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Introduction

If 2024 was the year of elections, with half of

the global population participating in national
polls, 2025 is likely to be the year in which the
outcomes will be felt. In particular, the re-election
of President Trump in the United States and the
policies of the new US administration present an
uncertain backdrop for markets with the potential
to transform the global landscape for international
trade and geopolitical risk.

This uncertainty is likely to significantly impact financial markets, with
investors facing the prospect of heightened market volatility and potential for
divergence in asset markets, severely testing the resilience of institutional
portfolios. But how have global institutional investors and sovereign wealth
funds positioned their portfolios for the disruptive outlook for 2025?

This report reveals insights into how institutional investors and sovereign
wealth funds implemented their capital flow and portfolio reallocation
decisions over the past year as market conditions evolved. The research
is powered by State Street’s proprietary indicators of institutional investor
flows and holdings derived from the anonymised and aggregated activity
of institutional investors, representing more than $46 trillion in assets?.
This data is contextualised by input from members of the International
Forum of Sovereign Wealth Funds (IFSWF).
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Research State Street analysed its unique suite of proprietary

Methodology macroeconomic indicators, including aggregate
trends in capital flows and portfolio positions by

long-term institutional investors across multiple
asset classes, sectors and countries.

The indicators provide a bird’s-eye view into the activities of large and
diverse global institutional investors such as sovereign wealth funds,
collective funds, mutual funds, pension products, insurance products
and others. These indicators are derived from security-level transactions,
holdings, and borrowings and are aggregated and anonymised through

a robust process to help preserve underlying client confidentiality.

The indicators provide objective insights into demand and risk appetite
derived from the aggregated activities of long-term institutional investors
representing more than $46 trillion? in assets under custody and
administration at State Street.

To complement this data and provide more colour and context for the
guantitative analysis, the IFSWF asked six member sovereign wealth funds
that deploy capital in global markets for insights into their asset allocation
strategies over the last year. Sovereign wealth funds from the Middle East,
Europe, East Asia, Australasia, and North America provided responses
about their investment behaviours and allocations anonymously.
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New
governments,
new policies

Figure 1: Media coverage of themes
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The year in which half the global population
participated in national elections witnessed a swathe
of new governments being elected.

Most notably, the re-election of President Trump to the White House
brought new policy directions for international trade and geopolitics

with potentially significant implications for financial markets. As can be
seen in State Street’s Thematic Indicator (Figure 1), which measures the

intensity of media coverage on themes, international trade, trade wars, and
international conflicts, are prominent narratives covered by the media that
have risen in intensity over recent months.
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Source: State Street Global Markets, MKT MediaStats. As of March 2025.

Interest rate markets have reacted to the outcome of the US elections.
Comparing the current US policy rate path implied by markets to those
before the 2024 US election (Figure 2A), market expectations of interest
rate cuts have reduced as investors adjust to the administration’s trade
tariffs, which could lead to price rises for consumers. While inflation in
developed markets has been trending downwards over the past three years,
it has recently started rising again. Meanwhile, emerging-market inflation
continues to fall from its peak in mid-2024 (Figure 2B). The sovereign
wealth funds surveyed for this report ranked changes to interest rates
and inflation as the two most important factors in driving changes to their
portfolios, just ahead of the risk of recession or a slowdown in economic
growth and geopolitical risks (Figure 3).



Navigating market divergence and new narratives: Evidence from Long-term investors

Figure 2: Post-US election policy rate adjustment and online price inflation

Figure 2A: Market implied US policy rate path Figure 2B: Online price inflation
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Source: State Street Global Markets, Bloomberg, PriceStats. As of March 2025.

Figure 3: Which of the following were key factors in driving portfolio adjustments over the past year?
From most likely to least likely.

Interest rate changes 60%

Inflation 59%

Public market valuations 55%
Growth changes/recession 50%

Geopolitical risk 44%

Private market valuations 42%
34%

Increase portfolio diversification

Al/technology developments 32%

Volatility/uncertainty 30%
Liquidity needs 28%
Climate change 18%

Regulatory changes 16%

Source: IFSWF Survey March 2025.
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Signs of caution In line with a rapidly changing geopolitical

backdrop, investors are showing signs of caution in
their portfolios. Global protectionism, the impact
of evolving trade tariffs, and ongoing developments
with respect to Russia’s invasion of Ukraine and
conflict in the Middle East continue to create
uncertainty for investors, and the implications of
these risks carry significant potential ramifications
for the macro outlook, global infrastructure
disruption, volatility and decoupling of asset markets.
According to State Street’s Behavioural Risk Scorecard (BRS) — an aggregate
measure of risk appetite derived from the capital flows and portfolio holdings
by global institutional investors across multiple asset classes and factors
(Figure 4) — flows across risk assets evidenced risk-seeking behaviour
throughout 2024, but this has been pared back since the start of 2025.

Investor holdings across risk assets continue to show capacity to increase
their allocations to risk.

Figure 4: Investor flows and holdings across risk assets

BRS Flow Score

20 A -8
1
15 "
X -4
10 ! o
Wi s
! n
1
5 0 {’C,’O
: k=)
o N | 1 : N — 2 2
v - v U, 8
: 4 @
_5 1
' 6
1
-10 caverse || g
| r v
-15 f f f f f 10
Jan’24 Mar’24 Jul’24 Sep’24 Nov’24 Jan’25

— BRS Multi-Asset Flows — BRS Multi-Asset Extreme Holdings (Inverted, RHS)
Source: State Street Global Markets as of March 2025.



Navigating market divergence and new narratives: Evidence from Long-term investors

This stance may also reflect global institutional investors’ asset allocation
preferences. Allocations to equities rose significantly during 2024 at the expense
of fixed-income assets (Figure 5A), with cash reserves in line with long-term
average levels. Their equity allocations are now near their highest level for
the past decade. These changes have coincided with moderate episodes of
financial turbulence - reflecting the unusualness of market volatility and asset
correlations — and low levels of market fragility as measured by State Street’s
Turbulence and Systemic Risk indicators (Figure 5B). 2025 will likely provide
a test of portfolio resilience should policy and macroeconomic uncertainty
continue to manifest. Equity-market volatility will likely continue to be
elevated. However, the potential divergence in capital flows, performance
and risk across asset markets and geographies may provide opportunities
to identify tactical adjustments to investors’ asset allocation decisions.

Sovereign wealth funds, however, have been less keen on public equities
than their peers. Half of the sovereign wealth funds surveyed by IFSWF

said they had left their allocation unchanged, and a third said they had
decreased their allocation to public stock markets in 2024. Instead, they
preferred to leverage their long-term investment horizons and lack of
liabilities to take on risk in private markets and other alternatives, which are
more illiquid and have less volatile valuations. Two-thirds reported that they
had increased their allocation to private equity in 2024 and half an increase
to other alternatives, such as real estate, infrastructure, hedge funds and
commodities.
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Figure 5: Investor asset allocation trends and market risk

Figure 5A: Asset allocation of institutional investors
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Figure 5B: Global Equity Systemic Risk and Turbulence
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Figure 6: Equity Allocations

Within the equity market, State Street’s indicators reveal that investors have
expressed a preference for emerging markets and Europe over the US more
recently, having reduced their US equity holdings (Figure 6A), a trend also
reflected by the sovereign wealth funds surveyed by IFSWF. Although their
geographical allocations were largely unchanged, there was a slight tendency
to increase allocations to global emerging markets and to China (although
not to Asia-Pacific ex-China). Institutional investors have also shown
evidence of rotating out of their active positions in Information Technology
to Consumer Discretionary, as seen recently (Figure 6B). The sovereign
wealth funds surveyed by IFSWF confirmed this stance for 2025, seeing the
best opportunities in non-US markets and their domestic markets.

Figure 6A: Out of US into the EU and Emerging Markets Figure 6B: Out of IT into Consumer Discretionary
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In fixed-income markets, we observe recent evidence of the uncertain
investment environment, with global investors demonstrating greater
differentiation in their preferences across sovereign markets. For example,
investors hold larger allocations to sovereign bonds in Italy, Germany and
the UK, in addition to commodity-exposed economies such as Norway

and Australia. In contrast, they hold much lower allocations than usual to
sovereign bonds in Peripheral Europe, the US, and Canada. However, recent
capital flow trends reveal that global institutional investors continue to prefer
sovereign debt in the case of Australia and Norway. There is also evidence of
selling their significant exposure to UK government debt (Figure 7).

Figure 7: Fixed income allocations
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From a foreign exchange perspective, institutional investors have begun

to unwind their overweight positions in USD and CHF while they continue

to prefer commodity-exposed currencies AUD and NZD. Both currencies
continue to experience inflows from already overweight positions. However,
this preference is not evident in CAD, where ongoing trade tariffs are

being imposed by the US. Global institutional investors have also recently
shunned the EUR and SEK (Figure 8).

Figure 8: Foreign exchange positions and flows have become polarised
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Private market
trends

Private markets performance has continued

to improve in recent quarters. According to the
State Street Private Equity Index, derived from
underlying investor cash flows representing

$5.4 trillion in committed capital to private
markets,3 the global private equity market recorded
a robust 2.92% return in the latest available
quarterly data of Q3 2024, marking its highest
quarterly return since the Federal Reserve’s
interest rate hikes in Q1 2022 (Figure 9A).

Recent performance has also become more broad-based, with positive
returns observed across all strategies and sectors, representing a significant
improvement in venture capital performance, in particular, over recent years.
Despite these improvements, private equity continues to underperform the
public equity market, lagging large-cap stocks across multiple investment
horizons (Figure 9B). While the recent performance in private equity and
private debt appears more encouraging, we are yet to see a return to the
performance observed before 2022.

Fundraising activity in private equity and private debt looks healthy, with
total capital raised in the first three quarters of 2024 reaching $280 billion,
with venture capital funds already exceeding 2023’s fundraising levels and
private debt funds already raising 95% of the funding raised in the previous
year (Figure 9C). This trend aligns with the sovereign wealth funds surveyed
by IFSWF, the majority of which revealed that they had increased their
allocations to private equity in 2024. Cash flow trends derived from State
Street’s Private Equity Index also reveal that net cash flows turned positive
at the highest level since 2018, with distributions exceeding contributions —
particularly for private debt and, to a weaker degree, buyout funds. Venture
capital funds continued to report negative net cash flows (Exhibit 9D).

Global dry powder increased over the recent quarter to a total of $971 billion,
reflecting an all-time high across private equity in aggregate and for private debt.

3 Source: State Street Global Markets. As at Q3 2024.
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Figure 9: Trends in Private Equity and Debt

Figure 9A: Historical Quarterly Returns (%)
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Figure 9: Trends in Private Equity and Debt

Figure. 9C: Total Fund Size by Strategy
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Figure 9D: Quarterly Cash Flows
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Conclusion

Given the dynamic market backdrop of economic,
international trade and geopolitical uncertainty,
global institutional investors are showing some
signs of caution. Capital flows across risk assets
have shown evidence of risk-seeking behaviour
throughout 2024, but this has been pared back
since the start of 2025.

However, institutional investor holdings continue to show capacity to
increase their allocations to risk, and, as such, equity allocations by
institutional investors have remained near their decade-long peak. That
said, we observe evidence that long-term investors are expressing some
rotation in their portfolios within asset classes, including a preference for
European and emerging markets equities over the US more recently, and
closing some of the considerable positions in information technology into
other sectors, such as consumer discretionary.

Institutional investors have also expressed selectivity in their fixed income
allocation decisions, reflecting preferences for sovereign bonds in Italy,
Germany and the UK, in addition to commodity-exposed economies such
as Norway and Australia, with a weaker appetite to hold sovereign debt
from the US, Canada and Peripheral Europe. In currency markets, we
uncover evidence of global institutional investors unwinding overweight
USD and CHF positions, with robust demand for AUD and NZD despite
already holding large positions in these currencies.

In private markets, we have observed a continuation in the strong
performance of private debt and improvements in private equity returns,
which has also become much more broad-based by strategy and sector.
Fundraising activity appears strong in aggregate, and cash flow trends convey
a healthy pickup in both contributions and distribution activity, with more
recent evidence of positive net cash flows at levels not observed since 2018.

Global trade protectionism, the impact of evolving trade tariffs, and ongoing
developments of Russia’s invasion of Ukraine and the conflict in the Middle
East continue to provide uncertainty to investors, and the implications of
these risks carry significant potential ramifications for the macro outlook,
global infrastructure disruption, volatility and decoupling of asset markets.
Should policy and macroeconomic uncertainty, such as evolving trade
tariffs, the erection of new trade barriers, and potential restrictions on
capital inflows, continue to manifest, institutional investors should expect
heightened volatility and potential divergence across asset markets ahead.
This will provide a test of portfolio resilience and opportunities to identify
tactical adjustments to their allocation decisions.
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Contributors

About the International Forum of Sovereign
Wealth Funds (IFSWF)

The International Forum of Sovereign Wealth Funds (IFSWF) is a global
network of sovereign wealth funds established in 2009 to enhance
collaboration, promote a deeper understanding of sovereign wealth fund
activity, and raise the industry standard for best practice and governance.

About State Street Associates®

State Street’s academic affiliate, State Street Associates® (SSA), is a
unique partnership that bridges the worlds of financial theory and practice.
Part of State Street’s Global Markets® division, SSA conducts portfolio
construction, risk management and investment strategy research for
institutional investors, leveraging proprietary information assets as well as
partnerships with renowned academics from the Harvard Business School,
MIT’s Sloan School of Management, Boston College and EDHEC. State
Street Associates was appointed by the IFSWF in 2016 as one of its two
official research partners.

With thanks to Keng Goh, CFA and Neill Clark, CFA, MBA of State Street
Associates for preparing the text and the charts and to Dr Victoria Barbary
and Enrico Soddu from IFSWF for additional content and preparation.

16



Navigating market divergence and new narratives: Evidence from Long-term investors

Disclaimers

The material presented is for informational purposes only. The views
expressed in this material are subject to change based on market and
other conditions and factors, moreover, they do not necessarily represent
the official views of State Street Global Markets® and/or State Street
Corporation and its affiliates.

Disclaimers and Important Risk Information [2025.01]

This communication is provided only to professional clients or eligible counterparties or their
equivalent by State Street Bank and Trust Company or, where applicable and permissible, its bank
and non-bank affiliates (“State Street”). State Street Bank and Trust Company is authorized and
regulated by the Federal Reserve Board, registered with the Commodity Futures Trading Commission
as a Swap Dealer, and is a member of the National Futures Association. State Street Bank
International GmbH (“SSBI”) is regulated by the European Central Bank (“ECB”), the German Federal
Financial Supervisory Authority (“BaFin”) and the Deutsche Bundesbank. Details about the extent of
SSBI'’s regulation by the ECB, the BaFin and Deutsche Bundesbank are available from us on request.
Products and services described herein may not be available in all jurisdictions or through all State
Street entities. Activities described herein may be conducted from offshore. Information provided is
of a general nature only and has not been reviewed by any regulatory authority.

This communication is intended for general marketing purposes, and the information contained
herein has not been prepared in accordance with legal requirements designed to promote the
independence of investment research. It is for clients to determine whether they are permitted to
receive research of any nature. Market commentary provided by trading desks is not investment
research. This communication is not intended to suggest or recommend any transaction, investment,
or investment strategy, does not constitute investment research, nor does it purport to be
comprehensive or intended to replace the exercise of an investor’s own careful independent review
and judgment regarding any investment decision.

This communication is not intended for retail clients, nor for distribution to, and may not be

relied upon by, any person or entity in any jurisdiction or country where such distribution or use
would be contrary to applicable law or regulation. This communication or any portion hereof

may not be reprinted, sold or redistributed without the prior written consent of State Street. This
communication and the information herein does not constitute investment, legal, or tax advice and
is not a solicitation to buy or sell securities or any financial instrument nor is it intended to constitute
a binding contractual arrangement or commitment by State Street of any kind. The information
provided does not take into account any particular investment objectives, strategies, investment
horizon or tax status.

The views expressed herein are the views of State Street as of the date specified and are subject to
change, without notice, based on market and other conditions. The information provided herein has
been obtained from sources believed to be reliable at the time of publication, nonetheless, we make
no representations or assurances that the information is complete or accurate, and you should not
place any reliance on said information. State Street hereby disclaims any warranty and all liability,
whether arising in contract, tort or otherwise, for any losses, liabilities, damages, expenses or costs,
either direct, indirect, consequential, special, or punitive, arising from or in connection with any use
of this document and/or the information herein.

State Street may from time to time, as principal or agent, for its own account or for those of its
clients, have positions in and/or actively trade in financial instruments or other products identical
to or economically related to those discussed in this communication. State Street may have a
commercial relationship with issuers of financial instruments or other products discussed in this
communication.

This communication may contain information deemed to be forward-looking statements. These
statements are based on assumptions, analyses and expectations of State Street in light of its
experience and perception of historical trends, current conditions, expected future developments
and other factors it believes appropriate under the circumstances. All information is subject to
change without notice.

Participating in trading any financial instrument, including but not limited to foreign exchange,
equities, futures, fixed income or derivative instruments, or investments in non-liquid or emerging
markets, or digital assets, or participating in securities lending, repurchase transactions or other
collateral services present risks, which may include but are not limited to counterparty, collateral,
investment loss, tax, and accounting risks. Where applicable, returns may increase or decrease as
aresult of currency fluctuations. Derivatives may be more volatile than the underlying instruments.
Certain foreign exchange business, including spot and certain forward transactions, may not be
regulated in all jurisdictions. Past performance is no guarantee of future results.

Please contact your State Street representative for further information. To learn how State Street
looks after your personal data, visit State Street Global Privacy Notice.

© 2025 State Street Corporation — All Rights Reserved.
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Disclaimers and Important Risk Information [2025.01]

Australia: This communication is provided to wholesale clients by State Street Bank and Trust
Company (Australian Business Number 70 062 819 630, Australian Financial Services License
239679).

Brazil: The products in this marketing material have not been and will not be registered with the
Comissao de Valores Mobiliarios - the Brazilian Securities and Exchange Commission (“CVM”), and
any offer of such products is not directed to the general public within the Federative Republic of Brazil
(“Brazil”). The information contained in this marketing material is not provided for the purpose of
publicly soliciting investments from investors residing in Brazil and no information in this marketing
material should be construed as a public offering or unauthorized distribution of the products within
Brazil, pursuant to applicable Brazilian law and regulations.

Israel: State Street Bank and Trust Company is not licensed under Israel’s Regulation of Investment

Advice, Investment Marketing and Portfolio Management Law, 1995. This communication may only be
distributed to or used by investors in Israel which are “eligible clients” as listed in the First Schedule to
Israel’s Regulation of Investment Advice, Investment Marketing and Portfolio Management Law 1995.

Japan: This communication is made available in Japan by State Street Bank and Trust Company,
Tokyo Branch, which is regulated by the Financial Services Agency of Japan and is licensed under
Article 47 of the Banking Act.

Oman: State Street Bank and Trust Company is not a bank or financial services provider registered to
undertake business in Oman and is not regulated by the Central Bank of Oman or the Capital Market
Authority.

Qatar: The information in this communication has not been reviewed or approved by the Qatar Central
Bank, the Qatar Financial Markets Authority or the Qatar Financial Centre Regulatory Authority, or any
other relevant Qatari regulatory body.

Singapore: This communication is made available in Singapore by State Street Bank and Trust
Company, Singapore Branch (“SSBTS”), which has been granted a wholesale bank license by the
Monetary Authority of Singapore. SSBTS is also an exempt capital markets services licensee under

the Securities and Futures Act 2001 and an exempted financial adviser under the Financial Advisers
Act 2001 (“FAA”) for certain regulated activities which SSBTS has notified MAS. In Singapore, this
communication is only distributed to accredited, institutional investors as defined in the FAA and its
regulations. Note that SSBTS is exempt from Sections 36 and 45 of the FAA. When this communication
is distributed to overseas investors as defined in the FAA, note that SSBTS is exempt from Sections
26(1)(c), 34, 36, 45, 47 and 48 of the FAA. This advertisement has not been reviewed by the Monetary
Authority of Singapore.

South Africa: State Street Bank and Trust Company is authorized in South Africa under the Financial
Advisory and Intermediary Services Act, 2002 as a Category I Financial Services Provider; FSP No.
42671.

United Arab Emirates: The information contained within this communication is not intended to lead
to the conclusion of any contract of whatsoever nature within the territory of the United Arab Emirates.

United Kingdom: State Street Bank and Trust Company is authorised and regulated by the Federal
Reserve Board of the United States, authorised by the Prudential Regulation Authority (“PRA”) and
subject to regulation by the Financial Conduct Authority and limited regulation by the PRA. Details

about the extent of our regulation by the PRA are available from us on request.

State Street Bank International GmbH is authorised and regulated by the European Central Bank and
the BaFin, deemed authorised by the Prudential Regulation Authority, and subject to regulation by the
Financial Conduct Authority and limited regulation by the Prudential Regulation Authority. Details of
the Temporary Permissions Regime, which allows EEA-based firms to operate in the UK for a limited
period while seeking full authorisation, are available on the Financial Conduct Authority’s website.
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