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Dear Reader,

The year 2009 was marked by a series of extraordinary events—some
uplifting, some demoralizing—but all helping to define the past 12
months. We witnessed the first African-American president in U.S. history
take office, but also endured the final stages of a credit crisis so profound
that it shook the financial system to its core and precipitated the steepest
recession since the Great Depression. Equity markets managed to stage
their most impressive rally in over 70 years, yet many market participants
remained sidelined amid skepticism over the prospects for a sustainable
recovery. We celebrated the peaceful transition of power in Washington
but also grew increasingly alarmed over the most profound shift in the
roles of the public and private sectors since Ronald Reagan.

So what will the year ahead hold for us? While 2010 promises to be very
different from last year, it will no doubt also be filled with both
challenges and opportunities. The recession has given way to recovery,
but the economic expansion is still apt to be a fragile and uneven one. A
debt-burdened consumer and wounded banking sector will limit growth
prospects in much of the developed world, but emerging markets will
fare better as most areas were less heavily impacted by the credit crisis.
This suggests that returns will remain more favorable in those asset
classes, sectors and individual securities that leverage faster growth in the
developing world.

In this report, we task our global team of analysts and strategists with
identifying the key drivers across all asset classes to help you (along with
your Financial Advisor) make the best informed investment decisions.
Because while this could well be a year of living less dangerously, it
certainly won’t be danger-free.

Happy New Year!

Head, WMR-Americas
Michael P. Ryan, CFA
mike.ryan@ubs.com

Strategist
Stephen Freedman, PhD, CFA
stephen.freedman@ubs.com
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The year of living less dangerously

Financial markets have undergone two radical re-
pricings over the course of the past two years. First
came the most stunning decline in risk assets since
the Great Depression, in response to the bursting of
the housing bubble and related credit crisis. Second,
we experienced the sharpest rally in equity and credit
markets in more than 70 years, as policymakers
engaged in a massive effort to both stabilize financial
markets and reflate the real economy. So what’s in
store for 2010? While there will be no shortage of
opportunities or challenges in the year ahead, the
sort of extreme directional moves that have
characterized the past two years appear far less likely.
Instead, we believe the normalization of financial
markets and an unfolding economic recovery—albeit
a tepid and shallow one—will prompt more moderate
and less uniform performance across market sectors.
After two years up on the high wire, 2010 will likely
be the year of living less dangerously for most
investors.

What lies ahead
Equity markets around the world registered impressive
gains throughout the better part of 2009, led by the
stellar performance across most of the emerging
markets. These market returns are even more striking
when viewed from the perspective of the low point
reached in late winter. After bottoming out on March
9, the S&P 500 rallied more than 60% through mid-

December, while the MSCI world index posted gains of
67% over the same period (see figure 1). But while this
rebound has been impressive (the rally in stocks since
March is the largest in more than 70 years), it has also
been fairly joyless. Market sentiment has ranged from
healthy skepticism to outright cynicism throughout the
course of the recovery as many investors left reeling
from the credit crisis were reluctant to recommit to
markets amid such a mixed macro outlook. As a result,
a number of institutional accounts were left short their
benchmark allocations to risk assets and many
individual investors remained sidelined in the perceived
safety of cash and Treasury securities (see figure 2).

So where does this leave us for 2010? The acute
dislocations that existed within most risk assets back
in March have now largely been unwound as a result
of the extraordinary actions taken by policymakers.
High yield credit spreads have come down nearly
1500 basis points over the last 12 months, while
equity markets trade within just 5% of fair value,
according to our valuation models. This is in sharp
contrast to nine months ago, when credit spreads
widened to levels not seen since the Great Depression
and stocks stood 50% below fair value according to
our metrics (see figures 3 and 4). This suggests that
the “great reflation” trade that drove the stellar
returns across most risk assets has largely run its
course. Performance is therefore apt to be more
mixed from here, as returns will be dictated more by
evidence of improving fundamentals and not just an

Figure 1: Market rebound drives emerging markets
outperformance
Price appreciation since March 9th bottom, in USD

Source: Bloomberg and UBS WMR, as of 7 December 2009
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Figure 2: Individual investors have hovered between a
bearish and neutral sentiment through 2009
AAII US Investor Sentiment Bullish Readings

Source: Bloomberg and UBS WMR, as of 7 December 2009
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spending fell 26% from its peak (see figures 5, 6 &
7). As these players re-engage, they will help ensure
that the initial stages of the recovery process in 2009
give way to a more sustained domestic expansion
during 2010. The recovery is gaining traction outside
the US as well, as the stabilization of financial
markets and strong growth prospects within
emerging markets drives a synchronized global
expansion.

Keep in mind, however, that robust and durable
expansions are often built on two critical elements—
an appetite for buying and an aptitude for lending.
But in the current state of the world, neither is likely
to function at what might be described as “normal”
levels. The U.S. consumer is now engaged in the
process of deleveraging, following a massive build-up
in household debt (see figure 8). While savings rates
may have rebounded in the immediate aftermath of
the crisis, consumer debt burdens remain near all-
time highs. The ongoing repair of personal balance
sheets is apt to take several years and will therefore
limit the extent to which the consumer re-engages in
spending. At the same time, financial institutions are
undergoing their own purging process. Faced with
hundreds of billions of dollars in bad loans and
troubled assets, banks and other financial
intermediaries are taking steps to shrink their own
balance sheets, pare back lending activity and restore
their capital base. This suggests less of a willingness
to provide the credit that is so necessary for economic

Figure 3: Valuations are reasonable and supportive of
markets
S&P price-earnings on 10-year average of real EPS

Source: S&P, Thomson Financial and UBS WMR, as of 7 December 2009
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Figure 4: Credit spreads are almost back to their long-
term average
High-yield credit spreads

Source: Bank of America Merrill Lynch Global Index System and UBS
WMR, as of 7 December 2009
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absence of bad news. Fortunately, there are
encouraging signs that the recovery process will
progress into 2010 and that the normalization within
financial markets will continue as well. We thus
continue to retain an overweight in most risk assets
as we enter the new year, with a preference for those
asset classes, sectors and individual securities that
stand to benefit most from exposure to faster-
growing economies globally.

Heads and tails
The economy is caught between two seemingly
diametrically opposed forces—the tailwinds that
typically accompany a post-recession recovery process
and the headwinds generated from a structural
deleveraging within the consumer and financial
sectors. As our senior U.S. economist Thomas Berner
points out, there is always a certain level of pent-up
demand that accumulates at the end of any recession
from consumers who have refrained from
nonessential purchases, merchants who have pared
down their inventories and businesses who have
foregone capital investment spending. But as the
recession draws to a close and business conditions
begin to improve, these drivers start to reverse and
contribute to both the breadth and depth of the
recovery. The current recovery is no different.
Consumer restraint helped push savings rates back to
the highest levels in more than 15 years, while
inventory-to-sales rates have fallen sharply over the
past several quarters and business investment
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Figure 5: Consumer restraint helped push savings
rates back to the highest levels in 15 years
US personal savings rate

Source: Bureau of Economic Analysis and UBS WMR, as of 7 December
2009
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Figure 6: Inventory to sales ratio has fallen sharply
over the past several quarters
Inventory to sales ratio total US business

Source: Bloomberg and UBS WMR, as of 7 December 2009
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this will be a recovery with “training wheels” as
government fills the void created by the continued
retrenchment on the part of the private sector.

There could well be more challenging times toward
mid-year, however, as policymakers begin to seek out
ways to unwind the current easy monetary mix and
the effects of fiscal stimulus begin to fade. With the
target fed funds rate effectively set at zero, there is
only one direction in which the Fed can move. While
actual rate hikes are unlikely to materialize until June
at the earliest, market participants will begin to
discount some tightening moves before the Fed has
ever actually lifted the target funds rate. Policymakers
will also need to begin to drain off some of the
liquidity provided as a result of the massive expansion
in the Fed’s balance sheet. The first of these
measures—the program to provide support to the
housing market through the purchase of mortgage-
backed securities—is set to expire in the first quarter.
In the absence of any additional stimulus measures,
fiscal policy will also begin to be less supportive for
growth by the fourth quarter (see figure 11). This
does not even reflect the impact from any changes in
the tax code resulting from either the expiration of
the Bush-era tax cuts and/or any additional tax hikes
planned by the Obama administration. So while
policy will remain supportive during the first half of
the year, things could get a bit more wobbly by year-
end when the training wheels are gradually removed.

expansion and job creation (see figure 9). Taken
together, the deleveraging of the consumer and
rebuilding of capital within the financial sector
represent significant structural forces that will serve to
materially constrain the pace and scope of the current
expansion.

A recovery with training wheels
What this also means is that policymakers will likely
opt to retain a decidedly supportive policy stance
through at least the first half of 2010. Given the
structural challenges that lie ahead, Fed officials will
be reluctant to shift away from the near-zero rate
policy that has been in place since the most acute
phase of the crisis following the Lehman failure (see
figure 10). Fed Chairman Bernanke has made it clear
that monetary policy will remain accommodative for
as long as necessary. As perhaps the foremost expert
on the Great Depression, Chairman Bernanke
understands the risks of a premature tightening of
policy. Likewise, elected officials are also seeking
additional stimulus measures in an effort to fill the
persistent demand gap and promote job creation. The
recently held “jobs summit” and discussions of a
second stimulus package reflect the view from
Capitol Hill that government will need to play an
enduring role in the recovery process. This
combination of continued accommodative monetary
policy and expansionary fiscal policy will help to
support the expansion—even as the normal drivers
will be slower to engage this time around. In essence,
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Figure 7: Fixed investment spending has fallen 26%
from its peak
US Fixed investment spending

Source: Thomson Datastream, UBS WMR, as of 7 December 2009
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Figure 8: US households deleveraging
US household financial liabilities to disposable income ratio

Source: Thomson Datastream, UBS WMR, as of 7 December 2009

credit crisis has been realized, corporate bonds will
continue to benefit from a general improvement in
overall credit conditions. The ratio of rating agency
upgrades-to-downgrades has improved from a low
of 1-to-9 during the crisis to about 4-to-6 currently.
This ratio will likely move back above the 1-to-1
mark in the early part of 2010 as the combination
of aggressive cost-cutting and improving business
prospects helps strengthen non-financial corporate
balance sheets. The vicious cycle of a crisis-driven
surge in corporate defaults as companies were
unable to rollover financing is now giving way to a
virtuous cycle of declining defaults as credit markets
continue to normalize. We expect default rates,
which are poised to peak at about the 12% mark,
to gradually decline toward the 5-7% range over
the next 12-15 months. This should provide
additional support to the corporate market.

• Continued strong demand in emerging markets for
a broad range of raw materials, including energy
and industrial metals, should continue to benefit
the commodity sector in 2010. Although the dollar
is unlikely to fall as sharply as it did during the final
10 months of 2009, a continued weakening of the
greenback will also support most commodity prices.
Finally, in our view, the relatively low rate of return
on more traditional asset classes will likely prompt
further allocation shifts into commodities in order
to leverage global reflation. This suggests that the
Commodity rally will continue into 2010.

Continued preference for risk assets
We retain a preference for risk assets despite the
prospects for a subpar economic expansion and
valuation levels that no longer are significantly below
long-term averages (see figure 12). While the
reflation trade may have run its course, we expect
equity and credit markets will continue to benefit
from improving business fundamentals. Commodity
markets, meanwhile, will likely be bolstered by
continued solid demand from emerging markets as
the global recovery process gains traction. Consider
the following:

• Further valuation multiple expansion may be limited
as stocks have moved off extremely oversold levels
amid aggressive policy action. This suggests that
most of the gains within the equity markets this
year will likely be driven almost exclusively by
earnings improvements. While macro growth
prospects will be limited, we believe S&P 500
profits are still likely to rise by 26% for 2010. The
combination of better core operating results and
declining loan-loss provisioning within the financial
sector, higher commodity prices, a weak dollar,
benefits from cost-cutting measures and gradually
improving global growth prospects should all
contribute to our earnings per share forecast of $78
for the S&P 500 for the coming year.

• While much of the spread compression associated
with an unwinding of the most acute phase of the

Focus: 2010 Outlook
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changes and critical inflection points for many
variables is still essential for successful investing. It is
with this understanding of the limitations and value
of forecasting that we seek to identify those key
variables that will likely have a material impact on
shaping the outcome of events in 2010.

Casting the Net
The problem is that there is no shortage of events
that could potentially impact the economic outlook
and investment landscape. Compiling a
comprehensive list of all possible drivers is therefore
simply impractical. However, by focusing on a few of
the most critical variables that have the potential to
either validate our market views or undermine them
(i.e., knowing which butterflies to chase with our
nets), we can better understand where the
opportunities and the threats are likely to emerge in
the year ahead. We have therefore provided a brief
list of 15 developments: five that we believe will, five
that we believe may, and five that we believe won’t
take place this year. It is from this list that the
directional course is apt to be set for the economy
and financial markets. But, just as importantly, it is
also from this list that some of the surprises that
invariably shake the macro outlook and financial
balance are likely to emerge.

8
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Gauging the butterfly effect
Keep in mind of course that, despite the best efforts
of the most talented and dedicated professionals,
virtually all forecasts—our own included—are still
likely to land somewhere wide of the mark. We seek
to predict uncertain events, using imprecise tools,
based upon imperfect information. And despite many
of the trappings of a hard science (sophisticated
econometric models to make GDP forecasts, intricate
statistical programs for building efficient investment
portfolios and even thermal diffusion equations to
price options), investing remains at its core a soft
science. This means that the actions taken by many
decision makers across both the public and private
sectors—some rational, some not—will profoundly
influence and potentially materially alter the course of
events within the macro economy and financial
markets. This so-called “butterfly effect”—the notion
that a chain of events could be altered by the mere
flapping of a butterfly’s wings—suggests that all
market forces are dynamic and therefore difficult to
predict.

Does this mean that economic forecasting and the
associated return projections across asset classes are
meaningless exercises? Hardly. While pegging GDP or
CPI forecasts with pinpoint precision may not be
possible, identifying the key variables that are likely to
drive both growth and market returns is absolutely
critical. It may be true that most forecasts are
inaccurate, but the ability to determine the directional

Focus: 2010 Outlook

Figure 9: Credit conditions improving but still tight
US Credit Health Thermometer

Source: Thomson Datastream, UBS WMR, as of 7 December 2009

Figure 10: Rates will remain at historic lows "for an
extended period"
Target Fed Funds Rate

Source: Bloomberg, UBS WMR, as of 7 December 2009
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continued unwinding of safe haven flows and
recovery in the cyclical outlook all support
normalization in financial markets. As we’ve
already noted, the earnings collapse of 2008 has
given way to an earnings recovery for 2010 with
S&P profits expected to rise by 26% this year. This
improvement in the profit picture, coupled with
strong balance sheets at non-financial corporations
and easing of credit conditions, also support
further corporate credit spread compression and
the overall normalization of financial markets.

3. Geopolitical threats will emerge: The world is
still a dangerous place and the prospects for the
emergence of a geopolitical threat from a host of
hotspots around the world remains high. With the
U.S. still engaged in conflicts in the AfPak region
and Iraq, countries such as Iran and North Korea
could look to use these distractions to advance
their own nuclear ambitions. This would invariably
lead to a ratcheting up of global tensions as the
U.S. and its allies would seek ways to prevent the
proliferation of weapons of mass destruction to
despotic regimes. And the potential for trouble
may not be limited to those players. Increased
belligerence on the part of Venezuelan leader
Chavez, mounting friction with China over a host
of issues and the restiveness of Russian leaders
frustrated by their diminished role in the world
could lead to flare-ups as well.

Five things that will happen:

1. Recovery process progresses: Many continue to
underestimate the strength and resiliency of the
economic recovery process. As we’ve already
noted, there are several significant structural
challenges that should act as headwinds to restrain
growth. However, there are also powerful cyclical
forces that we expect will begin to feed into a self-
sustaining expansion. Just as analysts have missed
the inflection point in the earnings cycle and have
been slow to raise their profit projections,
economists also have been a bit too deliberate in
realigning their economic forecasts to reflect the
improving cyclical outlook. With policymakers
committed to retaining an accommodative
monetary stance and a supportive fiscal backdrop,
the prospects for a "double-dip" continue to
wane. While the U.S. is typically the locomotive for
global growth, others will do much of the heavy
lifting this time. The recovery in the non-U.S.
developed world and continued resiliency of
emerging markets should all contribute to the U.S.
recovery process and help prevent a dreaded
double-dip from materializing.

2. Financial markets normalize: Risk premiums
remain elevated and Treasury rates hover near
historically low levels as markets have yet to fully
unwind the effects of the financial crisis. Although
investors remain cautious in recommitting to risk
assets, the gradual ratcheting down of volatility,

Focus: 2010 Outlook
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Figure 11: After adding to economic growth, the fiscal
stimulus package will begin to be a drag on growth
US fiscal stimulus package estimated impact on real GDP growth

Source: Thomson Datastream and UBS WMR, as of 7 December 2009

Figure 12: Benchmark and Current allocation
Percentage of portfolio (moderate risk portfolio)

Source: UBS WMR and Investment Solutions, as of 14 December 2009
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return assets in different countries. This so-called
“carry-trade” is one of the factors that has
contributed to the weaker dollar. However, with
the dollar now looking undervalued against many
currencies, there are some prospects that the carry
trade could unwind, easing pressure on the dollar.
Carry trading tends to suffer when financial
markets get nervous. Keep in mind, however, that
as long as interest rates are lower in the U.S. than
in other markets and financial markets are
reasonably stable, there will be a strong bias to use
the dollar as a funding currency.

3. Commercial real estate may reach crisis levels
The bursting of the bubble in residential real estate
triggered massive losses at U.S. and global financial
institutions and led to the credit crunch that
essentially froze lending of all types. While early-
cycle residential mortgage, home equity and
consumer credit trends have shown signs of
stabilization, late-cycle commercial real estate (CRE)
credit trends continue to deteriorate. Considering
that the size of the CRE market is far smaller than
the residential market, even greater-than-
anticipated losses do not carry the same systemic
implications. That said, unlike residential loans,
commercial loan defaults are predominately
recession-related—not the result of subprime
lending or exotic lending products—and thus a
weaker-than-expected economic recovery could
have contagion effects and spark another “mini”
credit crunch.

4. An additional stimulus package may be
passed: Congress is actively discussing the
prospects for additional stimulus measures. While
it’s unclear what form such a package would take,
the recent focus on job losses suggests that it
could include a mix of proposals aimed at
promoting employment growth. With the
congressional mid-term elections approaching and
the unemployment hovering at the 10% mark, few
elected officials want to return home to campaign
without something to offer anxious voters. This
suggests that the deficit will become an even
bigger challenge going forward. While the Treasury
has thus far been able to fund current borrowing
needs at low cost, the prospects for deficit
financing of yet another stimulus package could

4. Healthcare reform will pass: Healthcare reform
remains contentious, with the Democratic
leadership in the House and Senate trying to
reconcile competing versions of the plan, while
keeping rank and file members in line. Senate
Majority Leader Harry Reid’s proposal to drop the
so-called “public option” from the reform
legislation seems likely to draw enough support
from moderate Democrats and Independents to tip
the scales in favor of passing the plan. So while
the final version of the plan remains a work in
progress, some sort of healthcare reform legislation
is likely to pass by the end of 2010.

5. Taxes will rise: President Obama will unveil his
budget plan in February. One critical element of
this proposal will be efforts to begin reigning in
massive budget shortfalls. While some spending
cuts are apt to be included in the proposal, much
of the initiative to close the gap will come in the
form of higher taxes. Whether this comes as a
result of a new tax reform proposal or the
expiration of the Bush tax cuts through a sunset
provision will impact the timing and composition
of the tax increases - not the directional move.

Five things that may happen:

1. Fed may remain on hold: As we’ve already
noted, Chairman Bernanke made his mark
academically with his research on the Great
Depression. He has frequently warned about the
risk associated with a premature withdrawal of
accommodative monetary policy. So while the Fed
will eventually need to normalize policy by raising
rates, it may opt to defer action until 2011 if
demand conditions remain soft. The exceptionally
wide output gap (difference between potential and
actual growth) suggests that inflation pressures will
remain muted. This could well provide the Fed just
enough air cover to keep rates on hold for the
balance of the year.

2. The dollar carry trade may unwind: Low
borrowing costs in the U.S. and more stable global
market conditions have prompted investors to
borrow in dollars and other low-interest rate
currencies, using the proceeds to invest in higher

Focus: 2010 Outlook
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global central banks will seek to diversify their
reserve assets, there is no other currency that could
supplant the dollar at the present time. Likewise, a
shift toward some alternate form of exchange for
trade such as SDRs (Special Drawing Rights) would
prove cumbersome and potentially disruptive. So
while there isn’t much love for the greenback right
now, it is in no one’s interest to precipitate a dollar
crisis.

3. Democrats will not lose control of Congress:
Democratic losses in governor’s races in Virginia
and New Jersey last November raised the prospects
for a more pronounced shift in the political balance
at the upcoming congressional mid-term elections.
With Barack Obama not on the ballot this time
around, Republicans are aggressively targeting
vulnerable Democrats in this year’s elections. Keep
in mind that the party in power following a
presidential election cycle typically suffers setbacks
during the next mid-term election. If form holds,
then the Democrats stand to suffer significant
losses in the House and more modest setbacks in
the Senate. However, the prospects for the
Democrats actually losing control of either body
are remote. With approximately one-third of the
Senate up for re-election at any time and only 19
of those seats currently in Democratic hands, it is
very unlikely that Republicans could gain control,
even if they retained every seat they currently hold.
(There are actually 37 Senate seats being contested
this time around, due to open seats resulting from
appointments to the Obama administration).
Similarly, while it is mathematically possible for the
Republicans to gain control of the House, it would
require a massive shift in the electorate to
accomplish this. With many Democrats likely to
vote largely along party lines, the GOP would have
to gain almost uniform support among
independents in order to wrest control of House
leadership from the Democrats—an unlikely
prospect. Instead, we expect Democrats to lose
their effective 60-seat supermajority in the Senate,
and suffer significant erosion of power in the
House as well.

4. A trade war will not break out: The recent
dispute over the import of low-cost tires from
China renewed concerns over the likelihood of a

prompt a protest by foreign lenders and a hike in
U.S. borrowing rates.

5. A liquidity-driven bubble in risk assets may
unfold: In 2010, while central banks are likely to
implement exit strategies, their overall stance will
probably remain accommodative. Banks are likely
to become more willing to lend, implying that
liquidity will be redeployed into the economy and
possibly financial markets, rather than lying idly on
banks’ balance sheets. So while we believe that,
up to this point, the rally in risk assets has been
driven by fundamentals, ample liquidity may well
allow the rally to feed on itself. Commodities and
emerging market equities could be the likely
beneficiaries under such circumstances. This
scenario would echo the emergence of the
housing bubble in the early 2000s, which was
driven in large part by the broad availability of
credit at overly attractive terms.

Five things that won’t happen:

1. Inflation will not be a problem: Rising concerns
over a deficit-fueled inflation spike are premature.
Although unsustainable fiscal policy and overly
accommodative monetary policy have historically
been the kindling for inflations in the past, the
dynamics are much different this time around.
Global demand remains soft, while the supply of
goods being produced across the world is ample.
The still-wide output gap in the U.S. suggests that
price pressures will remain subdued—especially in
the labor market where the jobless rate hovers at
about 10%. Keep in mind that wages and salaries
comprise about 70% of finished goods inflation.
So as long as labor market conditions remain slack,
inflation is apt to be subdued as well.

2. The dollar will not collapse: Fears of a broad-
based repudiation of dollar-based assets during
2010 are also overblown. Many holders of dollar-
denominated assets have grown anxious over the
increase in the federal budget deficit and overall
weakening of the greenback. There has been
speculation that the dollar could lose its status as
the primary reserve currency, we believe, as well as
the principal medium of exchange in global trade.
However, both concerns are exaggerated. While
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trade war. Given the massive trade deficit the U.S.
runs—especially with China—there is increased
pressure to
impose tariffs
and trade
restrictions in
order to
protect U.S.
jobs. The
Obama
administration’s
less than
enthusiastic
embrace of
free trade has
likely
contributed to
concerns over a trade conflict. In this month’s
"Washington Watch," UBS’s chief lobbyist in
Washington, John Savercool, noted that the
administration has yet to articulate a
comprehensive trade policy. There also doesn’t
appear to be much momentum in either the White
House or Congress to enact the pending trade
agreements or pursue broader global trade
initiatives through the World Trade Organization.
Still, a lack of support for expansion in free trade
does not mean that the administration is willing to
embark on a trade war. Given the fragile state of
the recovery, the White House is likely to pick its
battles so as not to aggravate trade tensions and
jeopardize the expansion.

5. A municipal credit crisis will not develop: This
recession has caused a sharp contraction in sales
and income taxes (two mainstays of state and local
government revenues) and forced elected leaders
to choose from an unpalatable menu of program
cuts and tax increases to keep their budgets in
balance, as they are required to do by state
constitution or statute. Difficult fiscal conditions
should persist over at least one or two more
budget cycles and, during that time, we expect to
see some erosion of municipal credit quality.
However, payment defaults on investment grade,
government-purpose debt have been very rare over

the past 40 years. This experience reflects the
strength of the legal security for municipal debt
and the critical priority that municipal governments

ascribe to
protecting access
to capital markets.
Despite continuing
fiscal pressure, we
expect that
payment defaults
in this sector will
remain rare. In the
unrated, high-yield
sectors of the
municipal market,
we expect (and
are already seeing)

an uptick in defaults, as we have in prior
recessions, but this is unlikely to trigger a credit
crisis in the investment grade sectors.

Conclusion
As we noted from the outset, there will be no
shortage of challenges in 2010: the economic
recovery process remains fragile; geopolitical threats
abound; trade conflicts could bubble up at any time;
and unprecedented budget deficits threaten the long-
term stability of the U.S. economy. But the year
ahead will also be one of opportunity. Successful
efforts to reflate the economy suggest that risk assets
will continue to provide competitive returns across a
broad range of markets and asset classes. Improving
growth prospects in a developing world left largely
unscathed by the credit crisis suggests that the return
prospects in selective areas will be even better.
Remember, of course, that those returns will hardly
be uniform. Identifying the variables that will drive or
alter the macro outlook will be the critical challenge
in positioning portfolios. In the following pages, we
embrace this challenge and present an in-depth
discussion of multiple topics from Capitol Hill to
commodities—all the while considering the unique
investment concerns of the individual investor.

Michael P. Ryan, CFA
Head, WMR-Americas
mike.ryan@ubs.com

Focus: 2010 Outlook

2010: Five things we believe…

…will happen …may happen …won’t happen

Recovery will continue Fed may remain on hold Inflation will not be a problem

Financial markets 
will normalize

Dollar carry trade may 
unwind

Dollar will not collapse

Geopolitical threats 
will emerge

Commercial real estate 
may hit crisis levels

Democrats will not lose control  
of Congress

Healthcare reform Additional stimulus package 
may be passed

A trade war will not break out

Taxes will rise Liquidity-driven bubble 
may unfold

A municipal credit crisis will not 
develop

will pass
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Second alternative scenario

• Rising commodity prices set an inflationary
process in motion and contribute to choking
the emerging recovery.

• Higher inflation expectations become
entrenched.

• The combination of rising price levels and weak
growth prospects poses significant challenges to
most financial assets.

Stagflation

5%

• Policy measures merely provide a temporary boost
to demand but their effect then fades away before
the self-healing forces in the economy take hold.

• Tighter credit conditions and deflationary forces
take the upper hand leading consumer and
investment demand to plummet once again.

• Falling commodity prices and a rise in excess
capacities lead to deflation expectations,
exacerbating the decline in aggregate demand.

Deflation/double-
dip recession

15%

• The strong policy impulse continues to filter
through the economy and financial system.

• The economy snaps back to its longer-growth
average surprisingly quickly, driven by a surge in
investment spending, inventory build-up and a
recovering consumer.

• Commodity prices rise moderately without
derailing the recovery.

V-Shaped
recovery

20%

• The global economic recovery finds a firmer
footing. Growth remains positive despite a
progressive withdrawal of policy support.

• The recovery is slow and protracted because of
deleveraging pressures on the consumer and
the financial sector.

• The slack in the economy keeps inflation from
picking up.

Moderate
Recovery

60%

In the tables below, we discuss four potential market scenarios for the next 12 months and assign a
probability to each. While a protracted moderate recovery remains our base-case scenario, we
consider a V-shaped recovery as the main alternative scenario, with the double-dip recession scenario
coming in third. This is a change from our previous quarterly publication where we viewed the
double-dip recession as the main contender.

Market Scenarios
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Source: UBS WMR

Base case scenario

Source: UBS WMR

First alternative scenario

Source: UBS WMR

Third alternative scenario



the President’s State of the Union address, which will
be in late January. I believe a final bill will likely mirror
whatever bill is passed in the Senate, which will be
scaled back relative to the House bill. The final bill will
contain significant reforms and provisions, among
them: new underwriting mandates for insurance
companies; a requirement that individuals must
purchase insurance; the creation of a government-
administered exchange to make insurance coverage
available for certain low- and middle-income
individuals; an expansion of Medicaid and a “public”
plan that states will be allowed to utilize under
certain circumstances. Democrats will laud the final
bill as generational reform, while Republicans will
claim they stopped a government takeover of
healthcare by forcing a more moderate bill. In the
mid-term elections next November, voters will decide
which party has the more compelling claim.

MR: Another critical item on the administration’s
legislative agenda has been a bill aimed at reducing
carbon emissions and providing additional support for
so-called “clean and green” energy sources in an
effort to mitigate the effects of climate change.
While this issue appears to have been put on the
back burner amid the push for healthcare legislation,
the United Nations Climate Change Conference in
Copenhagen has rekindled interest in the subject.
However, recent revelations of potential data
manipulation and/or efforts to discourage dissenting
views within the scientific community have also
served to embolden skeptics of climate change
theories—some of whom are members of Congress.
So where does this legislative proposal now stand,
and what prospects do you see for some sort of
climate change legislation passing in 2010?

JS: Momentum for this issue has clearly stalled in
Washington. Senate leaders have said publicly they
are postponing legislative action on a climate change
bill until next spring, but I think the issue will
ultimately be punted into 2011. As the debate on
healthcare has shown this year, major reforms
involving competing interest groups are not easy to
enact, and any climate change legislation will be very
contentious. My sense is that the public has not yet
weighed in on the debate, but will ultimately be

Interview with UBS’s Chief U.S.
Lobbyist John Savercool

As the first year of the Obama presidency draws to a
close, it is a good time to take stock of the successes
and failures of both the new administration and
congress with regard to the handling of a wide range
of issues, including: the economy; the bailout of the
financial sector; the wars in Iraq and Afghanistan; the
healthcare reform plan; climate change legislation;
regulatory overhaul; and global trade. To help sort
this all out, Mike Ryan, Head Wealth Management
Research – Americas, sat down with UBS’s chief
lobbyist in Washington, John Savercool, to review
the critical events of the past year—and even more
importantly, to discuss what lies ahead on the
political landscape for 2010.

MR: John, thank you so much for joining us to
discuss the current political climate in Washington.
Perhaps the best place to begin our conversation is
with the most critical issue on the legislative agenda
at the moment—healthcare reform. Both the Obama
administration and congressional Democratic leaders
made passage of healthcare reform a priority for
2009. But with the year drawing to a close and
Congress heading into the holiday recess, that goal
appears out of reach. How significant do you think
this delay will be in potentially eroding support for
the current version of the bill in both houses? Will
healthcare reform pass then in 2010 and, if it does,
what do you think such a reform plan will end up
looking like?

JS: The passage of a final healthcare reform bill looks
increasingly unlikely this year, but I believe it is likely
the Senate will pass its own healthcare reform bill by
the end of this year. This will set up a process for
House and Senate leaders to reconcile their separate
bills, vote on that final version and send the
legislation to President Obama for his signature early
next year. Democrats have been very anxious to
complete action on healthcare so they can move on
to addressing legislation about jobs and the high
unemployment rate, which public polls suggest are
the most important priorities for voters at this time.
The new target date for Democrats to finalize a bill is

Washington Watch

14



15

Washington Watch

spooked by potential energy cost increases that result
from the legislation. With next year’s elections
looming, I believe Congress will not have the appetite
to take this issue on and will sideline it until 2011.

MR: Switching gears for a moment away from the
legislative agenda, the administration was caught up
in a fairly high profile trade dispute with China over
the export of low-cost tires to the U.S. While the
economic impact of these goods was minimal, the
symbolic importance of the administration getting
involved in this trade dispute is significant. What are
your thoughts on the Obama administration’s
position on free trade, and what impact could this
have on global trade?

JS: The Obama administration has not yet articulated
a comprehensive trade policy. Moreover, there
appears to be no momentum in the White House or
Congress to enact the pending trade agreements
with South Korea and other crucial allies or to pursue
a broader global trade agreement through the World
Trade Organization. I don’t expect trade to be a
significant issue for the Congress and White House
next year either, and it concerns me that there
doesn’t appear to be a real constituency for
expanded trade among policymakers. I don’t think
this problem is unique to the U.S., as countries
generally look inward during tough economic times,
but I believe restrictions in trade and lower trade
volumes will slow the recovery. Ultimately, reduced
trade is not good for any country.

MR: The recession has drawn to a close, but the
recovery process is still a fragile and uneven one. The
administration was able to secure passage of an
enormous fiscal package, as well as a bailout of
institutions ranging from banks to auto companies.
What do you see for 2010 in terms of additional
stimulus measures and further efforts to provide
support to ailing industry sectors?

JS: Congress is laying the foundation right now for a
jobs bill, or a new stimulus plan, or whatever it is
ultimately called. This bill will be designed to create
jobs quickly, but it will also serve to extend certain
benefits for the unemployed that are set to expire
soon. Details of the plan will be fluid between now

and the end of the year, and a final product will be
shaped for consideration in January. I expect it to
include funding for things like infrastructure
improvements on projects ready for construction early
next year, extension of unemployment insurance and
health coverage for the unemployed, aid to states
and other measures. This plan will be very
contentious and is not guaranteed to pass in the
Senate.

Congress and the administration are extending the
TARP (Troubled Asset Relief Program) until next
October by extending its authority and keeping a
portion of unused funds as part of an emergency
fund. Specific industries will be hard-pressed to get
direct relief as policymakers in Washington are
bailout-weary. It is possible that small businesses, at-
risk borrowers and smaller banks could get some
additional funding help.

MR: The fallout from the financial crisis has prompted
calls for a wholesale restructuring of the nation’s
regulatory framework. As our chief lobbyist in
Washington, I’m sure you are involved in many of
these discussions on regulatory reform. What type of
regulatory overhaul do you envision for the financial
services industry and what are the long-term
implications for the competitiveness of U.S.-based
institutions?

JS: The Congress will pass comprehensive financial
services regulatory reform legislation by the end of
the first quarter of next year. Media reports of its
death or weakening are misstated, I believe. The final
bill will contain wide-ranging reforms and will have a
significant impact on the operation of all financial
institutions, particularly the largest ones. I believe the
biggest institutions have watched this debate in the
Congress unfold over the last year and are no longer
surprised by the vast support in Congress to enact
new regulatory reforms. The final bill will contain
hundreds of provisions, but at its core will be: the
creation of a new systemic risk regulator to oversee
the largest institutions; establishment of a new
resolution authority to unwind certain distressed
institutions; new registration rules for certain hedge
funds; new transparency, clearing and settlement
requirements for OTC derivatives; new fiduciary

Washington Watch
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requirements for investment advisors and broker-
dealers; and new executive compensation restrictions.
One especially contentious issue—the proposed
creation of a Consumer Financial Protection Agency
designed to enhance consumer protections—will
continue to generate the most debate and face fierce
resistance in the Senate.

MR: The President just recently acted on a request by
senior military leaders for additional troops in
Afghanistan. While the process was a bit drawn out,
the administration pretty much gave the military what
they wanted in the end by committing another
30,000 troops to the war against the insurgents. This
has been greeted with a certain level of hostility
within the Democratic Party. Does this threaten the
solidarity of the party, and will it make it more
difficult for President Obama to garner support for his
key priorities within Congress?

JS: I believe that Democratic lawmakers unhappy
with the President’s new policy in Afghanistan will
continue to voice their concerns and this will be an
ongoing story throughout 2010. However, the plan
outlined by the President on December 1 will not be
meaningfully revised by any congressional action this
or next year. Unhappy Democrats will find other
issues to work with President Obama on, and I don’t
believe this division on the Afghanistan policy will
undermine the President’s broader agenda in a
significant way. It may be an annoyance to one or
both sides, but both sides know that their election
fates in 2010 and 2012 are tied to each other, so
there will still be more unity than division in their
work together.

MR: The budget deficit for the 2009 fiscal year
swelled to $1.5 trillion dollars—about 12% of GDP.
Not only is this the largest U.S. deficit historically in
dollar terms, but it also represents the largest budget
shortfall relative to GDP since World War II. President
Obama has stated publically that fiscal reform will be
yet another emerging priority for the administration.
However, with the federal government expanding its
footprint at such a rapid rate, that would entail some
pretty radical policy changes. What sort of measures
do you see being employed to reduce the growth in
the deficit? With the Bush tax cuts scheduled to

begin expiring this year, what do you see happening
with regard to tax reform as well?

JS: Which party can best be counted on to reduce
our annual budget deficit and restore fiscal discipline
to policymaking will be hotly debated over the next
year, in part because independent voters care so
much about the issue. This growing body of voters
has been key in determining the outcomes of recent
presidential elections, and both parties believe that
getting a majority of these voters is essential to their
success. I expect President Obama to identify deficit
reduction as his next major policy goal in next
month's State of the Union address. He will claim
that his 2011 budget for the government will be
austere and contain many spending cuts and freezes,
all in part to tame the deficit. He will likely identify a
few federal programs that will be eliminated or
reduced as part of this budget. Congressional
Republicans will outline plans to offer their own
spending reductions. The reality is that neither party
has paid enough attention to fighting deficits, and
the public is skeptical that they can balance the
government’s books.

The Bush tax cuts will expire in 2010, and higher
marginal tax rates for all, as well as capital gains and
dividends taxes, are scheduled to be reinstated to
their former higher levels in 2011. I believe the
Democratic Congress and President Obama will
partner next year to pass legislation extending the
lower levels for lower- and middle-income taxpayers,
but not permit the extensions for higher-income
individuals making over $200,000 per year, or families
making over $250,000. These wealthier taxpayers will
also likely face a 20% tax on capital gains and
dividends in 2011. However, other proposals to raise
taxes on higher-income individuals cannot be ruled
out. The current House and Senate health care bills
contain surtaxes on higher income levels, while other
proposals to raise the cap on income taxed for Social
Security and limits on charitable deductions for
individuals at higher incomes will continue to be in
play. Next year will be one of significant debate on
individual tax policy, although changes won’t go into
effect until 2011.

Washington Watch
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MR: The President’s approval rating has been
dropping fairly steadily and now stands below the
50% level. What’s more, Republicans were able to
recapture the governorship in New Jersey and
Virginia. What does this mean for the upcoming
Congressional mid-term elections, and what are the
prospects for the Democrats potentially losing both
their 60-seat majority in the Senate and control of
the House of Representatives?

JS: While the polls are interesting and represent a
snapshot of voter sentiment at that time, keep in
mind that Ronald Reagan had an even lower approval
rating after one year in office, and he easily won re-
election and cleared most of his legislative agenda
through Congress. Jimmy Carter and George H.W.
Bush polled well over 60% after their first year, and
both subsequently lost their re-election bids.
Nonetheless, the polls currently show some voter
support moving away from President Obama, and
Republican prospects for the 2010 mid-term elections
appear to be good at this time. Republicans could
win the majority back in the House, but I think this is
unlikely to happen. More likely, a Republican gain of
25 seats in the House and 3 in the Senate is possible.
Bill Clinton likely saved his re-election chances after
the 1994 mid-term election results, when Republicans
regained a majority in the House, because it forced
him to govern more from the political center in the
following years. President Obama may be in the same
position after next year’s elections. If so, the big
question will be whether he can or will want to move
to the political center as a result of the narrowed
Democratic majority in Congress.

MR: John, we have covered most of the hot-button
issues for the year ahead. But are there any other
areas you think that we will need to focus our
attention on in 2010? What do you think some of
the surprises might be on the political scene?

JS: Unexpected events or developments always shape
the political and policy agenda in ways that are
profound. Who could have predicted Hurricane
Katrina and its consequences that made President
Bush less relevant in his second term? Things will
happen between now and next November and then

2012 that will shape the Obama Presidency in ways
that we cannot now predict, and how the President
deals with them will help determine his political
future. One policy development that I expect to be an
election-year issue in 2010 is immigration reform.
Congress will at least consider an immigration bill,
and this will generate passion at all points along the
political spectrum that will feed into election-year
sentiment.

MR: John we’d like to thank you once again for
joining us. As always, your perspective on the political
scene in Washington is both insightful and thought-
provoking. We appreciate your taking the time out to
share your thoughts with us.

Mike Ryan, CFA
Head WMR Americas
mike.ryan@ubs.com

Katherine Klingensmith
Strategist
katherine.klingensmith@ubs.com
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Sustainable expansion ahead

Most of the signs needed to signal a sustainable U.S.
expansion are already in the rearview mirror. However,
we continue to expect a moderate recovery, implying
subdued inflation and a gradual return to restrictive
monetary policy.

From vicious to virtuous cycle
US production has been expanding for several months
now, as it picked up with the rebound in final demand
and even as businesses continue to liquidate inventories at
a rapid pace. The recovery in final demand, especially in
consumption, still has to assert itself. It has been
encouraging to see consumer sentiment indexes remain
at levels that are consistent with 1-2% real consumption
growth. An important building block of a virtuous growth
cycle, however, has yet to be put firmly in place. Labor
market conditions are not as bad as they were in early
2009, but until net hiring doesn’t resume the US
consumer is at risk of relapsing. In our view, employment
growth will turn positive in 2Q10 and as a consequence it
will stabilize real wage growth, a necessary condition to
sustain positive consumer spending growth. With
businesses already increasing their production and with
labor productivity growth soaring as of late, companies on
aggregate will very likely have to hire more workers in the
near future even if final demand expands only moderately.

Sustainable but sub-par recovery
We have grown more optimistic on the sustainability of a
near-potential growth rate in 2010. In October, we raised

our 2010 real GDP forecast from 2.2% to 2.6%, with
growth hovering around 2.75% q/q annualized each
quarter of 2010. Thus, our prior fear of a visible growth
moderation throughout 2010 has taken a back seat. First,
we raised our consumption growth forecast to reflect a
pretty flat instead of a rising savings rate. The recent
gyrations of the savings rate suggest that U.S. households
have probably done most of the adjustments needed
regarding their savings behavior. If so, real consumption
will likely rise in tandem with real disposable income,
which we expect to grow moderately. Second, while we
are acutely aware of the need for the government to put
its fiscal house back in order, we doubt that government
spending will turn negative at any point in 2010.
Therefore, we now expect a moderation in government
spending, rather than an outright drag.

Navigating treacherous liquidity
Given the huge amount of resource slack that has been
exposed after the deep recession, the Fed will be able to
gradually turn more restrictive given two conditions. First,
banks do not decide to lend out their excess reserves
aggressively. Second, inflation expectations remain well
anchored. While we believe that these two conditions will
be given, they are far from a foregone conclusion. Bank
excess reserves of about USD 850bn can quickly turn into
several trillion USD in credit if banks decide to lend them
out. Second, inflation expectations can spiral higher and
lead to actual inflation if the public loses its faith in the
Fed’s inflation-fighting ability. Under the assumption that
the two conditions will be met, the Fed will likely be able
to shrink its balance sheet and raise its fed funds rate
target to 1% by year-end 2010.

Figure 1: Cyclical recovery, then growth moderation
US real GDP growth

Source: Thomson Datastream and UBS WMR, as of 4 December 2009
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Figure 2: Marked core CPI disinflation through 2010
US inflation

Source: Thomson Datastream and UBS WMR, as of 4 December 2009
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Unbalanced global economic landscape

Looking at the 2010 economic outlook, we see a world
that is out of balance and divide the global economy into
three groups: sluggish, reenergized, and dynamic.

Sluggish deleveraging countries
Led by the U.S., the U.K., Spain and Ireland are in a similar
position. While we expect a sustainable recovery, it will
likely fall short of the vigorous growth one could expect
after a deep recession. The main brake on growth is
exerted from financial institutions’ and households’
deleveraging of their balance sheets. As these sectors cut
their debt, the supply and demand of credit, and thus,
economic activity is hamstrung. As a result, the
unemployment rate will likely continue to rise in early
2010 and stay elevated. This puts added stress on
consumer demand as labor income growth will likely be
lackluster. As long as monetary and fiscal policy stays
accommodative as we expect, we are not worried about a
double-dip recession. However, unforeseen adverse shocks
or a policy error could weaken these fragile economies.

Reenergized, export-oriented developed countries
Despite recessions at least as deep as in deleveraging
countries, the unemployment rate increase in most of
Europe (sans Spain and Ireland) was muted. Subsidized
part-time work and costly labor market frictions explain

construction sector crash nor are their financial sectors
nearly as key to their overall economies as it is in the U.K.
and the U.S.

We expect Japan to achieve positive economic growth in

2010, but a full recovery may take a while. The labor
market is weak, and wages are falling sharply as
businesses try to cut costs. Deflationary pressures remain
intense with consumers trying to stretch their shrinking
paychecks. And while fiscal stimulus measures have been
critical to supporting the economy, the boost from
government spending may have already peaked.

Although we forecast lower economic growth for the
Eurozone and Japan than for the U.S., it is likely to be
more broadly distributed, particularly in the form of
private consumption and corporate investment activity.
Exports should also be quite solid in sectors that are
exposed to emerging markets. However, European export-
oriented companies will need to exhibit some degree of
pricing power to withstand further euro appreciation.

Dynamic emerging markets and commodity
producers
Strong economic growth in China during 1Q09 was
shocking given the proximity of the financial crisis. This
was followed by rebounds in South Korea, Australia and
Norway. Clearly, the Asia-Pacific region and commodity
producers are profiting from the Chinese boom.

But China and Southeast Asia are too small to carry the
global economy on their shoulders like the U.S. did in
recent years. Also, the growth in emerging market
countries is more commodity-intensive than in the
developed economies, which might put upward pressure
on energy prices and be a drag on final consumer
demand in advanced economies.

Thomas Berner, CFA
Economist
thomas.berner@ubs.com

Figure 3: Real activity contraction is abating
Global real activity

Source: Bloomberg, UBS WMR, as of 4 December 2009
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Figure 4: Disinflation is apparent in key economies
Global Inflation

Source: Bloomberg, UBS WMR, as of 4 December 2009
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Figure 6: House prices show tentative signs of
bottoming
Us house prices, %

Source: Thomson Datastream and UBS WMR, as of 4 December 2009

Figure 8: Net wealth erosion has stopped but still
speaks for further upward pressure on savings rate
US household savings rate, in % of disposable income

Source: Thomson Datastream and UBS WMR, as of 4 December 2009
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Figure 10: The government fix has ripped a hole into
government coffers
US federal budget balance, in % of GDP

Source: Thomson Datastream and UBS WMR, as of 4 December 2009
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Figure 5: Housing construction is bottoming out, but
inventory remains excessive
US housing market

Source: Thomson Datastream and UBS WMR, as of 4 December 2009

Figure 7: Credit health has improved dramatically, but
is still far from normal
US credit health and real activity

Source: Thomson Datastream and UBS WMR, as of 4 December 2009

Figure 9: Money supply has to grow by more to offset
tight credit conditions
US money supply, USD billion

Source: Thomson Datastream and UBS WMR, as of 4 December 2009
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Figure 2: International Equity Markets
Total return in USD and %

Source: Bloomberg, UBS WMR, as of 8 December 2009
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Figure 4: US Equity Markets
Total return in USD and %

Source: Bloomberg, UBS WMR, as of 8 December 2009
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Figure 6: Currency, appreciation vs. US dollar

Source: Bloomberg, UBS WMR, as of 8 December 2009
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Figure 1: Asset Classes
Total return in USD and %

Source: Bloomberg, UBS WMR, as of 8 December 2009
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Figure 3: International Fixed Income Markets
Total return in USD and %

Source: Bloomberg, UBS WMR, as of 8 December 2009
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Figure 5: US Fixed Income
Total return in USD and %

Source: Bloomberg, UBS WMR, as of 8 December 2009
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Figure 3: Asset class scorecard
Scores range from -3 (very unattractive) to +3 (very attractive)

Source: UBS WMR, as of 14 December 2009

Figure 1: Asset class preferences
Tactical deviations from benchmark

Source: UBS WMR, as of 14 December 2009

Figure 2: Asset class and regional preferences
Tactical deviations from benchmark

Source: UBS WMR, as of 14 December 2009

Risk assets can still outperform in 2010

After experiencing a remarkable rebound in 2009,
risk assets are set to continue to outperform in 2010,
though at a much more moderate rate. In our view,
undemanding valuations, combined with a cyclical
recovery, which now appears sustainable, should
create a supportive environment for equities and
commodities.

Equity rally maturing but not over
Equity markets pulled off an impressive rebound during
2009, as the shock of the financial crisis faded from view,
risk aversion declined and economic fundamentals
started strengthening again. We expect economic activity,
business sentiment and corporate profits to continue to
firm during the first half of 2010. Although the
improvement in the economic backdrop has already been
reflected in financial markets to a large extent, such an
environment continues to favor a moderately pro-cyclical
stance, in our view.

Relying on our three-pronged framework to evaluate
equity markets (see fig. 3), we consider that:

• Equity valuations are undemanding. Across an array of
different valuation metrics, we believe that equities are
somewhat undervalued to fairly valued (at worst). The
equity risk premium is still abnormally high and price-
earnings ratios are still below their longer-term
averages (see fig. 4). Moreover, as of this writing, our
proprietary dividend-discount model suggests that
global equities offer an upside to fair value of about 5-
6% (in addition to the long-term expected return on
equities).

• The cyclical backdrop remains supportive. Though we
only expect a moderate recovery, we hold a sufficient
level of conviction that the recovery is underway to
expect a positive impact on risk assets (see fig. 5).

• We do not see signs of speculative overindulgence.
Investor confidence remains muted and we are
therefore unlikely to see sharp declines in market
sentiment. To the contrary, further signs of a firming
recovery could potentially lead to a further
improvement in investor sentiment.

Asset Classes
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Valuation Cyclical Timing

Global Equities 0 1 0

Commodities -1 2 0

Fixed Income -1 -1 0
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Beware of policy support removal
A critical element of the recession-fighting effort was the
massive fiscal stimulus measures and ultra-loose
monetary policy throughout the world. Accordingly, a key
question for 2010 is how the removal of these policy
measures will affect equity markets.

Speculation about central bank rate hikes and the
removal of accommodative monetary and fiscal policy
will likely trigger spells of heightened equity market
volatility. Equities tend to perform well in the lead-up to
the first Fed rate hike, struggle in the months thereafter
and then resume their ascent once the market adjusts to
the new monetary policy regime and realizes the
economic recovery is self-sustaining. Thomas Berner, our
U.S. economist, expects the Fed to first hike during the
summer. Therefore, a more defensive stance might
become appropriate toward the middle of the year.
However, historical experience shows that any equity
market weakness at this stage of the cycle is usually
temporary.

In sum, while we recommend entering 2010 with a
moderate pro-cyclical bias across asset classes, we
acknowledge that the year ahead will offer the potential
to undertake greater and more frequent tactical portfolio
shifts than the directional market we have witnessed
since March.

Unattractive return potential in bonds and cash
Our preference for risk assets arises in part from a lack of

Figure 4: Equities still offer better value than bonds
Equity Risk Premium (Earnings yield minue real bond yield)

Source: Reuters EcoWin, UBS WMR, as of 9 December 2009

Figure 5: Typical pattern around market bottoms

Source: Datastream, Bloomberg, UBS WMR,as of 9 December 2009
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alternatives. The money market, with its near-zero
interest rate, hardly makes cash an attractive option. Nor
do fixed income markets appear particularly appealing.
Government bond yields continue to hover around
depressed levels that are unlikely to be sustained for very
long. Rising yields could easily generate near-zero to
somewhat negative returns on High Grade bonds.

Positive outlook for commodities
The revival in global economic activity is gaining
momentum, leading us to expect commodity prices to
trend higher in 2010. Many commodity prices are highly
sensitive, not only to current demand but also to
expectations of future economic growth. We expect
growing global consumer and industrial demand to
continue supporting commodity prices. Until now, the
recovery in commodities was driven by emerging
economies, primarily China. We think demand increases
going forward will also come from other regions, both
developing and developed (see figure 8).

Additionally, we expect the U.S. dollar to remain
under pressure; as commodities are priced in U.S.
dollars, this will provide additional support for
commodity prices, in our view. Keep in mind that
while higher commodity prices and dollar weakness
have been linked, commodity prices have risen in
other currencies as well.

Stephen Freedman, PhD, CFA
Strategist
stephen.freedman@ubs.com



Asset Class tactical Comment
view1

US Equity – US equities are less attractive than international markets, based both on equity
fundamentals and on prospects for a weaking dollar.

Non-US Developed Equities + International equities, especially in Europe are still very attractively valued.

Emerging Market Equities + Emerging market equities are no longer cheap but should continue to benefit from the
growth recovery in the underlying economies

US Fixed Income – – Expensive and likely to come under pressureas economic conditions normalize.

Non-US Fixed Income n We expect continued dollar weakness and therefore prefer non-dollar to dollar bonds.

Cash (USD) – Unattractive cash returns due to exceptionally low policy interest rates.

Commodities + We believe that the cyclical recovery should prove supportive for commodities during the
next 12 months.

1 Please see Scale for Investment Strategy in the Appendix for an explanation.

24

Asset Classes: Chartbook

Figure 7: More S&P upside given size of decline
Decline and subsequent rise, S&P 500 cycles since 1928

Source: Bloomberg, UBS WMR, as of 9 December 2009
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Figure 9: Commodity rally not just a dollar effect
WTI crude oil price, in USD and EUR, rebased (1 Jan. 2009=100)

Source: Bloomberg, UBS WMR, as of 9 December 2009
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Figure 6: Economic cycle remains supportive of
equities

Source: UBS WMR, as of 14 December 2009

Figure 8: Global Recovery supports commodities
Commodity returns and Global GDP

Source: IMF, Bloomberg, UBS WMR, as of 9 December 2009
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carry trading be unwound. We therefore expect carry
trading to drive currencies in 2010, but we also expect it
to push many currencies away from fair valuations.

Emerging markets and commodity currencies
We expect that many emerging market currencies will
appreciate, including managed currencies such as the
Chinese yuan. While some emerging market currencies
have already skyrocketed, others that are more controlled
by the government could be allowed to appreciate in
2010. Investing in emerging market currencies is risky due
to low liquidity and potential economic and political
events, but we see opportunities. Additionally, we believe
currencies of those countries that export commodities—
especially the Canadian, Australian and New Zealand
dollars, as well as the Norwegian krone—are attractive.
These currencies have already appreciated sharply against
the U.S. dollar, and we generally expect them to stay
strong. Here, too, we expect that we will find limits to
their appreciation in 2010, as they are already expensive.

The euro remains attractive among the G10
Although Europe has its troubles, and the euro has
already appreciated, we expect it will continue to gain.
Domestic demand in Europe is improving, and it does not
find itself as heavily indebted—particularly to foreigners—
as the U.S., U.K. or Japan. We expect that as market
conditions improve, the Japanese yen will come under
renewed pressure, as Japan has a very high government
debt level and will likely continue to have very low interest
rates. Finally, we are cautious about the British pound.
While the worst looks to have passed for the U.K., its
economy remains decimated by exposure to the financial
sector. The government is deep in debt and, like the U.S.,
must go abroad to obtain financing.

Tilt fixed income portfolios toward Eurozone and
commodity producers
The structural challenges that the dollar is facing have
been and remain an important reason why we continue
to recommend that investors tilt their fixed income
exposure away from U.S. bonds toward foreign bonds.
We see better opportunities in the Eurozone and in bond
markets of commodity-producing countries. At the same
time, the potential for a weaker Japanese yen suggests
avoiding that market.

Katherine Klingensmith
Strategist
katherine.klingensmith@ubs.com

The dollar to weaken further but not
collapse

The U.S. dollar lost more than 15 percent on a trade-
weighted basis since its early 2009 peak and is now
threatening to test its early 2008 lows. We have loudly
warned about the problems in the U.S. economy that
have provoked such weakness, and we expect that the
dollar will continue to lose value; however, we do not
expect the dollar to collapse. We outline below the main
trends we expect to see in currency markets in 2010:
some further dollar weakness, carry trading and strength
in commodity and emerging market currencies.

The dollar faces many challenges
The dollar has already weakened dramatically against
many currencies, as U.S. and global investors leave the
relative safety of U.S. investments and increase their
exposure to emerging markets or commodity-rich
countries. Additionally, the large foreign financing needs
of the U.S. Treasury leave the dollar vulnerable. With this
said, we do not expect a collapse. Foreign exchange is
always relative; many countries are already facing strong
currencies versus the dollar at a time when they are
struggling to emerge from recession. Very strong
currencies will either slow the recovery or be countered
through central bank market interventions. The U.S. dollar
is still the dominant reserve currency and widely held by
private and official investors; we would expect official
support of the dollar if the currency falls precipitously.

A new carry trade emerged in 2009
Carry trading refers to investors taking out a loan in a
currency with low interest rates to invest in a currency
with higher rates. As long as currencies are stable or the
investment currency appreciates vis-à-vis the borrowed
currency, the investor reaps the interest rate differential.
Carry trading was a dominant theme until 2008, when
such trades were brusquely reversed. As markets are
calmer and some central banks are hiking rates, carry
trades are now resuming. This time around, the dollar is
being used as a funding currency as interest rates in the
U.S. are extremely low, similar to the traditional carry
funding currencies of the Japanese yen and Swiss franc.
The result is a weaker dollar. Only once the Fed begins to
aggressively hike interest rates—which we do not foresee
in 2010—or there is a spike in fear in the market, will

Foreign Exchange& International Fixed Income
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Emerging market equities have benefited
disproportionately from the sharp fall in risk aversion,
leading to strong outperformance during 2009. We
believe that solid economic growth and an improving
risk appetite will continue to support emerging
market equities. Most major emerging market
economies, especially in Asia, escaped the financial
crisis relatively unscathed and will likely continue to
outpace economic growth in the developed world.
We expect this to translate into faster earnings
growth and ultimately higher equity market returns.

U.S. and Japan challenged by valuations and
currency prospects
U.S. equity valuations are not overly compelling when
compared to other regional markets (see figure 7). As
has been the case throughout the last year, our
concern about further dollar weakening is yet
another reason why we suggest tilting portfolios
away from the U.S. market.

We believe that Japanese equities are unattractive.
Their valuation is demanding, the economic recovery
remains tepid, and the economy is still plagued by
structural weaknesses. Finally, ongoing strength in the
Japanese yen is hurting the profitability of Japanese
exporters. Moreover, as we expect the yen to correct,
returns on yen investments are likely to be muted.

Stephen Freedman, PhD, CFA
Stategist
stephen.freedman@ubs.com

International equity markets

Since January 2009, investors who tilted their equity
portfolio away from the U.S. stock market toward
foreign equity markets were well-rewarded. At the
dawn of the new year, we believe that such
positioning is still in order. Our preferred regions
remain the Eurozone and emerging markets.

2009: Emerging markets tops, Japan flops
While the U.S. market generated a total return of
25% in 2009, non-U.S. equities returned 40%,in
dollar terms. The main contributors were emerging
markets with a performance in excess of 70%. The
Eurozone and the U.K. performed in the 30-40%
while Japan posted a meager 10% return. Aside from
emerging markets, the outperformance of foreign
stocks can be attributed, for the most part, to
currency movements. In local currency, non-U.S.
stocks only outperformed the U.S. market by 3%.

Eurozone and emerging markets with best
potential
We enter the year with a clear preference for
European and emerging market equities. We believe
Eurozone equities remain attractively valued (see fig.
7). In addition, the improving prospects for an
investment- and export-led economic recovery bode
well for the earnings trend. While U.K. stocks are
cheaply valued as well, we view them as less
attractive than their Eurozone counterparts, as the
British economy is more severely challenged than the
European continent.

International Equities

Figure 1: Fixed Income Regions
Tactical Deviations from Benchmark

Source: UBS WMR, as of 14 December 2009

Figure 2: Equity Regions
Tactical Deviations from Benchmark

Source: UBS WMR, as of 14 December 2009
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Figure 7: Equity valuations favor European markets
Price-Earning ratios based on 12-month forward consensus earnings

Source: IBES, UBS WMR, as of 9 December 2009

Figure 8: Structural growth expectations remain
contained
Long-term consensus earnings growth expectations

Source: IBES, UBS WMR, as of 9 December 2009
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Figure 3: Public Debt burdens the dollar

Source: Bloomberg, UBS WMR, as of 9 December 2009

Figure 4: Market normalization has hurt the dollar
Carry trade index, S&P 500 and trade-weighted dollar

Source: Bloomberg, UBS WMR, as of 9 December 2009
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Figure 5: Shorting the dollar no longer a crowded
trade
USD net long speculative futures positions as % of open interest

Source: CFTC, Bloomberg, UBS WMR, as of 9 December 2009

Figure 6: Foreign stock outperformance due mainly to
currency
USD-based and local currency total return, 2009 year-to-date

Source: Bloomberg, UBS WMR, as of 9 December 2009
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Figure 1: Global and commodity bias - Tech best
positioned
US sector allocation, deviation from the benchmark

Source: Bloomberg and UBS WMR, as of 14 December 2009
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Figure 2: Market rebound drives cyclical sector
outperformance
Total return year to date.

Source: Bloomberg and UBS WMR, as of 7 December 2009

Sector strategy—fundamentals matter
again in 2010

In 2009, U.S. sector performance was dominated by
the “recovery trade.” Those economically sensitive
sectors that declined the most in the late 2008 and
early 2009 equity market freefall reversed course and
were the best-performing sectors off the March lows.
As we enter the New Year, sector strategy will likely
involve more than simply a macro call favoring cyclical
over defensive sectors and we look for sector-specific
fundamentals to matter once again in 2010.

2009 review: market rebound drives cyclical
sector outperformance
After falling 25% during the first 10 weeks of the
year, the S&P 500 staged a remarkable comeback
and, as of this writing, is up 22% year-to-date.
Examining year-to-date returns, three sectors
dominated the market: Information Technology,
Materials and Consumer Discretionary. Only these
three cyclical sectors managed to outperform the
broad market index, while the defensive, higher-
yielding Utilities and Telecommunication Services
significantly lagged (Figure 2). As it became
increasingly evident that another Great Depression
would be avoided and the economy would instead
“only” face a deep recession, equity markets rallied
sharply in percentage terms off the panic March lows.
During this recovery phase—as systemic risks eased,
economic conditions improved and stocks continued

US Equities: Sectors

28

0%

S&P 500
Tech

Materials
Cons Disc
Industrials

Health Care
Financial

Cons Stap
Energy

Utilities
Telecom

10% 20% 30% 40% 50% 60%
underweight neutral overweight

to climb—sector strategy was driven purely by macro
factors. As indicators continued to confirm that the
economy was emerging from recession during the
second half of the year, the performance of cyclical
sectors far surpassed that of defensive sectors.

2010: staying pro-cyclical for now, but taking
some gas off the pedal
Looking ahead to 2010, we retain our pro-cyclical
bias in our sector strategy but we reduce the
magnitude of the tilt. As we show in Figure 3, while
cyclicals have posted dramatic outperformance over
defensive sectors off the March lows, they have
recouped just 65% of their prior period
underperformance, implying that these economically
sensitive sectors may have more upside potential as
economic conditions stabilize. Additionally, not only
do cyclical sectors tend to outperform sharply in the
latter stages of recessions, but history suggests that,
on average, cyclicals generally post stronger 12-
month performance following the end of recessions
as well (Figure 4).

Technology, Materials, Energy, Consumer Staples
our top picks for 2010
We anticipate that stronger relative economic growth
in emerging economies combined with continued
pressure on the U.S. dollar will help drive
outperformance for Technology, Materials, Energy
and Consumer Staples. These “globally oriented”
sectors all have material exposure to developing



Materials (maintain moderate overweight +100 bps):
Similar to the Energy sector, Materials are highly
geared toward emerging market growth. Improving
leading economic indicators and the continued slide
in the dollar should also help drive relative
outperformance versus the market. On average,
Materials has the highest 12-month performance
following past U.S. recessions (See figure 4).

Consumer Staples (maintain moderate overweight
+100 bps): Inexpensive relative valuations and strong
exposure to an increasingly important emerging
market consumer drives our positive view. We prefer
the more globally oriented Household and Personal
Products and the Food, Beverage and Tobacco
industry groups.

Industrials (downgrade to neutral from moderate
overweight): Industrials should continue to benefit
from an improving global economy but selected
large-cap sector index constituents are significantly
tilted toward late-cycle operations (i.e., profit growth
in these segments typically lags the turn in the
economic cycle). After its strong recent gains, we
downgrade the early-cycle Transportation industry
group to neutral.

markets and a high percentage of sales generated
outside the U.S. Our sector underweights—Telecom,
Utilities and Consumer Discretionary—all have below-
average foreign sales exposure and challenging
fundamental outlooks.

Below, we discuss our current sector strategy,
including any changes as of this report, for each of
the 10 S&P 500 sectors.

Technology (maintain overweight +200 bps):
Technology continues to be our top sector pick
heading into 2010. Enterprise spending is likely to
rebound driven by a personal computer and server
refresh cycle and greater spending on increasing
network capacity. Valuation remains attractive and
earnings expectations appear conservative. We favor
the IT Hardware and Software industry groups and
remain cautious on Semiconductors.

Energy (maintain moderate overweight +100 bps):
We have a constructive view on oil prices over the
next 12 months and our commodity team targets oil
to touch $90 per barrel in the first half of next year
and average $85 per barrel for the year. The natural
gas outlook is less optimistic given tepid domestic
demand and ample supply. We favor oil over natural
gas producers.

US Equities: Sectors
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Figure 3: Cyclicals have "only" recouped 65% of their
previous underperformance
Price performance - cyclicals relative to defensive sectors, index to 100

Source: Thomson Financial and UBS WMR, as of 7 December 2009

Figure 4: Cyclicals typically outperform 12-months
post-recessions
Sector rank, 12 month performance following end of recessions, since 1973

Source: Thomson Financial and UBS WMR, as of 7 December 2009

All Recessions All Recessions ex-01
12 month perf after 
end of recessions*

Materials 1 1 23%
Consumer
Disc

2 2 22%

Industrials 4 3 18%
Financials 3 4 16%
Technology 7 5 13%
Consumer 
Staples

5 6 10%

Utilities 9 7 10%
Energy 6 8 9%
HealthCare 8 9 9%
Telecom 10 10 6%
S&P 500 14%

*ex-2001



Financials (downgrade to neutral from moderate
overweight): We downgrade Insurance to neutral and
maintain our moderate overweight in Diversified
Financials, our neutral on Banks and our moderate
underweight on REITs. A moderate economic recovery
should lead to an increase in capital market activity
and an improvement in credit trends for Diversified
Financials. We see limited downside for Insurers but
downgrade to neutral; catalysts appear few and
valuations fair.

Healthcare (upgrade to neutral from underweight):
Legislative reform continues to create significant
uncertainties for the Healthcare sector. Our sector
underweight since March was largely a function of: 1)
weak sector fundamentals; 2) an expected sector
rotation into cyclicals; and 3) a growing uncertainty
regarding potential reform. Sector fundamentals
remain challenging but valuations now more
accurately reflect this outlook. Given low expectations
and the more balanced risks surrounding the market
reaction to potential reform legislation, we upgrade
the sector to neutral.

Consumer Discretionary (downgrade to moderate
underweight): While the domestic economy is
improving, high unemployment and structural
consumer deleveraging should constrain U.S.
consumer spending. After such strong performance in
2009, valuations appear somewhat stretched. We
continue to favor Media, which has greater exposure
to business rather than consumer spending. We
downgrade Retailing and Consumer Durables to
moderate underweight.

US Equities: Sectors
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Utilities (upgrade to underweight from strong
underweight): Weak natural gas prices and rising
interest rates in 2010 remain a significant headwind,
but our more balanced overall U.S. sector strategy
allocation leads us to modestly upgrade (but remain
underweight) Utilities.

Telecommunication Services (maintain strong
underweight): Deteriorating wireline operations and
pricing pressure in wireless should continue to weigh
on the defensive, large-cap integrated telecom service
providers.

Jeremy Zirin, CFA
Strategist
jeremy.zirin@ubs.com

David Lefkowitz, CFA
Strategist
david.lefkowitz@ubs.com

Joe Sawe
Associate Strategist
joseph-anthony.sawe@ubs.com



Figure 5: Favor large-caps
Size, style, and REITs recommended allocation, deviation from benchmark

Source: Bloomberg and UBS WMR, as of 7 December 2009
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US Equities: Size& Style, REITs

Fundamentals favor large-cap growth

Since the market lows in March, the segments of the
equity market that were the worst performers during the
financial market crisis (e.g., small-caps, Financials) were
also the strongest gainers emerging from the trough.
With fewer market dislocations now evident,
performance drivers in 2010 will likely be driven by
fundamental factors instead of simply recovery gains off
depressed levels. In such an environment, we favor large-
caps over small-caps and growth over value.

2009: Small-caps lag despite stronger recovery
phase
The year 2009 was an interesting one for the dynamic
between large-caps and small-caps (Figure 6). Not
surprisingly, large-caps outperformed small-caps through
early March as both equity indexes rapidly declined—but
the riskier small-caps more so. Also keep in mind that
small-caps are far more dependent on bank financing
and the high yield debt market, so the seizing up of
credit markets earlier this year negatively impacted small-
caps relative to large-caps. Subsequently, as markets
rallied off their March lows, credit spreads sharply
narrowed from their extremely wide levels (particularly
high yield credit spreads), and extreme market
dislocations began to ease, with small-caps benefiting
more than large-caps over the ensuing six months.

More recently, however, the tide has turned once again
and, despite mounting evidence of a cyclical economic

recovery, large-cap stocks have outperformed thus far
during the fourth quarter—the first episode of sustained
large-cap outperformance since the March bottom. For
the year in aggregate, large-caps have modestly
outperformed small-caps.

2010: Large-caps best positioned
Several fundamental factors suggest that, while the
relative performance between large and small may be
choppy in 2010, large-cap stocks are fundamentally
better positioned and we are increasing our overweight
to large-caps in this report. First, valuation continues to
favor large-caps and sustained small-cap outperformance
cycles rarely begin from current valuation levels. Second,
small-caps have greater exposure to the weaker cyclical
component of the domestic economy while large,
export-driven multinationals derive a greater proportion
of earnings from stronger global end-markets and,
therefore, also benefit from dollar weakness. Third,
access to bank financing—the lifeblood of smaller
companies—remains limited for small-caps while tight
credit conditions for larger, high-quality companies have
substantially eased. Finally, small-cap regional banks have
greater late-cycle commercial real estate exposure
compared to the more capital market-sensitive, large-cap
financial behemoths. While small-caps typically
outperform large-caps 12 months after recessions end,
we believe that these noted cyclical and structural
headwinds will lead to relative large-cap outperformance
in 2010.

– – – – – – n + + + + + +
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Figure 6: Large-caps outperformed in 2009
Russell 1000 (large-caps) relative to Russell 2000 (small-caps)

Source: Bloomberg and UBS WMR, as of 7 December 2009
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Source: SNL Financial, FactSet and UBS WMR, as of 7 December 2009

Figure 7: Our sector positioning favors Growth
Russell 1000 Growth and Value Index sector weights

Source: Bloomberg, FactSet, Russell Investment Group and UBS WMR,
as of 7 December 2009

Sector Growth Value Difference Sector tilts WMR Sector View
Consumer 
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Consumer 
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Go for Growth, Value less valuable
As we have discussed in past publications, sector
influences weigh heavily on the relative performance of
the Russell 1000 Growth and Russell 1000 Value indexes.
Figure 7 illustrates why sector composition for these style
cohorts is so important. The Technology sector has the
greatest differential between the two indexes, carrying a
32% weight in the Growth index and just a 5% weight
in the Value index. Consumer Staples and Healthcare are
also “pro-growth” sectors while Financials and Energy
are the biggest swing sectors favoring Value.

During 2009, Growth outperformed Value by 1,500 basis
points, largely driven by the strong relative performance
of Technology over Financials during the first quarter. To
recap, we began 2009 with a preference for Growth
over Value and moved to a neutral position as of the end
of June. Looking out to the New Year, we return to an
overweight of Growth over Value. With Technology our
most preferred sector coupled with our downgrade of
Financials from moderate overweight to neutral in this
report, our sector views now more firmly support a
Growth overweight. Taken together with our valuation
assessment which indicates that Growth appears
inexpensive relative to Value across varying valuation
metrics, we now expect Growth to resume its
outperformance path in 2010.

Real Estate Investment Trusts—better prospects
elsewhere, stay underweight
REITs massively underperformed the market during the
first quarter’s financial market crisis when funding
markets completely dried up. As access to both debt and
equity capital has improved, REITs have strongly recovered
and have narrowed much of their year-to-date
underperformance.

Looking ahead, while we expect a more benign macro
backdrop (i.e., positive GDP growth, improving labor
market conditions) to be supportive for REIT
fundamentals, we see more attractive opportunities in
other segments and sectors of the equity market.
REIT valuations already appear to be pricing in substantial
fundamental improvements, while

appeal for yield-oriented investors. Furthermore, with
substantial commercial real estate debt maturities coming
due over the next 2-3 years, default activity may rise,
posing headline risks for the group (Figure 10).

US Equities: Size& Style, REITs
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Figure 8: REITs are expensive despite weak earnings
prospects
REIT price to funds from operations 

near multi-year lows at 4.4% (Figures 8 and 9), limiting their
REIT dividend yields are
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Figure 10: The commercial real estate market faces
substantial debt maturities in the coming years
Commercial real estate debt maturities

Source: Company reports, Bloomberg, SNL Financial and UBS WMR, as
of 7 December 2009

Figure 12: 2010 tech sales should exceed conservative
expectations
Tech sector sales growth

Source: FactSet and UBS WMR, as of 7 December 2009

2010 E consensus 2002-07 annual average0%
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Figure 14: Valuation supportive for Growth
outperformance
Z Score includes an average of: Trailing P/E, Price to Book, Price to Sales

Note: Z-score is obtained by taking the current level expressed in
standard deviations away from the mean (historical average).
Source: Bloomberg, DataStream, Russell Investment Group and UBS
WMR, as of 7 December 2009

Figure 9: REIT dividend yields are unattractive

Source: Bloomberg, DataStream and UBS WMR, as of 7 December
2009

Figure 11: Global-oriented US companies trade
inexpensive relative to domestic-oriented peers
Relative PE ratio on forward 12-month earnings estimates for non-financial
companies

Source: FactSet and UBS WMR, as of 7 December 2009

Figure 13: Large-cap valuations remain attractive
Z-Score includes an average of: Trailing P/E, Price to Book, Price to Sales

Source: Bloomberg, DataStream, Russell Investment Group and UBS
WMR, as of 7 December 2009
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Back to basics

After a strong 2009 performance, we look for more
muted fixed income returns in the year ahead. As the
global recovery gains momentum, Treasury yields
should rise, arguing for a short duration stance.
Credit-sensitive sectors, the big winners in 2009,
should again outperform non-credit sectors, but we
expect more restrained absolute returns. As the
financial system heals, credit spread volatility is likely
to become more company-specific than systemic.
Preferreds are likely to generate returns stemming
primarily from coupon income as further price gains
will likely be more difficult to achieve. Municipal
bonds also offer value for income-oriented investors,
but total return opportunities may be more limited.
The Treasury and agency debenture markets were the
big laggards in 2009, a trend we expect to carry over
into 2010.

One for the record books
The fixed income market had an extraordinary run in
2009. Six of the nine sectors racked up strong
double-digit returns, with the top-performing
sector—high yield—posting a record gain in excess of
53%. The key driver of performance was a massive
tightening in credit spreads, from historically wide
levels that more than offset the rise in benchmark
Treasury yields. Looking ahead to 2010, however, we
believe bond returns will be much more muted.
Although we expect credit spreads to grind tighter
over the course of the year, there is less room for
spread compression. Spreads on agency debentures,
mortgage-backed securities (MBS), investment grade
(IG) and high-yield (HY) corporate bonds, as well as
municipal to Treasury (M/T) ratios, are all tighter than
they were in September 2008 when Lehman filed for
bankruptcy. Moreover, we are forecasting a rise in
Treasury yields that could largely offset the positive
effects of firmer spreads. Across the board, we
generally believe bond returns are apt to be
significantly lower in 2010.

Credit is (still) the place to be
It may seem counterintuitive that we continue to
recommend investors overweight credit- sensitive
sectors of the bond market. After all, IG credit
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Fig. 1: US dollar taxable fixed income strategy
Tactical deviations from benchmark

Source: UBS WMR, as of 14 December 2009

– – – – – – n + + + + + +

TFI Credit
TFI non-Credit

Emerg. Market
Preferred Securities

High Yield Corporates
Inv. Grade Corporates

Mortgages
Agencies

TIPS
Treasuries

Fig. 2: US fixed income sector returns
Total return in %

Source: Merrill Lynch, UBS WMR, as of 4 December 2009

2008 YTD MTD
Treasuries 14.0 -2.4 -1.3
TIPS -1.1 10.6 -1.5
Agencies 9.6 1.6 -0.7
Investment grade 
corporates

-6.8 19.7 -1.1

High yield corporates -26.1 54.2 0.6
Preferred securities -25.2 16.7 1.3
Mortgages 8.3 6.7 -0.6
Emerging Market 
sovereign bonds 
(USD) 

-10.2 27.0 0.1

Municipals -4.0 14.4 0.5

Fig. 3: Investment grade corporate bond spreads (bps)

Source: Barclays Capital, 4 December 2009



spreads have recovered nearly 80% of the move off
their pre-crisis levels reached in February 2007.
However, both fundamental and technical trends are
supportive. Most IG companies demonstrated the
ability to hunker down and navigate a tricky 2009.
Balance sheets are generally well-positioned, and
cost-cutting efforts have allowed companies that are
experiencing a slowdown in revenues to preserve
their credit metrics. Recent rating agency actions also
suggest that credit trends are improving.

From a technical perspective, the supply/demand mix
should be supportive of tighter credit spreads. After
months in a deep freeze, the new issue corporate
bond market turned extremely accommodative during
2H 2009, and many companies used this opportunity
to address financing needs for 2010. This has two
major implications. First, refinancing risk for both IG
and HY is minimal, because most companies have
pre-funded upcoming debt maturities and working
capital needs. As a result, we believe that few
companies would be stressed if debt markets were to
turn chilly again. Second, new issue supply should
fall, following a record year with approximately $1.2
trillion of new corporate issuance. With more
conservative-minded investors still directing funds to
fixed income, it appears that there will be many
dollars chasing fewer opportunities, which would
support tighter spreads.

US Fixed Income: Duration
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Fig. 4: Treasury yields should rise in 2010
Yields in %

Source: Bloomberg, UBS WMR, as of 4 December 2009

Fig. 5: Muni yields have normalized vs. Treasuries
AAA Municipal/Treasury yield ratio (%)

Source: MMD Interactive, UBS WMR, as of 3 December 2009

While spreads should continue to normalize as a
moderate recovery takes hold, we believe spread
improvement is limited to approximately 75 bps for
the IG index. Overall, this argues for low- to mid-
single digit total returns (price returns plus interest
income). Total returns for HY could be a bit larger,
given higher coupons and more room for spread
tightening. However, we caution that should the
economic recovery falter, HY would likely
underperform IG. For preferred securities, 2010 will
bring several notable events that could impact the
market, including changes to bank regulatory capital
requirements and the scheduled expiration of the
reduced dividend tax rate. Despite the magnitude of
these changes, the preferred market has anticipated
them to a certain extent and we believe that
fundamental factors such as rising interest rates
could end up being more prominent drivers of
performance. Higher Treasury yields would be a
headwind for preferreds. However, improving credit
spreads should help to cushion the price impact,
leaving most of the returns stemming from their
coupon income.

The inflation genie is still in the bottle…
The vexing deflation/inflation debate will preoccupy
investors again this year, although concern about
deflation should subside as economic growth
becomes self-sustaining and fears of an imperfect
unwinding of accommodative monetary policy
intensify. In our view, the economy has little chance



officials, however, have said the Fed may need to
begin tightening, even though the unemployment
rate is high, to avoid triggering inflation. While our
economics team looks for the first rate hike in June
2010, there is a greater risk that the Fed tightens
later, rather than sooner. Thus, before we could
recommend an even shorter duration, we would
want to see a shift in the Fed’s rhetoric to a more
balanced assessment about the need for
accommodation.

Municipals present income opportunities
We believe munis still offer value for income-oriented
investors, although as with the credit-sensitive sectors
of the taxable market, total return opportunities seem
limited. We expect continued credit pressures on state
and local government issuers, less tax-exempt supply
and looming increases in marginal tax rates to be key
market drivers. This suggests a tug of war between
weak credit fundamentals and supportive technicals.
During 2010, we anticipate that a gradual rise in
Treasury rates will pull muni yields higher, with
shorter-term rising more than longer-term rates,
creating a flatter yield curve. Further credit
deterioration and ratings downgrades will likely
precede rising employment and better fiscal
conditions. Improvements in municipal credit spreads
should lag corporate bond spreads as historically has
been the case during economic recovery. We do not
expect a surge in defaults among investment grade
municipal general obligation and revenue bonds.
Defaults will likely be concentrated in non-rated
bonds in higher-risk sectors such as multi-family
housing, continuing care and land-based finance. We
look for the continued issuance of taxable Build
America Bonds and the prospects for higher future
marginal tax rates to support supply/demand
dynamics in the tax-exempt market.

Anne Briglia, CFA
Strategist
anne.briglia@ubs.com

Michael Tagliaferro, CFA
Strategist
michael.tagliaferro@ubs.com

Kathleen McNamara, CFA, CFP
Strategist
kathleen.mcnamara@ubs.com

of slipping into outright deflation now that the
recession has ended, monetary policy continues to be
extraordinarily accommodative and government
support programs remain in place. On the other
hand, given high unemployment and low capacity
utilization, there is considerable slack in the economy
and thus we do not see inflation pressures
materializing this year. Still, investors correctly
perceive that the risk of a policy mistake is high: The
Fed may end up keeping monetary policy
accommodative for too long or may have difficulty
unwinding quantitative easing. The upshot, we
believe, will be an increase in inflation expectations,
followed by higher inflation in two or three years.
Bond investors frequently look to the TIPS market as
an inflation hedge, but after the strong rally in 2009,
this hedge is no longer inexpensive. Real yields are
low by historical standards, while the break-even
inflation spread is about average. Since TIPS strike us
as fairly valued, we recommend a neutral allocation
down from a moderate overweight.

…but Treasury yields should rise gradually
Against a backdrop of improving economic growth
and rising inflation expectations, we forecast higher
Treasury yields over the course of 2010. In addition,
the balance between supply and demand should
contribute to upward pressure on Treasury yields.
Supply will be extremely heavy again this year, with
over $1.5 trillion estimated in net issuance. At the
same time, demand for Treasury securities could fade
if investors become more comfortable holding riskier
assets as global growth accelerates and the financial
system heals. If yields rise as we forecast, returns on
Treasuries are likely to be disappointing on both an
absolute basis and relative to other sectors of the
bond market. As a result, we recommend investors
maintain underweight on the Treasury sector.

Keep it short
Given our forecast for higher Treasury yields, we
believe investors should maintain a short duration
stance. A key debate among Fed officials concerns
the timing of the first hike in the fed funds rate
target and the unwinding of quantitative easing. The
Fed has stated it intends to keep fed funds at 0 to
25bps for the foreseeable future. More hawkish

US Fixed Income: Duration
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Figure 7: Mortgage spreads narrowed significantly
In basis points

Source: Bloomberg, UBS WMR, as of 4 December 2009

Figure 9: Preferred security yields by type
in %

Source: Bloomberg, UBS WMR, as of 4 December 2009

Figure 11: Taxable muni supply has increased
Muni new issuance (USD billion)

Source: Thomson Reuters, UBS WMR, as of 3 December 2009
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Figure 6: US agency debenture spreads are narrow
in basis points

Source: Bloomberg, UBS WMR, as of 4 December 2009
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Figure 8: TIPS breakeven inflation rates
in %

Source: Bloomberg, UBS WMR, as of 4 December 2009

Figure 10: Corporate bond total return by sector
in %

Source: Barclays Capital, as of 7 December 2009
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Figure 1: Commodity Market Performance
Total return, in USD and %

Source: Bloomberg and UBS, as of 9 December 2009

will benefit only marginally. With central banks less
willing to part with their stocks and mines not able to
fill the demand gap, prices could go above
$1250/ounce. We favor platinum over gold and
advise avoiding silver as mine supply is set to increase.
Platinum is more sensitive to industrial activity than
conditions in financial markets, which we think will
be advantageous in 2010. We are less positive on
base metals and expect them to largely trend
sideways in 2010, with the exception of copper,
which has positive fundamentals.

Food prices could rise again
Soft (or agricultural) commodities, present an
opportunity in 2010. While we do not think food
prices will soar as in 2008, we expect demand growth
and a renewed market focus on the scarcity of
resources to be supportive. We think corn enjoys solid
fundamental support. Sugar is also seeing scarce land
available for harvest and could see prices increase.
We are less optimistic on soybeans, wheat and
coffee.

Katherine Klingensmith
Strategist
katherine.klingensmith@ubs.com

Dominic Schnider
Strategist

Commodity investors should remain
selective

Commodities include a wide array of different goods;
while the broad spectrum of commodities will, in our
view, do well, some “sectors” of commodities will
outperform. The fundamental drivers of these
different sectors will continue to vary going forward.

Oil has the best cards, coal is catching up
Energy commodities generally have a high sensitivity
to growth expectations. In the first half of 2010, we
expect crude oil prices to move above $90 per barrel
and global crude oil demand to increase by almost
2%. This should bring oil inventories back into
balance from elevated levels, restoring the focus on
structural supply issues. In regard to natural gas,
ample supply, inventories at storage limits and high
investment costs should prevent substantial upside in
2010, in our view. However, coal prices should begin
to accelerate as strong demand, especially from India
and China, has improved the fundamental backdrop.

We favor platinum over gold
We caution investors against excessive return
expectations for precious metals after their solid
performance in 2009. Precious metals, especially
gold, tend to do well in extreme environments, when
investors either believe the financial markets are at
risk of collapsing or overheating. Even though we are
expecting further U.S. dollar weakness, we think gold

At a glance
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Alternatives after the credit crisis

Throughout the better part of 2009, against the
backdrop of recovering financial markets, the
environment for alternative investments markedly
improved. We believe that prospects for such
investments will remain supportive in 2010.

Having come under unprecedented pressure during
the credit and liquidity crisis in 2008, alternative
investments have taken a substantial step back to
normalcy during 2009. Overall, hedge funds
recovered roughly half of the losses from the previous
year. We attribute about half of this year's return to
the development of underlying financial markets,
namely rising equities, corporate bonds and a weaker
U.S. dollar, while the other half of the sector’s
performance is related to the value that was added
by hedge fund managers. Similarly, private equity-
related IPO activity has been picking up and is
returning to more normal levels.

The performance of individual hedge fund styles
varied substantially in 2009, but strikingly signaled a
near reversal of 2008 patterns (see Fig. 1). Most
noticeably, relative-value arbitrage funds—specializing
in exploiting pricing discrepancies among related
securities through short and long positions—posted
the largest swings. While during the crisis, the
breakdown in market liquidity and correlation
behavior among assets impaired these funds’ ability
to generate value, the return of liquidity to financial
markets allowed relative value funds to catch up with
other styles. In addition, reduced risk appetite from
bank proprietary trading desks coupled with a record
number of fund closures have resulted in fertile
ground for surviving managers to exploit. Credit
strategies are another hedge fund style that benefited
from the stabilization in credit conditions.

A more sustainable basis for the future
The crisis has left deep marks on the hedge fund
industry. Increased liquidity needs and a reduced
willingness to lend in the banking sector made
financing for a handful of hedge fund strategies more

difficult. As a consequence, most funds are now
operating with lower leverage, although this has
been creeping back more recently with the return of
dealer appetite for financing. The industry has also
undergone a significant cleansing process. A major
wave of hedge fund liquidations has forced many
weaker managers out of the market. The quality of
the average hedge fund may therefore be potentially
greater than prior to the crisis.

For 2010, we expect the environment to remain
supportive. Volatility is unlikely to decline to pre-crisis
levels, given ongoing macroeconomic uncertainty,
which suggests a persistence of arbitrage
opportunities. And with fewer assets under
management, we think there will continue to be less
competition for investment opportunities than before
the crisis. Our overall constructive view on equities
and corporate bonds further suggests tailwinds to
hedge funds from financial market conditions.

Picking through the rubble of distressed security
investing
Investors currently have ample liquidity available to
invest in situations that others might avoid, due to
profitability and liquidity constraints. Distressed
security funds acquire stakes in companies or assets
that have defaulted or are in danger of doing so.
Since we expect a higher-than-normal number of
defaults in 2010, such situations are likely to abound.
Both hedge funds and private equity managers can
often produce an operational turnaround or a
balance sheet restructuring in a distressed firm. And
these managers' specialized knowledge about the
intricacies of the bankruptcy process can result in
larger recovery value for their investors. While many
investors are seeking high- quality assets in the wake
of the financial crisis, we think that the unique
supply/demand dynamics of this area provide
contrarian investment opportunities in distressed
situations and can yield positive returns in 2010.

Potential in the secondary Private Equity market
With private equity-related IPO activity picking up, it
is worth stressing that private equity has typically
recorded its best performance in post-recession
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environments. Overall, we view the industry’s outlook
in a favorable light for 2010.

In particular, the secondary private equity market
currently offers investors attractive opportunities.
Through such deals, investors can purchase interests
in companies or assets from forced sellers seeking to
recover liquidity from pre-crisis private equity
investments. This is an opportunity for new investors
to receive a more rapid distribution; for primary
investments, it normally requires three to five years
before the first distribution can be made. For 2009,
the secondary market has not yet fully cleared;
disparities in price expectations between institutional
sellers and new entrants hunting for bargains remain
considerable. The recovery of equity markets and the
stabilization in real estate markets also helped lessen
the pressure on potential sellers to reduce their
secondary-market private equity holdings.
Nevertheless, we expect the secondary market to
continue to offer attractive opportunities in 2010,
since the imbalances created by the financial crisis still
need to be cleared.

Stephen Freedman, PhD, CFA
Strategist
stephen.freedman@ubs.com

Figure 1: Performance of hedge fund styles
in %

Source: Bloomberg, UBS WMR, as of 9 December 2009

Figure 2: Resurgence of private equity IPOs

Source: ECM Analytics, UBS WMR, as of 30 November 2009



41

Detailed asset allocation, with non-traditional assets (NTAs)

Investor Very conservative Conservative Moderate Moderate Moderate aggressive Aggressive Very aggressive
RiskProfile1 conservative

TTrraaddiittiioonnaall AAsssseettss

EEqquuiittyy 0.0 +0.0 0.0 19.0 +1.5 20.5 32.0 +2.5 34.5 44.0 +3.0 47.0 54.0 +3.5 57.5 62.0 +4.5 66.5 71.0 +1.0 72.0

UUSS EEqquuiittyy 0.0 +0.0 0.0 14.0 –1.0 13.0 23.0 –2.0 21.0 32.0 –2.5 29.5 39.0 –3.5 35.5 44.0 –4.0 40.0 52.0 –7.0 45.0

Large Cap Value 0.0 +0.0 0.0 8.0 –0.5 � 8.0 –0.5 � 11.0 –0.5 � 10.5 11.0 –1.0 � 10.0 11.0 –1.0 � 10.0 13.0 –2.0 � 11.0

Large Cap Growth 0.0 +0.0 0.0 5.0 +0.5 � 5.5 8.0 +1.0 � 11.0 +1.5 � 12.5 11.0 +2.0 � � 13.0 13.0 +2.0 � 15.0

Mid Cap 0.0 +0.0 0.0 1.0 –1.0 0.0 4.0 +0.0 4.0 5.0 –0.5 � 9.0 –0.5 � 11.0 –0.5 � 10.5 13.0 –1.0 � 12.0

Small Cap 0.0 +0.0 0.0 0.0 +0.0 0.0 2.0 –1.5 � 3.0 –2.0 � 1. 5.0 –2.5 � 7.0 –3.0 � 4. 8.0 –4.0 � .0

REITs 0.0 +0.0 0.0 0.0 +0.0 0.0 1.0 –1.0 0.0 2.0 –1.0 1.0 3.0 –1.5 1.5 4.0 –1.5 2.5 5.0 –2.0 3.0

NNoonn––UUSS EEqquuiittyy 0.0 +0.0 0.0 5.0 +2.5 7.5 9.0 +4.5 13.5 12.0 +5.5 17.5 15.0 +7.0 22.0 18.0 +8.5 26.5 19.0 +8.0 27.0

Developed 0.0 +0.0 0.0 5.0 +2.5 7.5 8.0 +2.5 10.5 10.0 +3.0 13.0 12.0 +4.0 16.0 14.0 +5.0 19.0 14.0 +4.0 18.0

Emerging Markets 0.0 +0.0 0.0 0.0 +0.0 0.0 1.0 +2.0 3.0 2.0 +2.5 4.5 3.0 +3.0 6.0 4.0 +3.5 7.5 5.0 +4.0 9.0

FFiixxeedd IInnccoommee 81.0 –1.0 80.0 67.0 –2.0 65.0 51.0 –3.0 48.0 37.0 –3.5 33.5 24.0 –4.5 19.5 11.0 –5.5 5.5 0.0 +0.0 0.0

UUSS FFiixxeedd IInnccoommee 74.0 –4.5 69.5 59.0 –4.0 55.0 43.0 –3.5 39.5 29.0 –3.5 25.5 18.0 –3.0 15.0 9.0 –3.5 5.5 0.0 +0.0 0.0

NNoonn––UUSS FFiixxeedd IInnccoommee 7.0 +3.5 10.5 8.0 +2.0 10.0 8.0 +0.5 8.5 8.0 +0.0 8.0 6.0 –1.5 4.5 2.0 –2.0 0.0 0.0 +0.0 0.0

CCaasshh ((UUSSDD)) 10.0 +0.0 10.0 2.0 –0.5 1.5 2.0 –1.0 1.0 2.0 –1.5 0.5 2.0 –1.5 0.5 2.0 –2.0 0.0 2.0 –2.0 0.0

NNoonn––ttrraaddiittiioonnaall AAsssseett5 9.0 +1.0 10.0 12.0 +1.0 13.0 15.0 +1.5 16.5 17.0 +2.0 19.0 20.0 +2.5 22.5 25.0 +3.0 28.0 27.0 +1.0 28.0

CCoommmmooddiittiieess 2.0 +1.0 3.0 3.0 +1.0 4.0 4.0 +1.5 5.5 5.0 +2.0 7.0 5.0 +2.5 7.5 6.0 +3.0 9.0 7.0 +1.0 8.0

AAlltteerrnnaattiivvee IInnvveessttmmeennttss55 7.0 +0.0 7.0 9.0 +0.0 9.0 11.0 +0.0 11.0 12.0 +0.0 12.0 15.0 +0.0 15.0 19.0 +0.0 19.0 20.0 +0.0 20.0
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“WMR tactical deviation” legend:     Overweight Underweight Neutral
Source: UBS WMR and Investment Solutions, as of 14 December 2009.

“Change” legend:  � Upgrade  � Downgrade
For end notes, please see appendix.
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Detailed asset allocation, without non-traditional assets (NTAs)

Investor Very conservative Conservative Moderate Moderate Moderate aggressive Aggressive Very aggressive
RiskProfile1 conservative

TTrraaddiittiioonnaall AAsssseettss

EEqquuiittyy 0.0 +0.0 0.0 22.0 +1.5 23.5 37.0 +2.5 39.5 52.0 +3.0 55.0 67.0 +3.5 70.5 83.0 +4.5 87.5 98.0 +2.0 100.0

UUSS EEqquuiittyy 0.0 +0.0 0.0 16.0 –1.0 15.0 26.0 –2.0 24.0 37.0 –2.5 34.5 48.0 –3.5 44.5 59.0 –4.0 55.0 72.0 –6.5 65.5

Large Cap Value 0.0 +0.0 0.0 9.0 +0.0 9.0 9.0 –0.5 � 13.0 –0.5 � 12.5 14.0 –1.0 � 13.0 15.0 –1.0 � 14.0 18.0 –2.0 � 16.0

Large Cap Growth 0.0 +0.0 0.0 6.0 +0.0 6.0 9.0 +1.0 � 13.0 +1.5 � 14.5 14.0 +2.0 � 1 .0 15.0 +2.0 � 17.0 18.0 +2.0 �

Mid Cap 0.0 +0.0 0.0 1.0 –1.0 0.0 4.0 +0.0 4.0 6.0 –0.5 � 11.0 –0.5 � 10.5 15.0 –0.5 � 14.5 18.0 –0.5 � 17.5

Small Cap 0.0 +0.0 0.0 0.0 +0.0 0.0 3.0 –1.5 � 3.0 –2.0 � 1. 6.0 –2.5 � 9.0 –3.0 � 6.0 11.0 –4.0 � 7.

REITs 0.0 +0.0 0.0 0.0 +0.0 0.0 1.0 –1.0 0.0 2.0 –1.0 1.0 3.0 –1.5 1.5 5.0 –1.5 3.5 7.0 –2.0 5.0

NNoonn––UUSS EEqquuiittyy 0.0 +0.0 0.0 6.0 +2.5 8.5 11.0 +4.5 15.5 15.0 +5.5 20.5 19.0 +7.0 26.0 24.0 +8.5 32.5 26.0 +8.5 34.5

Developed 0.0 +0.0 0.0 6.0 +2.5 8.5 9.0 +2.5 11.5 13.0 +3.0 16.0 15.0 +4.0 19.0 18.0 +5.0 23.0 20.0 +4.5 24.5

Emerging Markets 0.0 +0.0 0.0 0.0 +0.0 0.0 2.0 +2.0 4.0 2.0 +2.5 4.5 4.0 +3.0 7.0 6.0 +3.5 9.5 6.0 +4.0 10.0

FFiixxeedd IInnccoommee 90.0 –1.0 89.0 76.0 –1.0 75.0 61.0 –1.5 59.5 46.0 –1.5 44.5 31.0 –2.0 29.0 15.0 –2.5 12.5 0.0 +0.0 0.0

UUSS FFiixxeedd IInnccoommee 82.0 –4.5 77.5 67.0 –3.5 63.5 51.0 –3.5 47.5 36.0 –2.5 33.5 23.0 –2.0 21.0 12.0 –1.5 10.5 0.0 +0.0 0.0

NNoonn––UUSS FFiixxeedd IInnccoommee 8.0 +3.5 11.5 9.0 +2.5 11.5 10.0 +2.0 12.0 10.0 +1.0 11.0 8.0 +0.0 8.0 3.0 –1.0 2.0 0.0 +0.0 0.0

CCaasshh ((UUSSDD)) 10.0 +1.0 11.0 2.0 –0.5 1.5 2.0 –1.0 1.0 2.0 –1.5 0.5 2.0 –1.5 0.5 2.0 –2.0 0.0 2.0 –2.0 0.0
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“WMR tactical deviation” legend:     Overweight Underweight Neutral
Source: UBS WMR and Investment Solutions, as of 14 Decemberr 2009.

“Change” legend:  � Upgrade  � Downgrade
For end notes, please see appendix.
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Source: UBS WMR and Investment Solutions, as of 14 December 2009

1The benchmark allocation refers to a moderate risk profile.  See appendix for an explanation regarding the source of benchmark allocations and their suitability.

2See appendix for an explanation regarding the interpretation of the suggested tactical deviations from benchmark. The “current” column refers to the tactical
deviation that applies as of the date of this publication. The “previous” column refers to the tactical deviation that was in place at the date of the previous
edition of the Investment Strategy Guide or the last Investment Strategy Guide Update.

3The current allocation column is the sum of the benchmark allocation and the WMR tactical deviation columns.

4The benchmark allocation is based on market capitalization.

US Taxable Fixed Income Allocation, in %

Benchmark WMR Tactical deviation2 Current allocation3

allocation1 Previous Current

Total US Taxable Fixed Income 100.0 +0.0 +0.0 100.0

Treasuries 12.0 –2.0 –1.5 10.5

TIPS 5.0 +1.0 +0.0 5.0

Agencies 22.0 –2.0 –1.5 20.5

Mortgages 20.0 –1.0 –1.0 19.0

Inv. Grade Corporates 22.0 +1.0 +1.0 23.0

High Yield Corporates 10.0 +2.0 +2.0 12.0

Preferred Securities 4.0 +1.0 +1.0 5.0

Emerg. Market Sovereign in USD 5.0 +0.0 +0.0 5.0

TFI non–Credit 59.0 –4.0 –4.0 55.0

TFI Credit 41.0 +4.0 +4.0 45.0

Non–US Developed Equity Module, in %

Benchmark WMR Tactical deviation Current allocation
allocation4 Previous Current

Eurozone 31.0 +15.0 +15.0 46.0

UK 19.0 +5.0 +5.0 24.0

Japan 19.0 –15.0 –15.0 4.0

Other 31.0 –5.0 –5.0 26.0

Non–US Fixed Income Module, in %

Benchmark WMR Tactical deviation Current allocation
allocation4 Previous Current

Eurozone 50.0 +12.5 +12.5 62.5

UK 9.0 –2.5 –2.5 6.5

Japan 28.0 –22.5 –22.5 5.5

Other 13.0 +12.5 +12.5 25.5
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Equity Industry Group Allocation, in %

S&P 500 WMR Tactical deviation2 Current
Benchmark Numeric Symbol allocation3

allocation1 Previous Current Previous Current

Consumer Discretionary 9.5 +0.0 –1.0 n – 8.5

Auto & Components 0.6 +0.0 +0.0 n n 0.6

Consumer Services 1.7 –0.5 –0.5 – – 1.2

Media 2.9 +0.5 +0.5 + + 3.4

Retailing 3.4 +0.0 –0.5 n – 2.9

Consumer, Durables & Apparel 0.9 +0.0 –0.5 n – 0.4

Consumer Staples 11.7 +1.0 +1.0 + + 12.7

Food, Beverage & Tobacco 6.0 +0.5 +0.5 + + 6.5

Food & Staple Retailing 2.8 +0.0 +0.0 n n 2.8

Household & Personal Products 2.9 +0.5 +0.5 + + 3.4

Energy 11.6 +1.0 +1.0 + + 12.6

Financials 14.2 +1.0 +0.0 + n 14.2

Banks 2.8 +0.0 +0.0 n n 2.8

Diversified Financials 7.8 +1.0 +1.0 + + 8.8

Insurance 2.4 +1.0 +0.0 + n 2.4

Real Estate 1.2 –1.0 –1.0 – – 0.2

Health Care 13.0 –2.0 +0.0 – – n 13.0

HC Equipment & Services 4.3 –1.0 +0.0 – n 4.3

Pharmaceuticals & Biotechnology 8.7 –1.0 +0.0 – n 8.7

Industrials 10.4 +1.0 +0.0 + n 10.4

Capital Goods 7.6 +0.0 +0.0 n n 7.6

Commercial Services & Supplies 0.7 +0.0 +0.0 n n 0.7

Transportation 2.1 +1.0 +0.0 + n 2.1

Information Technology 19.1 +2.0 +2.0 ++ ++ 21.1

Software & Services 7.5 +1.0 +1.0 + + 8.5

Technology Hardware & Equipment 9.1 +1.0 +1.0 + + 10.1

Semiconductors 2.6 +0.0 +0.0 n n 2.6

Materials 3.5 +1.0 +1.0 + + 4.5

Telecom 3.2 –2.5 –2.5 – – – – – – 0.7

Utilities 3.8 –2.5 –1.5 – – – – – 2.3

Source: UBS WMR, as of 14 December 2009

The benchmark allocation, as well as the tactical deviations, are intended to be applicable to the US equity portion of a portfolio across investor risk profiles.

1 The benchmark allocation is based on S&P 500 weights.

2 See “Deviations from Benchmark Allocations” in the appendix regarding the interpretation of the suggested tactical deviations from benchmark. The
“current”column refers to the tactical deviation that applies as of the date of this publication. The “previous” column refers to the tactical deviation that was in
place at the date of the previous edition of the Investment Strategy Guide or the last Investment Strategy Guide Update.

3 The current allocation column is the sum of the S&P 500 benchmark allocation and the WMR tactical deviation columns.
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Tactical Asset Allocation Performance Measurement

Table A reflects the performance of the tactical asset
allocation recommendations published in the
Investment Strategy Guide during the time period
specified. The performance is based on the
benchmark allocations with nontraditional assets for
a moderate risk profile investor, and the benchmark
allocation with the tactical shift (see detailed asset
allocation tables where benchmark allocation with
tactical shift is referred to as “current allocation”).
Performance is calculated utilizing the returns of the
indices identified in Table B as applied to the
respective allocations in the benchmark and the
benchmark with the tactical shift. For example, if
cash were allocated 10% in the benchmark and
12% in the benchmark with the tactical shift, the
cash index respectively contributed to 10% and 12%
of the results shown.

The performance attributable to the WMR tactical
deviations is reflected in the column labeled “Excess
return”, which shows the difference between the
performance of the benchmark and the performance
of the benchmark with the tactical shift. The
Information ratio is a risk adjusted performance
measure, which adjusts the excess returns for the
tracking error risk of the tactical deviations.
Specifically the information ratio is calculated as the
ratio of the annualized excess return over a given
time period and the annualized standard deviation of
daily excess returns over the same period. Additional
background information regarding the computation
of the information ratio figures provided below are
available upon request.

Calculations start on 25 August 2008. Prior to 25
August 2008, WMR published tactical asset allocation
recommendations in the “US Asset Allocation
Strategist” using a less comprehensive set of asset
classes and sectors, which makes a comparison with
the current models difficult. In addition, since 25
August 2008, the Investment Strategy Guide has at
times published a more detailed set of tactical
deviations, whereby the categories “Non-US
Developed Equities” and Non-US Fixed Income” were
further subdivided into regional blocks. Only the
cumulative recommendations at the level of “Non-US
Developed Equities” and “Non-US Fixed Income”
were taken into account in calculating the
performance shown below. 
The calculations assume that the portfolios are
rebalanced whenever changes are made to tactical
deviations, typically upon publication of the
Investment Strategy Guide on a monthly basis.
Occasionally, changes in the tactical deviations are
made intra-month when warranted by market
conditions and communicated through an Investment
Strategy Guide Update. The computations assume
portfolio rebalancing upon such intra-month changes
as well. Performance shown is based on total returns,
but does not include transaction costs, such as
commissions, fees, margin interest, and interest
charges. Actual total returns adjusted for such
transaction costs will be reduced. A complete record
of all the recommendations upon which this
performance report is based is available from UBS
Financial Services Inc. upon written request. Past
performance is not an indication of future results.

Table A:  Performance measurement

Benchmark Benchmark Excess Information Russell 3000 Barclays Capital US
allocation with tactical return Ratio stock index Aggregate bond index

shift (annualized) (total return) (total return)

25 Aug. 2008 to 30 Sep. 2008 –5.84% –5.66% 0.18% +1.0 –8.06% –1.20%

2008 Q4 –11.42% –10.57% 0.85% +2.6 –22.78% 4.58%

2009 Q1 –5.52% –5.45% 0.07% +0.3 –10.80% 0.12%

2009 Q2 11.18% 11.37% 0.18% +1.0 16.82% 1.78%

2009 Q3 10.44% 11.07% 0.63% +1.5 16.31% 3.74%

2009 Q4 until 9 Dec. 2009 2.07% 2.23% 0.15% +0.7 3.46% 1.35%

2009 until 9 Dec. 2009 18.43% 19.56% 1.14% +1.1 25.39% 7.14%

Source: UBS WMR, as of 9 December 2009



Table B identifies the benchmark allocations, including changes thereto, and the underlying indices used to
calculate performance.

Table B:  Benchmark allocation and underlying indices (all figures in %)

25 Aug 2008 to 23 Feb 2009 24 Feb 2009 to present

US Large Cap Value (Russell 1000 Value) 12.5 US Large Cap Value (Russell 1000 Value) 11.0

US Large Cap Growth (Russell 1000 Growth) 12.5 US Large Cap Growth (Russell 1000 Growth) 11.0

US Small Cap Value (Russell 2000 Value) 2.0 US Mid Cap (Russell Midcap) 5.0

US Small Cap Growth (Russell 2000 Growth) 2.0 US Small Cap (Russell 2000) 3.0

US REITs (FTSE NAREIT All REITs) 1.5 US REITs (FTSE NAREIT All REITs) 2.0

Non-US Dev. Eq (MSCI Gross World ex-US) 10.5 Developed Markets (MSCI Gross World ex-US) 10.0

Emerging Markets Eq. (MSCI Gross EM USD) 2.0 Emerging Markets (MSCI Gross EM USD) 2.0

US Fixed Income (BarCap US Aggregate) 30.0 US Fixed Income (BarCap US Aggregate) 29.0

Non-US Fixed Income (BarCap Global Aggregate ex-USD) 8.0 Non-US Fixed Income (BarCap Global Aggregate ex-USD) 8.0

Cash (JP Morgan Cash Index USD 1 month) 2.0 Cash (JP Morgan Cash Index USD 1 month) 2.0

Commodities (DJ UBS total return index) 5.0 Commodities (DJ UBS total return index) 5.0

Alternative Investments (HFRX Equal Weighted Strategies) 12.0 Alternative Investments  (HFRX Equal Weighted Strategies) 12.0

Source: UBS WMR and Investment Solutions, as of 14 December 2009

Tactical Asset Allocation Performance Measurement
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Appendix

End notes for table labeled detailed asset allocations without non-
traditional assets (NTAs)
1 See “Sources of Benchmark Allocations and Investor Risk

Profiles”on next page regarding the source of investor risk
profiles.

2 See “Sources of Benchmark Allocations and Investor Risk
Profiles” on next page regarding the source of benchmark
allocations and their suitability.

3 See “Deviations from Benchmark Allocations” on the detailed
asset allocation tables regarding the interpretation of the
suggested tactical deviations from benchmark. The “current”
column refers to the tactical deviation that applies as of the date
of this publication. The “previous” column refers to the tactical
deviation that was in place at the date of the previous edition of
the Investment Strategy Guide or the last Investment Strategy
Guide Update

4 The current allocation row is the sum of the benchmark
allocation and the WMR tactical deviation rows.

End notes for table labeled detailed asset allocations with non-
traditional assets (NTAs)
1 See “Sources of Benchmark Allocations and Investor Risk

Profiles”on next page regarding the source of investor risk
profiles.

2 See “Sources of Benchmark Allocations and Investor Risk
Profiles” on next page regarding the source of benchmark
allocations and their suitability.

3 See “Deviations from Benchmark Allocations” on the detailed
asset allocation tables regarding the interpretation of the
suggested tactical deviations from benchmark. The “current”
column refers to the tactical deviation that applies as of the date
of this publication. The “previous” column refers to the tactical
deviation that was in place at the date of the previous edition of
the Investment Strategy Guide or the last Investment Strategy
Guide Update

4 The current allocation row is the sum of the benchmark
allocation and the WMR tactical deviation rows.

5 UBS WMR considers that maintaining the benchmark allocation
is appropriate for alternative investments. The recommended
tactical deviation is therefore structurally set at 0. See “Sources
of Benchmark Allocations and Investor Risk Profiles” on next
page regarding the types of alternative investments and their
suitability.

Emerging Market Investments
Investors should be aware that Emerging Market assets are subject
to, amongst others, potential risks linked to currency volatility,
abrupt changes in the cost of capital and the economic growth
outlook, as well as regulatory and socio-political risk, interest rate
risk and higher credit risk. Assets can sometimes be very illiquid
and liquidity conditions can abruptly worsen. WMR generally
recommends only those securities it believes have been registered
under Federal U.S. registration rules (Section 12 of the Securities
Exchange Act of 1934) and individual State registration rules
(commonly known as “Blue Sky” laws). Prospective investors
should be aware that to the extent permitted under US law, WMR
may from time to time recommend bonds that are not registered
under US or State securities laws. These bonds may be issued in

jurisdictions where the level of required disclosures to be made by
issuers is not as frequent or complete as that required by US laws. 

For more background on emerging markets generally, see the
WMR Education Notes “Investing in Emerging Markets (Part 1):
Equities”, 31 July 2007 and “Investing in Emerging Markets (Part
2): EM bonds”, 12 December 2007. 

Investors interested in holding bonds for a longer period are
advised to select the bonds of those sovereigns with the highest
credit ratings (in the investment grade band). Such an approach
should decrease the risk that an investor could end up holding
bonds on which the sovereign has defaulted. Sub-investment grade
bonds are recommended only for clients with a higher risk
tolerance and who seek to hold higher yielding bonds for shorter
periods only.

Alternative Investments
An investment in alternative investment funds  (the "Funds")
involves significant risks, including but not limited to, a loss of
capital.  There can be no assurance that the Funds' respective
investment objectives will be achieved or that its investment
program will be successful.  In particular, limited diversification, the
use of leverage, foreign currency fluctuations and the limited
liquidity of the respective portfolio securities and other factors can,
in certain circumstances, result in or contribute to significant losses
to the Funds.  The Funds charge administrative and management
fees, which they will earn irrespective of profits, if any.   



Scale for tactical deviation charts

Symbol Description / Definition Symbol Description / Definition Symbol Description / Definition

+ moderate overweight vs. – moderate underweight vs. n neutral, i.e., on benchmark
benchmark benchmark

++ overweight vs. benchmark – – underweight vs. benchmark n/a not applicable

+++ strong overweight vs. benchmark – – – strong underweight vs. benchmark

determined the benchmark allocation for US dollar taxable fixed
income. It was derived from an existing moderate risk taxable
fixed income allocation developed by IS, which includes fewer
fixed income segments than the benchmark allocation presented
here. The additional fixed income segments were taken by WMR
from related segments. For example, TIPS was taken from
Treasuries and Preferred Securities from Corporate Bonds. A level
of overall risk similar to that of the original IS allocation was
retained.

• Nontraditional asset classes include alternative investments
and commodities. Alternative investments include hedge
funds, private equity, and managed futures investments. An
allocation to alternative investments as illustrated in this
report may not be suitable for all investors. In particular,
minimum net worth requirements may apply. For more
background see the WMR Education Note “Nontraditional
assets go mainstream” 12 February 2007. The background for
the benchmark allocation attributed to commodities can be
found in the WMR Education Note “A pragmatic approach to
commodities,” 2 May, 2007.

Deviations from benchmark allocation
• The recommended tactical deviations from the benchmark are

provided by WMR. They reflect our short- to medium-term
assessment of market opportunities and risks in the respective
asset classes and market segments. Positive / zero / negative
tactical deviations correspond to an overweight / neutral /
underweight stance for each respective asset class and market
segment relative to their benchmark allocation. The current
allocation is the sum of the benchmark allocation and the
tactical deviation.

• Note that the regional allocations on page 6 are provided on an
unhedged basis (i.e., it is assumed that investors carry the
underlying currency risk of such investments). Thus, the
deviations from the benchmark reflect our views of the
underlying equity and bond markets in combination with our
assessment of the associated currencies. The two bar charts on
page 6 (“Equity regions” and “Bond regions”) represent the
relative attractiveness of countries (including the currency
outlook) within a pure equity and pure fixed income portfolio,
respectively. In contrast, the detailed asset allocation tables
integrate the country preferences within each asset class with
the asset class preferences stated earlier in the report. As the
tactical deviations at the asset class level are attributed to
countries in proportion to the countries’ market capitalization,
the relative ranking among regions may be altered in the
combined view.

Explanations about asset allocations
Sources of benchmark allocations and investor risk profiles
• Benchmark allocations represent the longer-term allocation of

assets that is deemed suitable for a particular investor. Except as
described below, the benchmark allocations expressed in this
publication have been developed by UBS Investment Solutions
(IS), a business sector within UBS Wealth Management Americas
that develops research-based traditional investments (e.g.,
managed accounts and mutual fund options) and alternative
strategies (e.g., hedge funds, private equity, and real estate)
offered to UBS clients. The benchmark allocations are provided
for illustrative purposes only and were designed by IS for
hypothetical US investors with a total return objective under
seven different Investor Risk Profiles ranging from very
conservative to very aggressive. In general, benchmark
allocations will differ among investors according to their
individual circumstances, risk tolerance, return objectives and
time horizon. Therefore, the benchmark allocations in this
publication may not be suitable for all investors or investment
goals and should not be used as the sole basis of any investment
decision. As always, please consult your UBS Financial Advisor to
see how these weightings should be applied or modified
according to your individual profile and investment goals.

• The process by which UBS Investment Solutions has derived the
benchmark allocations can be described as follows. First, an
allocation is made to broad asset classes based on an investor’s
risk tolerance and  characteristics (such as preference for
international investing). This is accomplished using optimization
methods within a mean-variance framework. Based on a
proprietary set of capital market assumptions, including expected
returns, risk, and correlation of different asset classes,
combinations of the broad asset classes are computed that
provide the highest level of expected return for each level of
expected risk. A qualitative judgmental overlay is then applied to
the output of the optimization process to arrive at the
benchmark allocation. The capital market assumptions are
developed by UBS Global Asset Management. UBS Global Asset
Management is a subsidiary of UBS AG and an affiliate of UBS
Financial Services Inc.

• In addition to the benchmark allocations IS derived using the
aforementioned process, WMR determined the benchmark
allocation by country of Non-US Developed Equity and Non-US
Fixed Income in proportion to each country’s market
capitalization, and determined the benchmark allocation by
Sector and Industry Group of US Equity in proportion to each
sector’s market capitalization. WMR, in consultation with IS, also
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Important Disclaimers

Wealth Management Research is published by Wealth Management & Swiss Bank and Wealth Management Americas, Business Divisions of UBS AG (UBS) or an
affiliate thereof. In certain countries UBS AG is referred to as UBS SA. 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 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 and its affiliates). All
information and opinions as well as any prices indicated are currently only 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. At any time
UBS AG and other companies in the UBS group (or employees thereof) may have a long or short position, or deal as principal or agent, in relevant securities or
provide advisory or other services to the issuer of relevant securities or to a company connected with an issuer. Some investments may not be readily realisable 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 considered risky. Past performance of an investment is no guarantee for its future performance. Some investments may be subject to sudden
and large falls in value and on realisation you may receive back less than you invested or may be required to pay more. Changes in FX rates may have an adverse
effect on the price, value or income of an investment. 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. This document may not be reproduced or copies circulated without prior authority of UBS or a subsidiary of UBS. UBS expressly prohibits
the distribution and transfer of this document to third parties for any reason. UBS will not be liable for any claims or lawsuits from any third parties arising from
the use or distribution of this document. This report is for distribution only under such circumstances as may be permitted by applicable law.

Australia: Distributed by UBS Wealth Management Australia Ltd (Holder of Australian Financial Services Licence No. 231127), Chifley Tower, 2 Chifley Square,
Sydney, New South Wales, NSW 2000. Bahamas: This publication is distributed to private clients of UBS (Bahamas) Ltd and is not intended for distribution to
persons designated as a Bahamian citizen or resident under the Bahamas Exchange Control Regulations. Canada: In Canada, this publication is distributed to clients
of UBS Wealth Management Canada by UBS Investment Management Canada Inc.. Dubai: Research is issued by UBS AG Dubai Branch within the DIFC, is intended
for professional clients only and is not for onward distribution within the United Arab Emirates. France: This publication is distributed by UBS (France) S.A., French
«société anonyme» with share capital of € 125.726.944, 69, boulevard Haussmann F-75008 Paris, R.C.S. Paris B 421 255 670, to its clients and prospects. UBS
(France) S.A. is a provider of investment services duly authorized according to the terms of the «Code Monétaire et Financier», regulated by French banking and
financial authorities as the «Banque de France» and the «Autorité des Marchés Financiers». Germany: The issuer under German Law is UBS Deutschland AG,
Stephanstrasse 14-16, 60313 Frankfurt am Main. UBS Deutschland AG is authorized and regulated by the «Bundesanstalt für Finanzdienstleistungsaufsicht». Hong
Kong: This publication is distributed to clients of UBS AG Hong Kong Branch by UBS AG Hong Kong Branch, a licensed bank under the Hong Kong Banking
Ordinance and a registered institution under the Securities and Futures Ordinance. Indonesia: This research or publication is not intended and not prepared for
purposes of public offering of securities under the Indonesian Capital Market Law and its implementing regulations. Securities mentioned in this material have not
been, and will not be, registered under the Indonesian Capital Market Law and regulations. Italy: This publication is distributed to the clients of UBS (Italia) S.p.A.,
via del vecchio politecnico 3 - Milano, an Italian bank duly authorized by Bank of Italy to the provision of financial services and supervised by «Consob» and Bank
of Italy. Jersey: UBS AG, Jersey Branch is regulated by the Jersey Financial Services Commission to carry on investment business and trust company business under
the Financial Services (Jersey) Law 1998 (as amended) and to carry on banking business under the Banking Business (Jersey) Law 1991 (as amended).
Luxembourg/Austria: This publication is not intended to constitute a public offer under Luxembourg/Austrian law, but might be made available for information
purposes to clients of UBS (Luxembourg) S.A./UBS (Luxembourg) S.A. Niederlassung Österreich, a regulated bank under the supervision of the «Commission de
Surveillance du Secteur Financier» (CSSF), to which this publication has not been submitted for approval. Singapore: Please contact UBS AG Singapore branch, an
exempt financial adviser under the Singapore Financial Advisers Act (Cap. 110) and a wholesale bank licensed under the Singapore Banking Act (Cap. 19) regulated
by the Monetary Authority of Singapore, in respect of any matters arising from, or in connection with, the analysis or report. Spain: This publication is distributed
to clients of UBS Bank, S.A. by UBS Bank, S.A., a bank registered with the Bank of Spain. UAE: This research report is not intended to constitute an offer, sale or
delivery of shares or other securities under the laws of the United Arab Emirates (UAE). The contents of this report have not been and will not be approved by any
authority in the United Arab Emirates including the UAE Central Bank or Dubai Financial Authorities, the Emirates Securities and Commodities Authority, the Dubai
Financial Market, the Abu Dhabi Securities market or any other UAE exchange. UK: Approved by UBS AG, authorised and regulated in the UK by the Financial
Services Authority. A member of the London Stock Exchange. This publication is distributed to private clients of UBS London in the UK. Where products or services
are provided from outside the UK they will not be covered by the UK regulatory regime or the Financial Services Compensation Scheme. USA: Distributed to US
persons by UBS Financial Services Inc., a subsidiary of UBS AG. UBS Securities LLC is a subsidiary of UBS AG and an affiliate of UBS Financial Services Inc. 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.
Version as per October 2009.

© UBS 2009. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.

 Disclaimer







UBS Financial Services Inc.
www.ubs.com/financialservicesinc
090707-1000

UBS Financial Services Inc. is a subsidiary of UBS AG.
Order # X3037

ab

©2009 UBS Financial Services Inc. All rights reserved. Member SIPC. All other trademarks, registered trademarks, service marks and registered service marks 
are of their respective companies.


