, for

risk-tolerant investors.

New this week

Gold hit a record intra-day high of USD 4,378 an ounce on 17

October, bringing its gains for 2025 to nearly 65%.

One liner

Investors should consider ways to enhance the resilience of

their portfolios to navigate geopolitical risks.

Did you know?

• During the last 11 major geopolitical events, the S&P 500

was on average just 0.3% lower one week after the event

and 7.7% higher 12 months later.

• Economic, geopolitical, and policy uncertainties will likely

spur more inflows into gold, potentially opening the door

toward our upside case of USD 4,700/oz.

• We believe an allocation to gold remains an effective

hedge against residual geopolitical and political

uncertainty.

Investment view

Exiting markets in response to immediate geopolitical

uncertainty tends to be counterproductive. Instead, we see

ways investors can consider improving the resilience of

portfolios, such as proper diversification, including an allocation

to hedge funds and exposure to gold. Investors considering

alternative assets should be aware of the unique risks, including

illiquidity, complexity, and lower transparency.
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Does borrowing make sense in 2025?

Key message

The Federal Reserve is likely to cut policy rates further in the coming months,
and rates are already low in much of Europe. Lower borrowing costs may
raise the appeal of borrowing strategies as a tool to manage liquidity,
diversify, boost returns, and avert ill-timed asset sales. Borrowing can form
part of a prudent financial plan, although the risks should be carefully
considered.

House view

01 The global easing cycle from central banks has
continued, raising the appeal of borrowing strategies.

• Evidence of a weakening labor market led the Federal Reserve to cut rates by 25bps

in September, with projections for a further 50bps of rate cuts by the end of this year.

• The Swiss National Bank has already brought its policy rate down to zero.

• The European Central Bank has cut its deposit rate eight times in total since June

2024, bringing it to 2%.

02 Against this backdrop, prudent borrowing can play
multiple roles that support financial goals.

• It may provide immediate funds without selling assets, avoiding taxable gains and

transaction costs.

• Investors looking to fund new private market investments may find it more efficient

to borrow against diversified bond portfolios rather than hold excess cash to meet

capital calls.

• Borrowing to invest can yield higher long-term returns if expected returns exceed

borrowing costs.

03 With the right risk management, borrowing strategies
may grow in appeal this year.

• Borrowing comes with risks that investors must be willing and able to bear. Investors

should compare loan interest rates with expected returns; if returns are lower,

borrowing may not be viable.

• A borrowing strategy's robustness must be assessed against market risks and

spending plans. Key factors in choosing a borrowing strategy include loan duration,

refinancing potential, and interest rate expectations.

New this week

Fed Governor Christopher Waller said he was in favor of a

further 25-basis-point rate cut in October given signs of a

softening US labor market.

One liner

Subject to careful planning and risk management, borrowing

may help manage liquidity, improve portfolio diversification,

help navigate currency swings, and boost return potential in

the year ahead.

Did you know?

• Historical analysis, while no guarantee of future

performance, suggests borrowing to invest in diversified

portfolios may bear fruit. CIO analysis of 24-month rolling

returns for a 60/40 portfolio of US stocks (S&P 500) and

US government bonds between 1998 and August 2024

finds such a portfolio would have generated returns

ahead of US dollar borrowing costs on nearly 75% of

occasions (and by an average 3.4% each year).

Investment view

We believe a falling-rate environment in 2025 may

accommodate proactive borrowing approaches, with judicious

use of debt as a tool for achieving financial goals. By leveraging

debt wisely, investors have the potential to enhance portfolios,

manage risks, and improve the likelihood of achieving long-

term financial goals.
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How to diversify (with)in alternatives in 2025?

Key message

We believe building portfolios for opportunity and resilience can be enhanced
by adding alternative investment levers. We believe that including an
allocation to alternatives can improve the diversification, growth potential,
and insulation against market declines. Investors should be aware of the
various risks and drawbacks when investing in alternatives, including
illiquidity, limited transparency, and the use of leverage.

House view

01 Hedge funds can help steady portfolio swings.

• Hedge funds' flexible approach—using long and short positions, active bottom-up

selection, and adaptable risk management—can help capture opportunities and

manage risks that long-only strategies may miss.

• We like merger arbitrage for steady, resilient carry; discretionary macro to navigate policy

divergence, shifting rate paths, and FX repricing; equity market-neutral strategies for

low-correlation, dispersion-driven returns; and multi-strategy platforms for their agility.

02 Private markets still offer opportunities for
diversification, return generation, and income.

• CIO retains a positive view on private equity in the current environment and believes

certain strategies, like secondaries, can benefit from institutional outflows when they

occur.

• The risk-reward outlook for private credit is more balanced given a two-tier market, tight

spreads, and further expected Fed rate cuts. Underallocated investors, however, can still

generate better yields and diversification versus public bonds in high-quality segments.

• We like private market tools to offer access to real assets. These vehicles tend to target

stable, inflation-linked cash flows and value creation through active management.

03 We see numerous paths to invest in alternatives, subject
to careful risk management.

• Investors may blend liquid and less liquid strategies, using hedge funds for

diversification and private markets for long-term returns.

• Following a disciplined process around timing, liquidity management, and risk

controls may balance capturing opportunities and limiting portfolio losses.

New this month

A 19 October report from Hedge Fund Research showed an

acceleration in new hedge fund launches in the second half of

2025, while liquidations fell to a two-decade low. Roughly 140

new funds were launched in the second quarter, for a first-half

tally of 262. Only 65 funds closed in 2Q25, bringing the first

half total to 138 and on track to undershoot the estimated 406

liquidations in 2024, the lowest level since 2004. Total hedge

fund industry capital stood at an estimated USD 4.7 trillion at

the halfway mark of 2025, a new record.

One liner

We believe that investors with longer-term investment horizons

can enhance portfolios by replacing parts of their public market

exposure with alternatives, depending on their tolerance for

illiquidity and other risks.

Did you know?

All major hedge fund strategies delivered gains in September,

with HFRI Fund Weighted increasing 2.4%. The top-performing

strategies were global macro, up 3.4%, and equity hedge,

which rose 2.6%. Event-driven funds posted positive returns

(1.2%) while relative value strategies advanced 0.8% for the

month.

Investment view

Incorporating alternatives into a diversified portfolio may

enhance returns, reduce volatility, and generate income.

Alternatives such as hedge funds and private markets can

provide unique return streams that complement traditional

assets. Investors should be willing and able to bear the unique

risks of alternative investments, including illiquidity, strategy

complexity, and potential lock-up periods on invested capital.
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What should I do with my dollar exposure?

Key message

We expect the US dollar to weaken in the months ahead, as the Fed is set to
cut interest rates more quickly than other regions, the US faces high levels
of unhedged overseas investment, and given its current account and fiscal
deficits. Tactically, we prefer the euro, Australian dollar, and Norwegian krone.
While dollar weakness may be limited by stronger US growth and continued
leadership in AI, we recommend investors review currency allocations to
ensure they match future liabilities and spending needs.

House view

01 The recent rebound in the US dollar has lost steam.

• The Federal Reserve’s signal that quantitative tightening could end this year, coupled

with indications of potential rate cuts, has undermined support for the USD.

• The narrative of US real rates becoming less positive, and potentially going negative,

should continue to weigh on the dollar.

• The widely anticipated 25bp Fed rate cut at the end of October should underpin this

trend.

02 We expect the USD weakness to continue, and investors
should review their currency allocations.

• The US's twin current and fiscal deficits mean that the path of least resistance for the

dollar is lower. A longer government shutdown would also weigh on the dollar.

• The euro has started to recover as France's political risks recede. Divergence in

October manufacturing PMI readings between the US and the euro area, due to

renewed softness in US manufacturing, may provide additional support for the euro.

• Investors should align their US dollar holdings with liabilities or spending plans for

today, their lifetimes, and beyond.

03 In addition to the euro, we also like the Australian dollar
and the Norwegian krone.

• While Australia's latest jobs data came in softer than expected, a domestic growth

recovery remains under way.

• The Norwegian krone is one of Europe’s most growth-sensitive currencies and should

benefit from any acceleration in European activity spurred by front-loaded fiscal

expenditures in Germany and joint European defense spending.

• Investors can also consider putting money to work into balanced portfolios of stocks,

bonds, and alternative assets that are hedged in their desired currencies.

New this week

Fed Chair Jerome Powell last week suggested that the US

central bank remains on track to cut interest rates further. While

he noted the resilience of the economy, Powell pointed to the

low pace of hiring and falling household perceptions of job

availability, highlighting the risks of a softening labor market.

One liner

We believe that investors should consider diversifying excess US

dollar holdings, particularly as the Fed cuts rates.

Did you know?

• Global central banks are diversifying away from the US

dollar, a structural trend that is likely to weaken the dollar

as demand for alternative currencies grows.

• Many investors have accumulated more US dollar

exposure than needed, driven by attractive opportunities

in US capital markets, relatively higher interest rates, and

the dollar’s reputation as a “safe haven.” Currently, G10

foreign investors hold an estimated USD 14 trillion in

unhedged dollar positions.

• Currency hedging overseas equity exposures can also help

close currency gaps. For sophisticated investors, currency

forwards, options, and structured solutions can provide

flexible exposure, though these instruments introduce

additional risks such as leverage and margin calls.

Investment view

With the Fed set to cut interest rates more quickly than

other central banks, a high outstanding volume of unhedged

overseas investment in the US, and still-significant current and

fiscal deficits, we believe the path of least resistance for the

greenback is lower. Tactically, we prefer the euro, the Australian

dollar, and the Norwegian krone. Strategically, we believe

investors should review their currency allocations to ensure they

match future liabilities and spending needs.
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How should investors put cash to work?

Key message

The Fed has resumed its rate-cutting cycle, and rates are already low in much
of Europe. This increases the imperative to put cash to work, and we believe
investors should limit cash holdings to those needed for near-term expected
portfolio withdrawals. Investors can potentially improve upon cash returns
by phasing excess liquidity into diversified portfolios to participate in long-
term market gains. We also see quality bonds, select credit opportunities, and
equity income or yield-generating structured strategies as potential ways to
enhance portfolio income.

House view

01 Cash has historically underperformed, and the Fed is
likely to continue easing.

• Historically, stocks beat cash in 86% and 100% of all 10- and 20-year holding

periods, respectively, and by more than 200x overall in terms of returns since 1926.

• The probability of bonds outperforming cash rises with longer holding periods—

from 65% over 12 months to 82%, 85%, and 90% over five, 10, and 20 years,

respectively.

• The Fed cut rates by 25 basis points in September, and we expect a further 75bps of

cuts by the end of the first quarter of 2026.

02 Quality bonds offer attractive risk-reward as an
alternative source of portfolio income.

• High-quality fixed income offers the opportunity to lock in a durable source of

portfolio income, with the additional benefit of potential capital gains if the Fed

needs to cut more aggressively.

• By diversifying portfolios with select medium-tenor quality corporate bonds,

investors can lessen the impact of potential market swings in riskier assets on overall

performance.

• We also see select credit opportunities in Europe and Asia, including local currency

bonds.

03 Equity income strategies and annuities can also be
considered.

• We think Swiss dividend-paying equities are attractive, while Southeast Asian markets

stand out for investors focused on income for portfolio resilience.

• Annuities can help investors manage the risks of a market decline or overspending

that impairs retirement assets and of investors outliving their wealth.

• In addition, systematically phasing cash into diversified portfolios, including through

building-block approaches, can help average costs, buy markets on dips, and build

long-term positions.

New this week

Federal Reserve Chair Jerome Powell said that “downside

risks to employment appear to have risen,” adding to market

confidence that the US central bank will cut rates again at its

meeting later this month.

One liner

With the Fed set to cut interest rates further, investors should

consider alternative ways to earn portfolio income.

Did you know?

• In Europe, we recommend a selective approach, focusing

first on building a “core” allocation to more defensive and

domestically oriented issuers with an average duration of

around 3-7 years.

• In Asia, investment grade credit stands out, supported by

yields around 5% and tailwinds from declining interest

rates.

• Phasing into diversified portfolios over time may help

manage the risk of poor timing, reduce the influence of

emotion, and provide more opportunities to benefit from

market dips and rebounds, in our view.

Investment view

The Fed resumed its rate-cutting cycle in September, and rates

in much of Europe are already low. We believe this increases the

imperative for investors to put excess cash to work, including by

phasing into diversified portfolios. Investors seeking to enhance

portfolio income can also consider quality bonds, select credit

opportunities, equity income strategies, and yield-generating

structured investments.
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Non-Traditional Assets

Non-traditional asset classes are alternative investments that include hedge funds, private equity, 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.

 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.

1648487_f757b271-26cd-4896-a4a2-7d197a062715.pdf
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Disclaimer

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. Additional disclaimer relevant
to Credit Suisse Wealth Management follows at the end of this section.
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 utilize 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
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.
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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: 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 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.
Additional Disclaimer relevant to Credit Suisse Wealth Management
You receive this document in your capacity as a client of Credit Suisse Wealth Management. Your personal data will be
processed in accordance with the Credit Suisse privacy statement accessible at your domicile through the official Credit
Suisse website . In order to provide you with marketing materials concerning our products and services, UBS Group AG
and its subsidiaries may process your basic personal data (i.e. contact details such as name, e-mail address) until you notify
us that you no longer wish to receive them. You can optout from receiving these materials at any time by informing your
Relationship Manager.
Except as otherwise specified herein and/or depending on the local Credit Suisse entity from which you are receiving this
report, this report is distributed by UBS Switzerland AG, authorised and regulated by the Swiss Financial Market Supervisory
Authority (FINMA).
Version A/2025. CIO82652744
© UBS 2025. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.
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